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India is marching steadfastly towards
adigital economy with Budget 2017
supporting the digitalisation agenda.
The December 2016 Watal Committee
on Digital Payments recommended
testing the digital rupee, The Institute
for Development and Research in Bank-
ing Technology (IDRBT) isdrawinga
similar conelusion,

With the hypeon blockchain —a
distributed database that maintainsa
constantly growinglist of ordered rec-
ords, or blocks — deflated, we need to
further assess the shortfallsof this
lucrative technology and the surfac-
ing advantages behind thedigital ru-
pee ‘printing machine’, Hence, the
need foracentrally issued digital fiat
currency that playvs a pivotal role end-
orsing trust, security and control with
its monitoring system, to enable strin-
gent control on black money, tax evasi-
onsand cyber counterfeit, thereby as-
suring better digitisation and moneta-
ry as wellas financial policies.

Withaview to address this need, blo-
ckehain technology has been debated
about its usage, cost, security issues,
ete, It is based on a peer-to-peer net-
wark where each node involved hasto
synchronise to confirm every transac.
tion and accumulate all previous tran-
sactions., It is not deemed to be ‘matu-
re’ enough in terms of system stabili-
tv, application security and business
madel for digital fiat currency,

According todirector of technology
of the People’s Bank of China(PBOC),
Wei L4, "Asanew technology, blockch-
aintechnology still poses significant
gaps in its system stability, applicati-
on security and business model asa
digital fiat currency” These loopholes
existdue to the freedom of nodes join-
ingand exiting the network. It isalso
susceptible to route deception, address-
spoofing attacks, encryption key thett,

the possibility of algorithms beingcra-
cked, as well as the possible bifurcation
of the block ledger and rollback.

Blockchain can alsospread virus due
tothe lack of hardware encryption, al-
lowing nodes toadd unchangeable cus-
tom information containing viruses.
There is a possible introduction of sec-
urity vulnerabilities with application
extension added to the blockehain. In
addition, the potential information
leakage is multiplied as every node in
the network has a complete record of
all historical transactions.

S0, the cost ol the digital fiat currency
should be marginal with the absence of
physical logistics costs and benefits of
riding onexisting digital pavment inf-
rastructure. This makes it a lucrative
proposition for the government, banks
and businesses. Any solution basedon
consensusof anetwork of peer-to-peer
participants would not blend with this
fundamental requirement.

According to Wei Li, this structure
consumes large amounts of computati-
onal resourees, time, cost and storage.
Coming toasimilar conclusion, John
Barrdear and Michael Kumhof of the
Bank of England estimated that “the
total electricity consumption of the
Bitcoin network in early 2014 was com-
parable to that of Ireland”. So, for blo-
ckchain technology, the overhead for
duplicating, transmitting and storing
theentire transaction history atevery
node will be alarmingly expensive,

The limitations of blockchain tech-
nology indicate that the suitable tech-
nological solution should recognise
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that the issnanceof thedigital rupee
is the authority and responsibility of
the ministry of finance and the Reser-
ve Bank of India(RBI). Thesuitable
technological solution should be the
onethat is principally and architec-
turally designed for governments to
reinforce the authority as the sole
source and controllerof thesupply of
the digital rupee.

The security strength of the digital
Indian rupee is built from hardware
and security elements beyond software
crvptography algorithms. It does not
rely ona large number of public keys,
So, it cannot be compromised by any
kev lossor thelt. New security featur-
escan beeasily added to the currency
in eirculation as new security techno-
logy becomes availahle,

Inabreach, the solution must detect,
stopand remove that particular coun-
terfeit rupee in circulation without ef-
fecting the other rupee or make previ-
ous transactions invalid.

Thedigital rupee isa bearer instru-
ment that is transacted cost-efficient-
Iy inexisting digital payment systems.
[t allows the existing digital payment
service providers to preserve their sys-
tem investments, customer relationsh-
ip, user experience, user devices (in-
cluding basic phones), user cases as
well as merchant and agent networks.

Itenables interoperability at the ac-
counting level, thereby eliminating
the costs and risks of the subsequent
intermediary settlement between di-
gital payment service providers.

With interoperability being a key
feature for this currency, more preva.
lent inclusion of the entire populati-
on, banked and unbanked, to the digi-
tal economy will ensue.

Thesecharacteristics are also broad-
Iy inline with the principles detailed
by the Watal Committee for an effect-
ivedigital fiat currency solution:
namely, ownership, technology and
infrastructure neutrality,

It is the next step to provide a govern-
ment-issued digital currency to bring
innovation, competition, better con-
sumer protection, more open access,
better systematic risk management
and more regulatory transparency in
the digital economy:



