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LEGAL NOTICE.


This book is not financial advice of any kind, the sole purpose of this book is to explain the most basic economic and monetary concepts, including the author's subjective opinion on the economics, history and current affairs of the monetary system.


For financial advice, you should consult a duly licensed professional advisor.


Prologue.


Motivated by my professional curiosity, I decided to learn about the technical workings of bitcoin and its blockchain.


To understand the technical basis, I had to understand the economic and monetary concepts mentioned in the white paper that defines bitcoin, and then I discovered what was for me a whole new world; the economic, financial, monetary and banking systems, which usually go unnoticed by most ordinary citizens, entering a gray area of unknowing, which is not accidental, and whose apparent complexity effectively discourages almost everyone from learning about these much-needed subjects, which, surprisingly, are not mandatory at all levels of education.


Since then, I have started a new hobby, learning what money is and how it works, finance, banking, understanding the financial terminology that is skillfully used by the disinformation media to keep the population ignorant about these issues, and finally understanding the connection between financiers, governments and politicians of all colors and in all countries of the world.


One of the challenges of this book is to adapt the content it analyzes for people with different knowledge bases.


An ordinary person who only receives information from the mass disinformation media with a very basic knowledge, supported by topics that we have been told since childhood, that we read in the press or see on television, might find the exposition of this book quite dense, difficult or even too "alternative".


However, a reader with a greater knowledge base, either by hobby or profession, and who is familiar with economic and financial terminology, may find the book too basic and, in its attempt to explain complex concepts in a simple way, perhaps not entirely rigorous in explaining those concepts.


The author's main goal is to provide the basic knowledge that every person should have about money, CBDC, the monetary system, and the economy of the first group; although I hope that many readers who are halfway between the two groups described will find this text an incentive to continue learning.


You may find some statements and concepts in this book so different from what we take for granted, so shocking, and perhaps so counter-intuitive, that you may find it hard to believe that they are true.


I will try to provide references where necessary, but if you find a subjective opinion of the author, I encourage you to delve into it and find out for yourself how you can expand your knowledge in this subject.


The ultimate goal of this book is to stimulate your curiosity to understand not only the new CBDC currencies, but also money, the workings of the monetary system, finance and the economy that move our world, to know the real meaning of the terms used, for which you can consult the glossary at the end of the book, and above all, to encourage you to continue learning, to be able to educate our children and our family on these subjects, since they are deliberately omitted in education plans.


Delving into the discovery of this world of finance and economics has been a healthy shock that has changed the way I see the world.


I hope you will enjoy discovering what is usually hidden or disguised with a language of euphemisms and technical terms for the initiated only, whose purpose is usually to mask the real meaning


.




CHAPTER 2.


Introduction to CBDCs.


What they are and why they are being developed.


If you have started reading this book, you have probably already heard or read something about the new digital currencies being prepared by virtually all the Central Banks in the world, some already in the testing phase, and others, such as in China, Tonga, and Nigeria, already in service at the time of writing this book; January 2023.


These new digital currencies are created in the image and likeness of cryptocurrencies, but issued and backed by a Central Bank, with “stable, secure, and legal tender" value.


CBDC is the acronym for Central Bank Digital Currency.


The terms money and currency are different. Money is the physical unit and currency refers to the monetary unit of each country. For example, a currency exchange is a sale of, let's say, euros for the local currency of the country we're visiting. Operations that do not involve the physical movement of money, such as bank transfers or cheques, are called currency exchanges.


CBDCs are essentially currencies because they will be a digital version of the same money we use today, but instead of being managed by a payment service of a bank or card issuer, they will be managed directly by the central bank or by private companies contracted and duly authorized to manage the infrastructure necessary for their operation.


Therefore, considering their use, we could say that CBDCs are a means of payment.


As mentioned at the beginning of this chapter, CBDCs will be created in the image and likeness of cryptocurrencies, from an application on our phone, tablet or computer, commonly called a wallet, we can pay with our mobile devices, as we can already do today, by placing our smartphone to an NFC reader in the box of a trade, or through a QR code generated by the seller's terminal that scans our phone to accept payment from the screen of our phone.


Beyond the electronic nature and the analogy of using an application from our mobile phone with NFC or reading a QR code to authorize a payment, everything similar to cryptocurrencies ends here, because we must make it clear that, regarding the essential properties of a cryptocurrency like bitcoin, which are; decentralization, limited or finite issuance and permissionless system, CBDCs or Central Bank Digital Currencies are basically the opposite, the absolute antithesis of a cryptocurrency like bitcoin.


CBDCs will be centralized in the interest of the issuer, they will be subject to permission to use via a digital identity, and their issuance will be unlimited, just like physical money, so their value will tend to zero over time. We will discuss this claim below.


We will analyze these premises point-by-point by looking at the reasons given by central banks for implementing CBDCs.


1. Improve efficiency: a CBDC could provide a faster and safer way of carrying out transactions, which could increase the efficiency of the financial system by eliminating the intermediation of banks or issuers of means of payment.


2. Elimination of Fraud: Because cash is anonymous and CBDC currencies are not, a CBDC could reduce or eliminate the possibility of tax fraud or other crimes by eliminating the need for physical cash.


3. Controlling the economy: By having direct control over the money supply, central banks could use CBDC to control the economy.


4. Compete with cryptocurrencies: Governments and central banks may want to issue their own digital currency to compete with cryptocurrencies and maintain control over the currency in circulation.


Let's analyze the arguments one by one


1. Improve efficiency.


The current electronic payment systems that are so common today, such as cards, mobile devices and even smart watches, are so simple and convenient that the first question users will ask is How will CBDC benefit me over the electronic systems and cards I already use?


Let's remind ourselves that every time we pay with a card, which is a private means of payment and the most common in developed countries, we also pay the commission for using this means of payment. The bank and the card issuer charge these fees to the merchants, who of course pass them on to the customer in the final price.


Usually, the commission percentage is around 1 to 3% of the transaction value for credit cards and 0.5 to 1% for debit cards. In addition to this commission, there may be other fees charged to the merchant, such as transaction fees or monthly point-of-sale rental fees.


If we were to pay with CBDC in the near future, we could ask the seller for a discount for not using private means of payment. Since the seller would no longer have to pay these additional costs. However, it is very likely that governments, as a new hidden tax, or the central bank itself, to finance the CBDC infrastructure, will maintain these fees.


Finally, the cost of the infrastructure needed to operate CBDCs will not be low. These costs, even if they are hidden, would have to be covered in one way or another by public spending. The business of banks and payment institutions will be subject to public competition in this particular vector of the banking business, and this will have such important consequences that we will have to analyze them in detail later in chapter eight.


2. Absolute elimination of commercial tax fraud.


It is likely that governments and the central bank will force us to use CBDCs with a minor temporary incentive or, if necessary, with coercive measures such as the obligation to pay all fees, tariffs and taxes with digital currency, or directly by legal imposition.


Once in place, it would be enough to charge banks and stores an additional cost for using physical money, or to restrict the accessibility of coin and banknote exchanges.


This would cause merchants and businesses to refuse to accept physical money, which in practice would lead to the disappearance of cash from the streets.


Even without having to ban it, and at that point, virtually all transactions will be conducted through the CBDC, and the government and the central bank, as well as licensed private entities, will have complete and absolute information about all the money we spend and receive.


It will be completely impossible to avoid paying VAT and any other taxes and charges that may be added to the current ones.


Just think, when we give our children money to buy sweets or ice cream, or when we receive any income, VAT or capital gains tax and probably gift tax, as in Spain for example, could be automatically deducted in the case of our child allowance.


With the virtual disappearance of physical money in everyday life, everyone, including our youngest children, will inevitably need an electronic device or smart card to buy anything.


3. Improved accessibility.


According to data from the Federal Reserve Bank of the United States (FED), in 2019, 7.1% of US households did not have access to a traditional bank account.


However, this percentage varies significantly by education, income, and ethnic group.


For example, the percentage of households without access to a traditional bank account is 14.1% for low-income households.


By education level, 12.7% of households with a high school education or less do not have a bank account.


By ethnicity, 17.7% of Afro-descendants are unbanked.


The percentage of unbanked people without access to any financial services can vary significantly between developed and non-developed countries, reaching as high as 70% in the so-called "emerging markets". We are talking about billions of people worldwide.


The premise of providing these people with access to financial services with CBDC seems highly dubious.


We should consider that the first requirement to access digital money is an electronic personal identification. Identification that many of these emerging countries do not yet have, and of course an electronic device and the necessary infrastructure for those devices.


So probably all those people who do not meet the first requirement, digital identification, will be automatically excluded from the new monetary system.


A Universal Digital Personal Identity will be mandatory because it will be not only your CBDC wallet, but also your national ID card, passport, health card, driver's license, academic or professional degree certificate, public transportation pass, and even access to your workplace, home, and maybe even your gym.


Now consider the consequences of a government arbitrarily deciding to block any or all of these functions, including your CBDC wallet. Authoritarian governments could do this directly, but even democratic countries already have the legal tools to take whatever measures are necessary, including "temporary" asset seizures, for example, in the event of a “national security threat”.


Think about what would happen in the event of software failure, natural disaster, war or force majeure, or simply hacking or identity theft.


4. The control of the economy.


Central banks have the disproportionate privilege of controlling the economy, or rather of trying to control it, because we all notice that almost without getting out of one crisis, the next one follows, and with each one the control, surveillance and restrictions on the economy and on individual and collective freedoms increase.


It is shocking to hear Christine Lagarde, the current president of the European Central Bank, advocate a CBDC because "it will be the only way to have the backing of a central bank", when any observer with a minimum of education in history or economics will realize that the management of the economy has been disastrous since the introduction of central banks, and especially since the beginning of the era of fiat money, backed only by the imposition of the binomial: Government + Central Bank.


Definition of Fiat Money: A currency that represents a value that it does not intrinsically have.


Fiat money has no intrinsic value and is not backed by the precious metal reserves of its issuer; its value exists because the law says it has that value.


Since 1971, when Richard Nixon "temporarily" suspended the convertibility of the dollar into gold as the world's reserve currency under the Bretton Woods Agreements (1944), money has basically been backed by legal tender, and the current era of fiat money began definitively, not temporarily.


The issuance of non-gold-backed money since 1971 has resulted in a loss in the purchasing value of money.


Between 1971 and 2021, the dollar has experienced an average annualized inflation rate of 3.87%, resulting in a cumulative "devaluation" of -85.05%.


Reference: US Official Data Org.


https://www.officialdata.org/us/inflation/2021?endYear=1971


The history of the dollar's decline and the chronology of gold.


To conclude this point, we must always remember this concept: The more money is issued, the less value it has.


To explain this, I will use a simple parable that you can tell your children so that they are not misled in the future about the causes of inflation.


Let's imagine that money has just been invented and the central bank has created 100 euros/dollar. If there are only 100 cans of tuna for sale on the market, and there are only 100 euros/dollar, nothing else for sale and nothing else to buy, it seems clear that the price of each can of tuna will be 1 euro/dollar.


(100 € or $ / 100 cans of tuna = 1 euro/dollar per can)


Now someone, not elected by the citizens, decides from his position in the central bank to carry out a QE (Quantitative Ease*) and creates out of nothing, by the power granted to him by law, 900 new euros/dollar.


We still have the same 100 cans of tuna, but the total money supply is now 1,000 euros/dollar. The reader will quickly guess that each can of tuna now costs 10 euros/dollar.


(1,000 € or $ / 100 cans of tuna = 10 euro/dollar per can).


The value of the can of tuna has not increased, it is still the same 100 cans of tuna, if each can now costs 10 euros/dollars, it is because the value of money has decreased and it takes more money to buy the same can of tuna.


Inflation is not the general rise in prices, it is the loss of purchasing power of money, and this effect is always a monetary event.


Remember this definition; the disinformation media will try to mislead you every day by making you believe that inflation is the result of "shortages" in supply chains, wars started by some dictator, climate change, or whatever absurd cause some journalist can come up with.


Inflation is always a monetary event, caused by the issuance of fiat money, not backed by an increase in the production of goods or services.


Now, when the central bank decides to create new money out of thin air, a process which the media euphemistically call "quantitative easing", or “QE”, it does so by various methods which we will not go into in this chapter, but which will be explained later, for the moment in a very simple way and again using financial or disinformation slang, it initiates a "liquidity injection", it lends money at very low-interest rates to commercial banks so that they, in turn, buy public debt from governments and grant loans to companies and individuals, of course with a differential in these interest rates in their benefit.


Companies and individuals will pay a higher interest rate than the interest on the loans initially obtained from the central bank, and the difference between the interest paid to the central bank and the interest charged to governments, companies, and customers will provide the commercial banks with large profits from their financial intermediation.


In this indirect way, although there are several other ways, they manage to inject new money, which always creates an economic boom, and always with a certain time lag, when this new money enters into circulation in the real economy of companies and individuals, is when inflation finally appears "unexpectedly".


With CBDCs, creation and issuance will be direct and immediate, bypassing commercial banks, and knowing the track record of central banks and governments' addiction to spending more than they take in, what can we expect? More money issued, which will steal value from ours, and more money spent, which will add to the national debt.


When citizens lacking the most basic notions of economics were informed on the television that the European Central Bank, or ECB, had created a "liquidity injection" of 2.5 trillion euros to save the economy during the pandemic, and that the ECB was "buying" 80 billion (new millions created out of thin air) of government bonds, mortgage-backed bank bonds, and large corporate bonds every month, almost no one was concerned about the excessive issuance of money.


Money created out of thin air, but which we will have to pay back with interest through our taxes and inflation, the so-called silent tax on the poor.


CBDCs will only speed up the process of creating new money and give central banks free rein to issue or withdraw money whenever they want, in a direct and immediate way.


5. Competing with cryptocurrencies.


One does not have to be very astute to realize that, observing the development and adoption of some cryptocurrencies, in particular bitcoin, the determination of governments and central banks to issue digital electronic currencies as legal tender seems to be a crude attempt to imitate, combat and slow down the adoption of some of these cryptocurrencies.


If cryptocurrencies, again specifically mentioning bitcoin, and the "tokens*" represented by cryptocurrencies called "stable coins"* with 1:1 parity, or at least intentional parity with fiat currencies, were to be massively accepted and adopted by businesses and individuals, central banks and governments would lose the "exorbitant privilege" of creating and controlling money, and thus controlling the economy.


A simple definition of a token*.


A token is like a casino chip, when we enter the casino, we go through the cashier and buy with real money the chips that represent money in the casino and are used at the gaming tables.


If we have any chips left when we leave the casino, we can go back to the cashier and exchange them for 'real' money.


The problem could arise if the casino's cashier is closed for some reason; then we would not be able to exchange the chips for real money, and those chips would have no value outside the casino.




CHAPTER 3.


Understanding Money.


History and Evolution of the Monetary System.


Money is one of those things that we rarely stop to think about what it is and where it comes from, even though we have all been using it since childhood.


We can find several definitions, but the most common is the following:


Money is any medium of exchange commonly accepted by society to buy and sell goods and services.


In addition to the first expected property of money, that it is generally accepted, it must have several other properties, the most important of which is that it stores value and is a unit of account for measuring or quantifying the value of goods and services.


The list of properties that we should expect a medium of exchange to have in order to call it money is as follows, in no particular order of importance.


1. Acceptance: Money must be generally accepted as a means of payment for the acquisition of goods and services.


2. Divisibility: Money must be easily divisible into smaller fractions to facilitate exchange.


3. Interchangeability: Goods and services can be bought with money and sold in exchange for money.


4. Unit of account: Banknotes and coins should have a numerical or standardized face value that serves to quantify the value of goods and services.


5. Reserve of value: Money should be a store of value overtime.


6. Scarcity: Money must be limited to maintain its value. The more money is issued, the less value it has.


7. Portability and Durability: Money must be easy to transport and store, and it must resist wear and tear.


8. Fungibility: This concept applied to money means that any unit or fraction of money is indistinguishable from any other unit or units of the same denomination. For example, the value of five $1 coins is identical to the value of one $5 bill.


So far, we have defined what money is and its properties, although there are several other definitions that we will see later, we will briefly review the history of money to discover how we achieved the physical money that we still use.


Undoubtedly the first form of transactions between individuals in a society was barter, our ancestors exchanged one good they had for another that they might need, let's take an example, imagine a Neanderthal who was very skilled at carving bone hooks with which to fish, but somewhat clumsy at carving arrowheads, if he wanted to eat meat instead of fish, he could exchange a hook for an arrowhead with a fellow arrowhead maker.


The problem is that the work, skill, and difficulty of finding the right stones to make arrowheads makes them more expensive than bone picks, so barter was so impractical that our Neanderthals probably quickly abandoned this system and most likely began to value their goods by trading them for other specific, easily quantifiable goods, such as beads, which they could easily wear, or shells, as long as there weren't a lot of shells around.


The reason for this is obvious: in a coastal location, the shells of marine animals may be so abundant and easy to find that they have no value as a medium of exchange.


With this example, we can see that beads or shells (if scarce at the site) have many of the properties of money mentioned above.


They were widely accepted by the Neanderthal group because they were easily quantifiable, fairly durable, and easily transported.


With the example of shells, we discover that when a good is very abundant and easy to obtain, it has low value, or rather we assign low value to it, this concept must be remembered every time we think about money, the value and the price of goods or services are very different things.


In the days following the terrible earthquake and tsunami that devastated Japan in 2011 and caused the Fukushima nuclear power plant disaster, an alert was issued for possible radioactive contamination of Tokyo's tap water. Until the alert was lifted, Tokyo residents could buy any luxury goods in the stores of Shibuya, but they could not buy bottled water, no matter how much money they paid, because the value of water could not be paid for with money during those hours.


This leads us to think about two concepts that are often related but very different: value and price.
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