COURSE CODE: BIT 323
COURSE TITLE: ELEMENTS OF E-MONEY AND E-BANKING TECHNOLOGY
COURSE UNIT: 2 UNITS

MODULE 1
Lesson 1: Definition of E-Money and Crypto/Virtual Currency
Introduction:

The world of finance is rapidly evolving with the advent of digital technologies. This lesson
introduces the concepts of electronic money (e-money) and crypto/virtual currencies, tracing
their evolution, exploring different types of digital currencies, and highlighting the importance

of digital payments.
Lesson Outcomes:
Upon completion of this lesson, students will be able to:

o Define e-money and trace its evolution.
o Differentiate between various types of digital currencies.

« Understand the significance and importance of digital payments in today's economy.
1. Meaning and Evolution of E-Money:

« Definition of E-Money:
o E-money, or electronic money, refers to monetary value stored electronically or
magnetically.
o ltrepresents a claim on the issuer and is used to make payments electronically.
o Itisdistinct from traditional physical cash and bank deposits.
e Evolution of E-Money:
o Early Stages (1980s-1990s): Introduction of electronic fund transfers (EFTS)
and stored-value cards.
o Internet Era (Late 1990s-2000s): Emergence of online payment systems like
PayPal, enabling online transactions.
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o Mobile Era (2000s-Present): Proliferation of mobile wallets and mobile
payment apps, facilitating contactless and mobile transactions.

o Digital Transformation Era (Present): Integration of blockchain,
cryptocurrencies, and central bank digital currencies (CBDCs).

o Key Drivers of E-Money Growth:

o Technological advancements in mobile devices and internet connectivity.

o Increasing demand for convenient and efficient payment methods.

o Growing e-commerce and digital economy.

o Financial inclusion initiatives.
2. Types of Digital Currencies:

o Central Bank Digital Currencies (CBDCs):
o Digital form of a country's national currency, issued and regulated by the central
bank.
o Examples: e-Naira (Nigeria), Digital Yuan (China).
o Purpose: Enhance financial inclusion, modernize payment systems, and
improve monetary policy implementation.
e Cryptocurrencies:
o Decentralized digital currencies that use cryptography for security.
o Operate on blockchain technology, enabling peer-to-peer transactions.
o Examples: Bitcoin, Ethereum, Litecoin.
o Characteristics: Volatility, limited supply (for some), and potential for

anonymity.
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Figure 1: Cryptocurrency (https://www.vectorstock.com/royalty-free-

vector/cryptocurrency-infographic-10-steps-concept-vector-27840819)

e Virtual Currencies:
o Digital currencies used within specific virtual environments or online platforms.
o Examples: In-game currencies, loyalty points, and platform-specific tokens.
o Often centralized and controlled by the platform provider.
« Stablecoins:
o Cryptocurrencies designed to maintain a stable value by pegging to a fiat
currency or other assets.
o Examples: Tether (USDT), USD Coin (USDC).
o Purpose: Reduce volatility and facilitate use in everyday transactions.
e Electronic Money (E-Money):
o Broad term encompassing digital representations of fiat currencies.
o Examples: Funds in e-wallets, prepaid cards, and online payment accounts.

o Regulated by financial authorities and typically backed by traditional assets.
3. Importance of Digital Payments:

« Convenience and Efficiency:

o Faster and more convenient transactions compared to cash.
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o 24]7 accessibility from anywhere with internet access.
« Financial Inclusion:
o Providing access to financial services for unbanked and underbanked
populations.
o Reducing reliance on cash and promoting a cashless economy.
e Reduced Transaction Costs:
o Lower processing fees compared to traditional banking services.
o Reduced costs associated with cash handling and management.
o Enhanced Security:
o Use of encryption and authentication methods to secure transactions.
o Reduced risk of theft and loss compared to cash.
e Transparency and Traceability:
o Digital records of transactions for auditing and tracking purposes.
o Reduced potential for corruption and illicit activities.
e Support for E-commerce and Digital Economy:
o Facilitating seamless online transactions and digital commerce.
o Enabling the growth of digital businesses and services.
e Global Accessibility:
o Enabling cross-border transactions and international payments.
o Facilitating remittances and international trade.

Summary:

E-money and crypto/virtual currencies are transforming the financial landscape, offering
convenience, efficiency, and accessibility. Understanding their definitions, evolution, and
different types is crucial for navigating the digital financial world. Digital payments play a

pivotal role in driving the growth of the digital economy and enhancing financial inclusion.
Evaluation Questions:
1. Define e-money and trace its evolution.

e Suggested Answer: E-money is monetary value stored electronically, representing a
claim on the issuer. Its evolution includes early EFTs, online payment systems, mobile

wallets, and the integration of advanced technologies like blockchain.
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2. What are the key differences between cryptocurrencies and CBDCs?

e Suggested Answer: Cryptocurrencies are decentralized and use blockchain for peer-
to-peer transactions, while CBDCs are centralized digital currencies issued and

regulated by central banks.
3. Explain the importance of digital payments in today's economy.

e Suggested Answer: Digital payments offer convenience, financial inclusion, reduced
costs, enhanced security, transparency, support for e-commerce, and global

accessibility.
4. Provide examples of different types of virtual currencies.

e Suggested Answer: Examples include in-game currencies, loyalty points, and

platform-specific tokens.
5. How do stablecoins differ from traditional cryptocurrencies?

e Suggested Answer: Stablecoins are designed to maintain a stable value by pegging to
a fiat currency or other assets, reducing the volatility associated with traditional

cryptocurrencies.
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