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Abstract: Disregarding the politicized nature of the debate, the notion of globalized
payment rails advocated by the Libra project marks an exciting turn of events for
proponents of transparency in financial infrastructure. With direct access to 2.7 billion
users, many of whom do not have access to conventional financial services, the project
presents a unique opportunity for innovation in the financial services. Nevertheless,
we believe the launch strategy pursued by the Libra Foundation neglects a vital
implication of the technology: Decentralization. To mitigate further regulatory hurdles,
the Libra foundation should pursue a neutral strategy, in which the single objective is
to maintain open-source infrastructure. By iterating away from the reserve currency
strategy and delegating the issuance of stable coins to regulated entities, the foundation

would resolve the vast majority of concerns expressed by regulators and policy makers.

MITIGATING VOLATILITY IN GLOBAL PAYMENTS

he Libra project originally sets forth the long-term vision of a

permissionless consensus layer, governed wholly by disparate

regulated entities, validating transactions on the network'.
Collectively, the network is intended to support the Libra, a supranational
currency unit made available initially to verified users of the Calibra wallet
software, a subsidiary of IFacebook, Inc¢”. As the Libra currency unit is
mtended for commercial use and marketed for global peer-to-peer
transactions, amongst the 2.7 billion users of WhatsApp and Facebook, it is
critical that the unit will not be subject to the precarious volatility
characterizing national currencies. As 1s widely known, the relative
purchasing power of a given national currency is not only subject to inflation
and domestic monetary policy, but to a broad array of externalities spanning
the complexities of global trade and political shifts. Addressing this issue in
congressional testimony’, David Marcus explained the intentions of
minimizing exposure to the nominal volatility of national currencies by
collateralizing the currency unit with reserves held in strategically dispersed
locations, scattered across the globe. Ostensibly, the currency reserves would
act as the key mechanism in the value preservation of the Libra currency,
granting holders the lawful claim to a reserve of currencies including the U.S.
Dollar, the British Pound, the Euro and the Japanese Yen. Not dissimilar to
that of the IMI's “Special Drawing Rights”, the intended strategy by which to

" https://libra.org/en-US/permissionless-blockchain/#overview

2 https://calibra.com/
3 https://www.banking.senate.gov/imo/media/doc/Marcus%20Testimony%207-16-19.pdf



On Retaining Global

Financial Leadership

Ostensibly, the
currency reserves
would act as the key
mechanism in the
value preservation of
the Libra currency,
granting holders the
lawful claim to a
reserve of currencies.

"The basic assumption
that accessible, open
and regulated financial
infrastructure is a value
multiplier, ought, by
now, to be beyond
reproach.”

achieve relative stability, is to maintain a weighted basket of fiat currencies,
evaluated against strict fiscal and monetary procedures in the effort of
preserving relative stability for those denominating transactions in the unit.
By collateralizing each unit with the lawful claim to a relative distribution of
highly liquid assets, the assumptlion was that regulators would accept the
legitimacy of the Libra currency as a synthetic asset, at face value. That was
far from the case.

THE COST OF INNOVATION

Unfortunately, the ensuing politicization of the issue displayed not only the
polarization characterizing contemporary political dialogue in the United
States, but the extent to which the legislative agenda in the United slates,
remains uninformed of the impact of domestic technological advancements.
While the detractors correctly identified impact on systemic risks, fiscal
stability and the effects of domestic monetary policy”, there is little reason to
believe that these effects could not be adequately mitigated with prudential
supervision and oversight. As noted by several observers, the political debate
following the release appears to have been conflated with the unfortunate
proliferation of targeted disinformation on social media. While the
contamination of the public sphere through the targeted dissemination of
misinformation, distorted narratives or outright falsehoods presents a
genuine threat to democratic discourse, this is not to be mistaken for the
value and urgency of financial innovation. As demonstrated by the aggressive
progress with which China has pursued digital innovation in payment
infrastructure’ evident in the rapid adoption of WeChat Pay and Alipay?, the
basic assumption that a cashless economy is a value multiplier, ought, by
now, to be beyond reproach. Thus, the question ought to be: how can the
development and dissemination of Libra take a new direction, in which the
concerns of regulators and participants are mitigated to the extent that Libra
can execute on the stated vision of becoming an open, permissionless
payment layer for global transactions?

“SAME ACTIVITY — SAME RULES!”

We believe David Marcus, CEO of Calibra, recently identified the way
forward: instead of relying on issuance of a single synthetic asset, Libra
should observe and preempt regulatory scrutiny by issuing stable coins
pegged to and collateralized by national currencies:

4 http://data.imf.org/?sk=E6A5F467-C14B-4AA8-9F6D-5A09ECAES2A4

® https://www.fsb.org/wp-content/uploads/P131019.pdf

¢ https://medium.com/@mablejiang/xi-jinpings-speech-at-the-18th-collective-study-of-the-chinese-
political-bureau-of-the-central-1219730677b2

7 https://www.statista.com/chart/17909/pos-mobile-payment-user-penetration-rates/



The Way Forward?

"By instituting a clear
distinction between the
non-profit entity
maintaining the global
infrastructure and the
regulated financial
entities issuing
Stablecoins, the
foundation would
significantly reduce the
regulatory obligations
associated with
launching Libra”

“We could do it differently. Instead of having a synthetic unit ... we could
have a series of stablecoins, a dollar stablecoin, a euro stablecoin, a sterling
pound stablecoin, etc. We could definitely approach this with having a
multitude of stablecoins that represent national currencies in a tokenized

digital form,”

Not only should Libra pursue the issuance of Stablecoins, the ability to mint
digital assets on Libra should be granted to any qualified partner, able to
comply with harmonized global regulations and maintain qualified
custodianship of the assets represented on the Libra blockchain. By
mstituting a clear distinction between the non-profit entity maintaining the
global infrastructure and the regulated financial entities issuing Stablecoins,
the foundation would significantly reduce the regulatory obligations
associaled with launching Libra and mitigale scrutiny by regulators
concerned with systemic risks, fiscal instability or the correct application of
KYC/AML procedures. In the words of Randal K. Charles, Chair of the
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Financial Stability Board: “Same activity — same rules!”. Instead of pursuing
a single synthetic asset class, the Libra Association should lobby for
harmonized and simple regulatory frameworks for the governance of the
third parties utilizing the Libra chain for executing payments. This does not
mean Facebook would not be able to pursue profits with the Calibra project,
far from it, the Calibra wallet would compete on a level playing field with any
other regulated entity offering services on the network. The regulatory
burden and associated compliance costs would befall those who utilize the
ledger for their own gains, be it in the issuance of collateralized stable coins,
commodities or other financial instruments, effectively removing Libra from
the money trail altogether. The issuance of stable coins must not only
conform to established open standards in the regulatory domain but
assimilate generally accepted code standards. The consolidation around
harmonized legislation and open-source frameworks for token issuance will
reduce regulatory friction, by mitigating the concerns triggering the posture

with which regulators have approached the Libra project“.

8 https://financialservices.house.gov/uploadedfiles/bills-116hr____ih-bigtech.pdf



A New Partnership
Model

DEPLOYING STABLECOINS ON LIBRA

The issuance of stablecoins on Libra can be executed in a simple step by step
flow, not dissimilar from the existing models for stablecoins currently on the
market. By enabling reputable and vetted partners of the organization to store
fiat currencies with qualified custodians and subsequently issuing digital
assels representing a legal claim to the assels-under-custody, subject to
attestations, the Libra foundation would enable liquidity providers to service
users on the network. The digital assets issued against the legal guarantee of
redeemability with the custodian would conform to a single standardized
format and thus become fungible and immediately convertible for the relative

value of the asset in another medium.

An International Transaction with Stablecoins on the Libra Network
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"The digital assets
issued against the
legal guarantee of
redeemability with
the custodian would
conform to a single
standardized format
and thus become
fungible and
immediately
convertible for the
relative value of the
asset in another
medium.

‘eToro’X

To this end, our blockchain research arm, eToroX Labs, recently released
the codebase for deploying tokenized assets in the Move 1R language?. The
codebase can be forked by anyone looking to exploring the issuance of
tokenized assets. Through our regulated blockchain exchange, eToroX,
eToro Group is currently maintaining 15 stablecoins and two commodities
deployed on the Ethereum Blockchain, assimilating the standard set oul
above.l0 By conforming to this or a similar methodology, the Libr:
foundation would appeal to unbanked users seeking viable remittance
opportunities or access to financial services, such as micro-credit or savings
opportunities. A cross-border transaction between multiple currencies would
no longer relay excessive fees onto the sender and recipient, as the sender
would be able to purchase any digital assel representing a domeslic currency
format with a reputable and insured brokerage or institution, monitored by

the Libra foundation.

Stablecoins are Issued on the Libra Network

Reputable partners of the foundation are allowed to custody

assets with qualified custodians.

The Libra foundation audits assets in custody digital assets,

representing fiat currencies, commodities or even securities.
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Any holder of a stablecoin on the Libra network can use the
network, while some wallet providers like Calibra may chose to
accomodate only certain currencies

The issuance of digital assets must conform to a simple
standard, making all digital assets fully interchangeable
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? https://github.com/etoroxlabs/etoken-libra.

10 https://www.etorox.com/



CONCLUSIONS

At eToro, we maintain the position that innovation in the financial services
1s key in achieving structural reform with lasting positive implications for the
global economy. With prudent and accommodating regulatory oversight,
advancements innovation is key in combating market fragmentation and
maintaining resilience and liquidity in the global financial markets. 1t is our
belief that observing the recommendations above would significantly
improve the likelihood that the Libra project will be able to execute on their

stated vision of financial inclusion.

A decentralized and approach to building governance from the ground up
will enable the project to move ahead in collaboration and compliance with
existing institutions and procedures. As we launched our own stable coins at
cToro, it became clear the real barrier to adoption is a single standard that
will eventually enable merchants to accept these as currency. For these
standards to become reality, we must establish ample synergies between
exisling inslitutions, regulators and consumers through gradual exploration

of mutually beneficial standards.

ABOUT ETORO

eToro is the world's largest social trading network, with over 11 million active
traders, founded in 2007 on the vision of enabling everyone to trade in a fair
and transparent manner. With the recent announcement of the eToroX
cryplocurrency exchange and the associaled blockchain research arm eToroX
Labs, the group issued 15 stablecoins, enabling traders to transact and hedge
their positions in a variety of currencies and commodities. eToro remains
committed to the vision of promoting financial inclusion by building open
and transparent financial infrastructure.



