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The Digital Euro

A rational assessment

Few economic topics currently provoke as much public emotion
as the digital euro. Events with clients often reveal a deep un-
ease, as people ask what purpose it is meant to serve. At times,
these questions come with barely veiled fears of “total surveil-
lance,” as some worry that the digital euro might mark the first
step toward totally transparent citizens.

What exactly is the digital euro?

Let's start with the basics. The plans of the European Central
Bank (ECB) for a digital euro are by no means an outlier. Most
central banks around the world are working on their own versions
of central bank digital currencies (CBDC). Some nations, such
as Jamaica, the Bahamas, and Nigeria, have already introduced
it — in developing economies.

Unlike stablecoins, the digital euro and its international counter-
parts are not private money but digital cash. This means that
digital currencies can only be issued by central banks. The goal?
To simplify and reduce the cost of transactions across the entire
Eurozone — an area that remains fragmented into national pay-
ment systems.

As a user, you would hold the digital euro in a wallet — perhaps
via your smartphone — and be able to make cross-border, fee-
free payments wherever the euro is legal tender. This could save
you withdrawal fees withdrawing cash during your summer holi-
day in Portugal, and — unlike with U.S.-based payment services
— European data protection laws would apply. You could easily
load up your wallet with up to, say, €3,000. Your bank would link
it to your checking account, much like it already does with your
debit card. Users wouldn’t interact directly with the central bank;
the digital euro would simply be a new and secure form of cash-
less payment (see figure).
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https://www.ecb.europa.eu/stats/ecb_surveys/space/html/ecb.space2024~19d46f0f17.en.html#toc5

The Geopolitical Component

You might now be thinking: “This is all well and good, but do we
really need it? Can't | just use PayPal for this?” This is where
monetary sovereignty enters the discussion. Doubts about the
reliability of the U.S. have been growing. What would happen if,
in a fit of anger directed at Europe, a president (let’s leave spe-
cific names unmentioned.) coerced major U.S. payment provid-
ers into cutting off services or hike prices to the EU? How would
we function without Visa, Mastercard, Apple Pay, and the like?
Rather than wait to find out the hard way, Europe would do well
to reduce its dependence in this critical area. This also applies
to the emergence of dollar-based stablecoins, which could un-
dermine monetary autonomy. Ultimately, no one will be forced to
use the digital euro. It is simply an additional option for Europe-
ans, not an obligation. If you don't like it, stay away from it.

The Beginning of the End for Cash?

Another common concern is that the digital euro is merely the
first step towards eliminating cash altogether. Some point to the
ECB’s decision in 2018 to stop producing €500 banknotes (alt-
hough those in circulation remain valid as legal tender). The mo-
tivation for that decision is no secret: high-denomination bills are
particularly popular in illegal transactions and money laundering.

Even in countries far ahead of the curve in digital payments, like
Sweden, China, or Singapore, cash remains in use. No country
in the world has abolished cash, and it is virtually unimaginable
that the Eurozone would be the first to do so. Cash is enshrined
in multiple European legal provisions, such as Article 128 of the
Treaty on the Functioning of the European Union and the regu-
lation on the introduction of the euro. Doing away with cash
would require a unanimous decision among EU member states
— about as likely as hitting the lottery jackpot.

Furthermore, cash remains extremely popular among European
citizens, leaving little political incentive to eliminate it. So, rest
assured: the digital euro will not herald the dawn of an Orwellian
surveillance state.

Will the digital euro happen, and when?

The ECB hopes to introduce the digital euro by 2029, with fi-
nance ministers largely aligned on this proposed timeline. How-
ever, the European Parliament must first establish the necessary
legal foundation, by 2026. Clear signs of resistance are already
emerging, particularly within the conservative European Peo-
ple’s Party (EPP) faction, which favors private European banks
taking the lead instead. On the other hand, the German Chan-
cellor Friedrich Merz, a fellow-conservative, is strongly advocat-
ing for the swiftest possible implementation of the digital euro.

As so often in Europe, skeptics may pull the handbrake. That
could lead to a self-inflicted delay that American competitors
would undoubtedly welcome at best, and, at worst, exploit.
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Disclaimer:

This publication is addressed exclusively at recipients in the EU, Switzerland, Liechtenstein and the
United Kingdom.

This report is not being distributed by LBBW to any person in the United States and LBBW does not
intend to solicit any person in the United States.

LBBW is under the supervision of the European Central Bank (ECB), Sonnemannstralte 22, 60314
Frankfurt/Main (Germany) and the German Federal Financial Supervisory Authority (BaFin), Graurhein-
dorfer Str. 108, 53117 Bonn (Germany) / Marie-Curie-Str. 24-28, 60439 Frankfurt/Main (Germany).

This publication is based on generally available sources which we are not able to verify but which we
believe to be reliable. Nevertheless, we assume no liability for the accuracy and completeness of this
publication. It conveys our non-binding opinion of the market and the products at the time of the editorial
deadline, irrespective of any own holdings in these products. This publication does not replace individual
advice. It serves only for informational purposes and should not be seen as an offer or request for a
purchase or sale. For additional, more timely in-formation on concrete investment options and for indi-
vidual investment advice, please contact your investment advisor.

We retain the right to change the opinions expressed herein at any time and without prior notice. More-
over, we retain the right not to update this information or to stop such updates entirely without prior
notice.

Past performance, simulations and forecasts shown or described in this publication do not constitute a
reliable indicator of future performance.

The acceptance of provided research services by a securities services company can qualify as a benefit
in supervisory law terms. In these cases LBBW assumes that the benefit is intended to improve the
quality of the relevant service for the customer of the benefit recipient.

Additional Disclaimer for recipients in the United Kingdom:

Authorised and regulated by the European Central Bank (ECB), Sonnemannstralle 22, 60314 Frank-
furt/Main (Germany) and the German Federal Financial Supervisory Authority (BaFin), Graurheindorfer
Str. 108, 53117 Bonn (Germany) / Marie-Curie-Str. 24-28, 60439 Frankfurt/Main (Germany). Authorised
by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and
limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by
the Prudential Regulation Authority are available from us on request.

This publication is distributed by LBBW to professional clients and eligible counterparties only and not
retail clients. For these purposes, a retail client means a person who is one (or more) of (i) a client as
defined in point (7) of Article 2(1) of the UK version of Regulation (EU) 600/2014 which is part of UK law
(UK MIFIR) by virtue of the European Union (Withdrawal) Act 2018 (EUWA) who is not a professional
client (as defined in point (8) of Article 2(1) of UK MIFIR); or (ii) a customer within the meaning of the
provisions of the Financial Services and Markets Act 2000 (as amended, the FSMA) and any rules or
regulations made under the FSMA (which were relied on immediately before the 31 December 2020 (IP
completion day)) to implement Directive (EU) 2016/97 on insurance distribution, where that customer
would not qualify as a professional client, as defined in point (8) of Article 2(1) of UK MiFIR; or (iii) not a
qualified investor as defined in the UK version of Regulation (EU) 2017/1129 on the prospectus to be
published when securities are offered to the public or admitted to trading on a regulated market, which
is part of UK law by virtue of the EUWA (the UK Prospectus Regulation).

This publication has been prepared by LBBW for information purposes only. It reflects LBBW's views
and it does not offer an objective or independent outlook on the matters discussed. The publication and
the views expressed herein do not constitute a personal recommendation or investment advice and
should not be relied on to make an investment decision. The appropriateness of a particular investment
or strategy will depend on an investor’s individual. You should make your own independent evaluation
of the relevance and adequacy of the information contained in this publication and make such other
investigations as you deem necessary, including obtaining independent financial advice, before partici-
pating in any transaction in respect of the financial instruments referred to this publication herein.

Under no circumstance is the information contained within such publication to be used or considered as
an offer to sell or a solicitation of an offer to buy any particular investment or security. Neither LBBW nor
any of its subsidiary undertakings or affiliates, directors, officers, employees, advisers or agents accepts
any responsibility or liability whatsoever for/or makes any representation or warranty, express or implied,
as to the truth, fullness, accuracy or completeness of the information in this publication (or whether any
information has been omitted from the publication) or any other information relating to the, whether
written, oral or in a visual or electronic form, and howsoever transmitted or made available or for any
loss howsoever arising from any use of this publication or its contents or otherwise arising in connection
therewith.

The information, statements and opinions contained in this publication do not constitute or form part of
a public offer. LBBW assumes no responsibility for any fact, recommendation, opinion or advice con-
tained in any such publication and expressly disclaims any responsibility for any decisions or for the
suitability of any security or transaction based on it. Any decisions that a professional client or eligible
counterparty may make to buy, sell or hold a security based on such publication will be entirely their
own and not in any way deemed to be endorsed or influenced by or attributed to LBBW.

LBBW does not provide investment, tax or legal advice. Prior to entering into any proposed transaction
on the basis of the information contained in this publication, recipients should determine, in consultation
with their own investment, legal, tax, regulatory and accounting advisors, the economic risks and merits,
as well as the legal, tax, regulatory and accounting characteristics and consequences, of the transac-
tion.
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