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Abstract

The availability of electronic money and electronic settlement systems
facilitates conducting online transactions. However, unless properly regulated, the
issuing of electronic money, particularly electronic cash, can have an adverse effect

on the money supply.

In particular, we found that issuing electronic cash is equivalent to taking
deposits in the sense that it will have a money-multiplying effect. We proposed that
the central bank should require money issuers to set aside reserves in the same way
that deposit-taking commercial banks are required to do. We also derived a formula to

calculate the appropriate level of cash reserves for that purpose.

We also found that electronic cash may also facilitate money laundering. The
potential danger depends on the characteristics of the cash issued. Regulation in this

area should strike a proper balance between costs and benefits of the regulation.



