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Global investment in energy transition, by sector
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Source: BloombergNEF. Note: Start years differ by sector but all sectors are present from 2020 onwards; see
Methodology for more detail. Most notably, nuclear figures start in 2015 and power grids in 2020. CCS refers to
carbon capture and storage.
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Top 10 economies for 2023 energy transition investment, plus the EU-27 and
rest of the world
$ billion

Germany . - 954

wRenewable energy

'g - . . i Power grids
g France l. 555 = Nuclear
e Brazil .l 348 = Energy storage
e =CCS
§. spain [l 322 i
Japan | 320 = Electrified transport
inda [J] 314 i st
Clean industry
aly II 297 mClean shipping
RestotWord [ I e
0 100 200 300 400 500 600 700 800

Source: BloombergNEF. Note: EU-27 bar also includes the EU member states shown. Rest of World is global investment
excluding the EU and individual economies in the chart. CCS refers to carbon capture and storage.
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FIAT CURRENCY VS CRYPTOCURRENCY:
UNDERSTANDING THE FUTURE
OF MONEY AND WEB 2.5

March 13, 2024Charles Mackenzie .
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@ The story of modern money begins with the transition from the precious metal standard to fiat currency, fiat currency to e-money, and, most recently, the
emergence of cryptocurrencies. As we navigate this financial paradigm shift, understanding the dynamics between fiat currency and cryptocurrency
becomes crucial in grasping the future of money.

The role of fiat money in today’s economy

Fiat currency is so named because governments declare it legal tender—“by fiat”— commodities do not back it. Instead, it derives its intrinsic value from
the faith and credit of the issuing authority.

For decades, this fiat system has underpinned the global economic system, facilitating daily transactions and international trade. Fiat money exists in both
physical cash and digital forms like e-money, enabling convenient electronic transactions.

One thing to note is that central banks like the US Federal Reserve wield immense influence over fiat currencies, primarily through monetary policy tools
like interest rate adjustments and open market operations. Because fiat currencies are unbacked, their decisions profoundly impact currency stability,
purchasing power, economic growth, employment, and inflation rates.

Fiat currency vs. cryptocurrency

Fiat currency and cryptocurrency differ fundamentally. Let’s investigate the definitions of both monetary systems.

What are fiat currencies?

— Fiat currencies are centralized, government-issued, backed by national authority, and not backed by commodities like gold or silver
— Reserve banks wield a great deal of control over economic dynamics through their authority to regulate the supply of fiat money

— Major currencies, such as USD or EUR, exemplify how important fiat currency systems are in modern economies

What is cryptocurrency?

— Cryptocurrency represents a digital asset reliant on a decentralized network spanning across a large number of computers
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— Due to their technical nature, cryptocurrencies can exist outside the control of government authorities, secured by cryptography, and controlled by
algorithms

— The main characteristics of crypto include cheaper and faster asset flows, trustless transactions, and decentralization that prevents collapse at a single
point of failure

But the concept of “fiat” in crypto can refer to two things. First, it refers to using fiat currencies to buy and sell cryptocurrencies on exchanges. Similarly,
stablecoins are cryptocurrencies pegged to fiat that allow, among other things, the buying and selling of crypto off-exchange while mitigating volatility
because of their peg to fiat currency value.

Legal and regulatory frameworks

Fiat currency is subject to stringent regulations and oversight by central banks and financial authorities, ensuring stability and confidence. These
frameworks protect consumers and businesses and maintain financial system integrity.

Conversely, cryptocurrencies’ decentralized nature has posed regulatory challenges as governments grapple with concerns over financial stability, money
laundering, and investor safeguarding. Navigating these evolving regulatory landscapes is crucial for crypto adoption and integration.

Stability and trust in fiat money

Fiat money derives stability and trustworthiness from government backing, legal tender status, and public confidence in traditional monetary systems.
Central banks and financial institutions reinforce this trust through accountability and oversight, maintaining currency integrity and stability.

Cryptocurrencies operate on a “trustless” model, relying on cryptographic algorithms and decentralized consensus mechanisms. While promoting
transparency and eliminating intermediaries, this approach raises questions about public perception and confidence during volatility or market turmoil. For
example, one of the greatest risks in DeFi is rug pulls — systems purporting to be “trustless” to defraud users.

Challenges facing fiat currency

Inflation and hyperinflation
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Despite  widespread  acceptance and regulatory
frameworks, fiat money faces challenges that could
' undermine stability and value. Inflation, the gradual
erosion of purchasing power, persistently concerns fiat
systems, with historical hyperinflation leading to economic
catastrophes. Governments, central banks, and federal
reserve authorities employ strategies to manage inflation
and maintain price stability.

In contrast, cryptocurrencies like Bitcoin and Ethereum
have predetermined and limited supply schedules,
potentially mitigating inflationary pressures. However, for
the time being, cryptocurrency price volatility challenges
their use as stable stores of value.

National debt concerns

National debt levels and their impact on fiat money value
and stability are significant concerns. As governments
grapple with rising debt burdens, fiscal policies, debt restructuring, and economic reforms aim to manage and mitigate these challenges. Unsustainable
debt can erode confidence in a country’s currency and destabilize its economy.

The digitalization of money and emerging alternatives

The digitalization of money and the emergence of alternatives like central bank digital currencies (CBDCs) are reshaping finance. CBDCs are digital forms of
fiat money issued and regulated by government banks. They aim to combine cryptocurrency benefits with traditional central bank oversight, potentially
enhancing financial inclusion, cross-border payments, transparency, and efficiency of monetary policies.

Future prospects of fiat money

While fiat money has dominated the global financial system as the legal tender for decades, its future prospects are subject to ongoing debates and
uncertainties. Some envision a gradual decline in fiat money’s relevance as digital alternatives gain traction, driven by rising cryptocurrency popularity and
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potential widespread CBDC adoption.Others argue that fiat currencies will remain essential, alongside or integrated with digital alternatives, as
governments and government banks adapt monetary policies and regulatory framewaorks.Fiat currencies and the role of government banks

Government banks’ involvement in developing and regulating digital currencies, particularly CBDCs, will crucially shape fiat money’s future in the digital
age. They are exploring CBDCs’ potential benefits and challenges, such as improved financial inclusion, enhanced cross-border payments, and increased
transparency and monetary policy efficiency.

However, the transition from paper money to digital currencies raises concerns about privacy, cybersecurity risks, and potential disruption to existing
financial systems. Government banks’ evolving role in the digital financial landscape will significantly impact the future dynamics of fiat currency-digital
alternatives.

Sustainability and economic policies

The environmental sustainability of fiat money and cryptocurrencies has garnered increasing attention. While fiat money systems have a relatively smaller
environmental impact, cryptocurrency mining’s energy-intensive nature raises concerns about its carbon footprint.

Governments and policymakers are exploring initiatives to promote sustainable practices, including incentives for renewable energy use in crypto mining
and efforts to reduce traditional banking’s environmental impact.

Making an informed choice
The role of fiat money in investment and savings

While cryptocurrencies have gained popularity as alternative investment vehicles, fiat money continues to play a crucial role in traditional investment and
savings strategies. Factors such as stability, liquidity, and regulatory oversight make fiat money a preferred choice for many investors and savers,
particularly those seeking lower-risk options or adhering to specific regulatory requirements.

However, the emergence of crypto-based investment products and the potential integration of cryptocurrencies into mainstream finance could reshape the
investment landscape, offering new opportunities and challenges.

Initiatives like fundraising in the crypto space could pave the way for further adoption and integration, enabling investors to diversify their portfolios.
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Navigating the transition to digital currencies

Individuals® and - businesses must navigate associated challenges and
opportunities as the world transitions towards digital currencies.

.-
- s /‘ 5 @

This may involve adapting financial practices, developing new skills and
knowledge, and embracing emerging technologies and platforms. Financial

literacy and adaptability will be crucial. G 9605 Q ' a4
. Vs o
Strategies for a smooth transition may include diversifying financial portfolios, % g\;j&" <\

seeking professional advice, and staying informed about regulatory
developmentsand industry trends.

Conclusion

The intricate dynamics between fiat money and cryptocurrency are ever-
evolving. While fiat money has been the backbone of the global financial system
for decades, the rise of cryptocurrencies and digital alternatives presents
challenges and opportunities.

As we navigate this financial paradigm shift, it is evident that fiat money and
cryptocurrencies will need to coexist and potentially integrate.

Government banks, regulatory frameworks, and economic policies will be pivotal
in shaping this transition and ensuring the financial ecosystem’s stability and sustainability.

Initiatives like Web 2.5, aiming to build a network of trust for Web 3.0, could facilitate integration and foster mass adoption of new technologies.

The future of money is an exciting and dynamic space, and it will be fascinating to witness how fiat money and cryptocurrencies evolve and potentially
converge.

As the world becomes increasingly digital, navigating these changes with adaptability and foresight will be paramount.
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