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Executive Summary
On April 16, 2020, Facebook, Inc. and twenty-one business partners released a revamped
plan to launch their new digital currency, Libra, by the end of the year.1 Just nine months earlier,
Rep. Maxine Waters (D-CA), Chair of the House Financial Services Committee (HFSC), had
called for a moratorium on the project, citing concerns regarding surveillance, systemic risk, and
corporate power, among a host of other problems.2 Despite its public relations spin, Facebook
and its partners, collectively known as the Libra Association (Association), have failed to
sufficiently address these issues. Although the Geneva-based Association characterizes the Libra
project as a simple “public good”3 — a global payment system for use by everyone, everywhere,
anytime — an analysis of Libra’s design reveals dangerous possibilities.
The Libra project poses three overarching, interrelated threats: (1) mass surveillance of
Libra users and business partners, (2) hazardous arbitrage of the financial regulatory system, and
(3) the concerted encroachment of Facebook and its partners into the financial services sector,
which would violate the traditional separation between commerce and banking, and deepen
corporate economic and political dominance.
In order to grapple with these dangers, it is critical for policymakers to understand that
our information economy is run by platforms: entities like Facebook that generate and
intermediate market activity by generating and intermediating data.4 From the perspective of
users, platforms make certain services more accessible or convenient — but they also require
legally and technologically complex data collection.5 As part of this constant harvest, platforms
deploy additional services that expand the user base and yield more information, helping the
platforms continually accumulate profits and power.6
In a fashion familiar to financial regulators, dominant platforms like Facebook produce
“tranches” of data with corresponding predictive profiles, which they use to sell products to their
users.7 However, platforms also use these tranches for targeted advertising — essentially, to sell
access to their users to third parties. Like mortgagors whose claims are bundled into
mortgage-backed securities, surveilled users have no control over how our inputs are used for

See LI BRA ASS’N MEMBERS, WHITE PAPER V2.0 (2020), h ttps://libra.org/en-US/white-paper// (last visited June 22,
2020) [hereinafter, WHITE PAPER 2.0].
2
Letter from Rep. Waters, et al., to Facebook CEO Mark Zuckerberg, et al., (July 17, 2019),
https://financialservices.house.gov/uploadedfiles/07.02.2019_-_fb_ltr.pdf.
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WH
 ITE PAPER 2.0, supra note 1, at 22.
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See JU
 LIE E. COHEN, BE TWEEN TRUTH A
 ND POWER: THE LEGAL CONSTRUCTIONS O
 F INFORMATIONAL CAPITALISM 37-47
(2019) (outlining and discussing the historic transition from market-based to platform-based business activity).
5
Id.
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See, e.g., BANK F OR INT’L  SETTLEMENTS, BIS ANNUAL ECONOMIC REPORT 2019 62-64 (2019),
https://www.bis.org/publ/arpdf/ar2019e3.htm [hereinafter B
 IS REPORT]; WI LSON C. FREEMAN & JAY B. SYKES, CONG.
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downstream products.8 In one way or another, the platforms use our data to manufacture wealth
for themselves.9 Meanwhile, there is mounting evidence that commercial surveillance amplifies
organized hate, junk science, and virulent nationalism, creates novel and potent pathways for
discrimination, and generally facilitates unprecedented infringement of our rights to privacy,
freedom of expression, and freedom of association.10
The Libra project adheres to the general platform business model. Indeed, we might best
describe it as a network of platforms, including already-dominant data collectors like Facebook,
Uber, and Spotify, but also the new Libra structure itself. According to the Association’s new
White Paper (White Paper 2.0), it has created a subsidiary, Libra Networks, to manage the Libra
Blockchain (the shared ledger for Libra transactions) and the Libra Reserve (the basket of cash
and government securities backing the currency) on behalf of participants.11 Unlike other
blockchain-based systems, the Libra project would not enlist “miners” to unearth coins (as if
they were digital gold).12 Rather, Libra Networks would issue “stablecoins”13 to sophisticated
financial institutions, which would then sell these coins to digital currency exchanges, mobile
wallet providers, and other over-the-counter (OTC) dealers, which would then s ell coins to retail
users. As we will discuss throughout the report, this ecosystem contains several critical points of
control, which present opportunities for steady data extraction, as well as more explicit financial
extraction.
All in all, the Libra project design grants the Association a growing pool of Libra users,
while offering individual Association members and other participants opportunities to collect
payments data from Libra usage, which would illuminate myriad social links between users.14
Beneath the rhetoric of altruism, the Libra project essentially offers participating businesses
more comprehensive, profitable perspectives on o behavior.15 Indeed, White Paper 2.0 indicates
the recent reconfiguration is not intended to scale back the project, but to “augment” existing
Id. at 73.
Id. at 70-73.
10
Id. at 92, 239-250.
11
See WH
 ITE PAPER 2.0, supra note 1, at 5-7, 15, 24-25.
12
See, e.g., Sarah Jeong, The Bitcoin Protocol as Law, and the Politics of a Stateless Currency (May 8, 2013),
available at h ttps://papers.ssrn.com/sol3/papers.cfm?abstract_id=2294124 [https://perma.cc/3DU2-4QMW]
(discussing the libertarian, metallist politics behind bitcoin).
13
“The term stablecoin...has no legal or agreed definition itself. Stablecoins are marketed as having less price
volatility than other crypto-assets and, it is argued, are more appropriate for certain use cases.” IN
 T’L  ORG. O
 F
SECURITIES COMM’N
 S, GLOBAL STABLECOIN INITIATIVES 3 (2020),
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD650.pdf [hereinafter IOSCO REPORT].
14
CO
 HEN, supra n ote 4, at 69 (describing increasingly dense and complex interplatform affiliations); see also Jessica
Resnick-Ault, Facebook's WhatsApp brings digital payment to users in Brazil, RE UTERS (June 15, 2020),
https://www.reuters.com/article/us-whatsapp-brazil-payments-idUSKBN23M1MS (noting that Facebook is already
expanding WhatsApp payments to users in Brazil and India, without offering a new digital currency).
15
See, e.g.,  Bill Black: Facebook’s Libra Currency Monetizes Identity and Threatens Privacy, NA
 KED CAPITALISM
(July 8, 2019), https://www.nakedcapitalism.com/2019/07/Bill-black-facebooks-libra-currency-monetizes-identity
-and-threatens-privacy.html (characterizing the financial inclusion rhetoric as a feint; describing the Libra project as
a shadow bank bent on monetizing identity).
8
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plans and “support a wider range of domestic use cases” and thus, ultimately, more users
(emphasis added).16 In essence, Libra-based payments offer companies a new arena for data
collection, wherein it would be easier for them to exercise platform power and “platform
privilege” — easier to take over adjacent markets, engage in predatory pricing, self-deal, and
generally accrue more power.17 Analyses focused on the Libra project’s capacity to profit from
fees, interest, etc., that fail to integrate concerns about surveillance, are missing the big picture.
Knowledge of Facebook’s business history reinforces this perspective. For instance, the
company already operates a “Free Basics” program, where it offers users in developing countries
access to a handful of online weather, news, and education applications, free of monetary charge,
but subject to lightly regulated, constant monitoring of user activity.18 For years, critics have
argued that Facebook has consistently violated user privacy by extracting data as “monopoly
rent”, and moreover, fails to protect that data as required by existing law.19 Indeed, just six weeks
after the initial Libra announcement in June 2019, the Federal Trade Commission (FTC) fined
Facebook $5 billion for violating the security and thus privacy of 87 million users — the largest
fine ever imposed for a privacy violation.20
There is no reason to imagine a Facebook-led campaign into the financial technology
(fintech) sector would be more respectful of user privacy. Indeed, existing fintech enterprises
frequently tout a commitment to financial inclusion, only to turn users into “captive consumers.”
21
In general, surveillance makes it easier for marketers to target vulnerable users, especially
users of color, with extractive financial products.22 From the point of view of consumer
advocates, the Libra project’s promises of empowerment reek of “predatory inclusion” — a
WHITE PAPER 2.0, supra note 1, at 2.
For an analysis of “platform privilege”, see Competition in Digital Technology Markets: Examining
Self-Preferencing by Digital Platforms: Hearing Before the Subcomm. on Antitrust, Competition Policy and
Consumer Rights of the H. Comm. on the Judiciary, 116th Cong. 5 (2020) (Statement of Sally Hubbard, Dir. of
Enforcement Strategy, Open Markets Institute), available at
https://www.judiciary.senate.gov/imo/media/doc/Hubbard%20Testimony.pdf.
18
MONICA BONILLA E T A
 L., ADVO
 X, CAN FACEBOOK CONNECT T HE NEXT BILLION? 32 (2017),
https://advox.globalvoices.org/2017/07/27/can-facebook-connect-the-next-billion/.
19
Dina Srinivasan, The Antitrust Case Against Facebook: A Monopolist's Journey Towards Pervasive Surveillance
in Spite of Consumers' Preference for Privacy, 16 BERKELEY BUS. L.J. 39, 97-98 (2019). Demand Progress officially
supports the break-up of Facebook and other tech monopolies. See P
 ress Release, Demand Progress, Grassroots
Coalition Launches Campaign Calling on 2020 Presidential Candidates to Break Up Amazon, Facebook, Google
and Other Big Technology Monopolies ( Dec. 18, 2019), https://demandprogress.org/Grassroots-coalition-launches
-campaign-calling-2020-presidential-candidates-break-amazon-facebook-google-big-technology-monopolies/.
20
Tony Romm, U.S. government issues stunning rebuke, historic $5 billion fine against Facebook for repeated
privacy violations, WASH. POST (July 24, 2019), https://www.washingtonpost.com/technology/2019/07/24
/us-government-issues-stunning-rebuke-historic-billion-fine-against-facebook-repeated-privacy-violations/.
21
See, e.g., Nizan Geslevich Packin & Yafit Lev-Aretz, Big Data and Social Netbanks: Are You Ready to Replace
Your Bank?, 53 HOUS. L. REV. 1211, 1262-1274 (2016).
22
See, e.g., Mary Madden et al., Privacy, Poverty, and Big Data: A Matrix of Vulnerabilities for Poor Americans, 95
WASH. U.L. REV. 53, 77 (2017); AARON RIEKE E T A
 L., UPTURN, CIVIL RIGHTS, BIG DATA, A
 ND OUR ALGORITHMIC FUTURE
8-9 (2014),
https://bigdata.fairness.io/wp-content/uploads/2015/04/2015-04-20-Civil-Rights-Big-Data-and-Our-Algorithmic-Fut
ure-v1.2.pdf.
16
17
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process whereby financial institutions offer needed services to specific classes of users, but on
exploitative terms that limit or eliminate their long-term benefits.23
In fact, the Association has already abandoned many of its prior commitments to the
privacy of prospective users. Although the Association initially cloaked the Libra project in a
libertarian aesthetic by associating it with buzzwords like decentralization and pseudonymity,24 it
has now abandoned most of this rhetoric. Experts argue that at this stage, the project includes
technological components like blockchain, “for no reason except to say it’s on a blockchain.”25
That is to say, Libra marketers may still be talking about privacy, but the engineers are not
building the project to safeguard our civil liberties.
As for the Libra Coins themselves, Facebook and its partners have clearly fashioned them
to evade substantive regulation. White Paper 2.0 omits crucial details as to the use of the Libra
Coins and offers no indication as to how policymakers should meaningfully regulate their usage,
aside from subjecting wallet providers and exchanges to compliance with anti-money laundering
(AML), Combating the Financing of Terrorism (CFT), and sanctions laws.26 It is still unclear if
Association members would capitalize the project and if Libra growth would generate returns for
those members. It is also unclear if or how the Association would allocate interest accrued by the
Libra reserve fund (Reserve) to Association members.
Policymakers must demand immediate answers to core questions about the business
model. Although the Association claims Libra would merely make transferring funds as “easy
and cheap as sending a text message”,27 the project is clearly intended to become much more
than an alternative to Venmo. Indeed, regulators should treat Libra as an attempt to create

Louise Seamster & Raphaël Charron-Chénier, Predatory Inclusion and Education Debt: Rethinking the Racial
Wealth Gap, 4 SOC. CURRENTS 199, 199-200 (2017) (describing the targeting of mortgagors and students who borrow
to purchase homes or education as “predatory inclusion.”). See also Kristin Johnson et al., Artificial Intelligence,
Machine Learning, and Bias in Finance: Toward Responsible Innovation, 88 FORDHAM L. REV. 499, 505, 517–21
(2019) (arguing fintech firms may "hardwire predatory inclusion" into financial markets for the “next several
generations”); cf. I zabella Kaminska, A pound of flesh for your Libra inclusion, F.T. ALPHAVILLE (June 24, 2019),
https://ftalphaville.ft.com/2019/06/24/1561376706000/A-pound-of-flesh-for-your-Libra-inclusion-/.
24
LI BRA ASS’N
  MEMBERS, WHITE PAPER V
  1.0 1, 6 (2019) https://libra.org/en-US/white-paper//
[https://perma.cc/29QE-D77C]. [hereinafter, WH
 ITE PAPER 1.0].
25
David Gerard, Facebook’s Libra: national currency tokens, a new white paper — what this means, AT TACK O
 F T HE
50 F OOT B LOCKCHAIN (Apr. 16, 2020), https://davidgerard.co.uk/blockchain/2020/04/16/Facebooks-libranational-currency-tokens-a-new-white-paper-what-this-means/.
26
David Marcus, the CEO of Novi, Facebook’s new subsidiary, has insisted Libra Coins are mere “payment tools”
that do not require regulation by banking or investment protection authorities. Examining Facebook’s Proposed
Digital Currency and Data Privacy Considerations: Hearing Before the U.S. S. Comm. on Banking, Hous., and
Urban Affairs, 116th Cong. 2 (2019) (Statement of David Marcus, Head of Calibra, Facebook), available at
https://www.banking.senate.gov/imo/media/doc/Marcus%20Testimony%207-16-19.pdf.
27
Brett Molina, Would you trust Facebook with your money? What Libra cryptocurrency means for users, USA
TODAY (June 18, 2020),
https://www.usatoday.com/story/tech/news/2019/06/18/facebook-libra-what-cryptocurrency-means-users/14859720
01/.
23
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something tantamount to corporate money. After all, “money is what payment systems do.”29
Moreover, the Libra project architects have already betrayed an ambition to construct an entire
“vibrant financial services economy” beyond money transfers.30 Libra Coins are just the first step
in building a parallel financial system, beyond the meaningful reach of U.S. laws.31
Experts have variously contended that Libra Coins should be regulated as foreign
currency, investment contracts, mutual fund shares, commodities, derivatives, deposits, or some
mix of the above. Regardless of the instrument classification, financial history has shown that
corporate substitutes for the U.S. dollar tend to become bases of unstable systems that ultimately
demand a government bailout.32 Given this history, policymakers should assume Libra is
positioned to facilitate a familiar business: “shadow banking”— or the general mimicking of
banking activities beyond the reach of banking regulators, which continues to threaten the
financial system and the broader economy.33 Because Facebook’s active-user network alone
represents more than a third of the global population, its ambitions raise the spectre of systemic
risk not only in the United States, but across jurisdictional lines. Indeed, a global stablecoin
system like the Libra project could pose especially substantial risks to certain developing

See, e.g., Lael Brainard, Gov., Fed. Res., The Digitalization of Payments and Currency: Some Issues for
Consideration (Feb. 5, 2020), https://www.federalreserve.gov/newsevents/speech/brainard20200205a.htm
(describing how, due to its proposed scale, Libra “imparts urgency to the debate over what form money can take...”).
29
Joseph H. Sommer, Where Is A Bank Account?, 57 MD
 . L. REV. 1, 6 (1998).
30
Nick Statt, Facebook’s Calibra is a secret weapon for monetizing its new cryptocurrency, THE VERGE (June 18,
2019), https://www.theverge.com/2019/6/18/18682838/Facebook-digital-wallet-calibra-libra-cryptocurrency
-kevin-weil-david-marcus-interview. See also W
 HITE PAPER 2.0, supra note 1, at 7 (noting the goal of the Blockchain
is to serve as a foundation for financial services) (emphasis added).
31
Indeed, one executive of an Association member has boasted the Libra project would “create a mirror banking
system using your money.” David Gerard, Foreign Policy: Facebook’s New Currency Has Big Claims and Bad
Ideas, ATTACK O
 F T HE 50 F OOT B LOCKCHAIN (June 6, 2019), https://davidgerard.co.uk/blockchain/2019/06/24/
foreign-policy-facebooks-new-currency-has-big-claims-and-bad-ideas-by-me/.
32
Caitlin Reilly, Stablecoins would ultimately cost taxpayers, Vanderbilt law professor says, CQ ROLL CALL WASH.
SEC. ENF. & LITIG. BRIEFING (May 3, 2020), 2020 WL 2465361 (citing Prof. Morgan Ricks).
33
See generally P
 aul McCulley, Teton Reflections, GLOBAL CENT. BANK FOCUS 2 (Sept. 1, 2007),
http://www.sfindustry.org/images/uploads/pdfs/Paul%20McCulley%C20Teton%C20Reflections%202007.pdf
[https://perma.cc/E499-GGM8] (coining the term "shadow banking"). See also ZOLTAN POSZAR E T A
 L., FED. RES.
BANK O
 F N.Y., STAFF REPORT NO. 458: SHADOW BANKING (2010; revised 2012), available at
https://www.newyorkfed.org/medialibrary/media/research/staff_reports/sr458.pdf (characterizing shadow banks as
financial “intermediaries” that conduct maturity, credit, and liquidity transformation without explicit access to
central bank liquidity or public sector credit guarantees); but cf. Robert C. Hockett & Saule T. Omarova, The
Finance Franchise, 102 CO
 RNELL L. REV. 1143, 1175-1194 (2017) (arguing shadow banks are more powerful than
“intermediaries”, as they generate private credit that is publicly accommodated and monetized via the functional
integration of the regulated banking system and capital markets).
28
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economies, where Libra Coins could functionally replace the local currency.34 The stakes are too
high: regulators must demand more information immediately.
Mark Zuckerberg has previously asserted that Facebook is “more like a government than
35
a traditional company.” With this business perspective in mind, Libra appears to be squarely
geared for dominance beyond accountability.36 This hubris should especially worry financial
regulators. Historically, Congress has determined that commercial-financial conglomerates
encourage preferential and reckless financial practices. For instance, commercially-owned banks
have made unsound loans to business partners, denied services to competitors, and generally
engaged in imprudent activities to spur commercial user purchases.37 Combinations between data
collection and finance firms, specifically, “magnify the excessive levels of concentration, the
‘too big to fail’ subsidies, and the unhealthy political influence that our technology giants and
megabanks already enjoy and exploit.”38
Policymakers should not permit the establishment and expansion of the Libra project as
proposed, especially if it is unmoored from comprehensive regulation of each of its components.
Some experts have argued that regulators are poorly situated to discipline the Libra project.39 It is
true that Libra presents novel challenges, some of which are best addressed by legislation. At the
same time, this report argues that there are substantive steps regulators can take immediately,
drawing on a tradition of preventing undue concentrations of corporate (and thus political)
power. Above all, this tradition entails a coordinated approach, treating the project as more than
the sum of its parts.40
See, e.g., Examining Facebook’s Proposed Cryptocurrency and Its Impact on Consumers, Investors, and the
American Financial System: Hearing Before the H. Comm. on Fin. Services, 116th Cong. 11 (2019) (Statement of
Katharina Pistor, Edwin B. Parker Prof. of Comparative Law, Colum. L. Sch.), available at
https://financialservices.house.gov/uploadedfiles/hhrg-116-ba00-wstate-pistork-20190717.pdf; FIN. STABILITY
BOARD, ADDRESSING T HE R EGULATORY, S UPERVISORY A
 ND O
 VERSIGHT C HALLENGES R AISED B Y “GLOBAL S TABLECOIN”
ARRANGEMENTS: CONSULTATIVE DOCUMENT 6-7 (April 2020), https://www.fsb.org/wp-content/uploads/P140420-1.pdf
[hereinafter FSB DOC.].
35
Henry Farrell et al., Mark Zuckerberg runs a nation-state, and he’s the king, VOX (Apr. 10, 2018),
https://www.vox.com/the-big-idea/2018/4/9/17214752/zuckerberg-facebook-power-regulation-data-privacy-controlpolitical-theory-data-breach-king.
36
For further discussion of Big Tech governmentality, see, e.g., Frank Pasquale, From Territorial to Functional
Sovereignty: The Case of Amazon, LAW A
 ND POLITICAL ECONOMY BLOG (Dec. 6, 2017),
https://lpeblog.org/2017/12/06/from-territorial-to-functional-sovereignty-the-case-of-amazon/.
37
Arthur E. Wilmarth, Jr., Wal-Mart and the Separation of Banking and Commerce, 39 CONN L. REV. 1539,
1598-1606 (2007).
38
Comment from Arthur E. Wilmarth, Jr., Prof. of Law, Geo. Wash. Univ. L. Sch., to FDIC, (Aug. 20, 2018),
https://www.fdic.gov/regulations/laws/federal/2020/2020-parent-companies-of-industrial-banks-3064-af31-c-002.pd
f.
39
See, e.g., Philip Rosenstein, Facebook’s Libra Raising Unique Questions for Lawmakers, LAW360 (July 22, 2019),
https://www.law360.com/articles/1180635/facebook-s-libra-raising-unique-questions-for-lawmakers; see also
Saule T. Omarova, Dealing with Disruption: Emerging Approaches to Fintech Regulation, 61 WASH. U. J.L. &
POL'Y
  25, 33–34 (2020) (describing the difficulty of identifying, measuring, and targeting the specific facets of
fintech products' operation and design via familiar regulatory tools and methods).
40
See, e.g., Saule Omarova & Graham Steele, There’s a Lot We Still Don’t Know About Libra, N.Y. TIMES (Nov. 4,
2019), https://www.nytimes.com/2019/11/04/opinion/facebook-libra-cryptocurrency.html.
34
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Moreover, it would call on technology and finance experts to work hand-in-hand,
upgrading some common premises.41 For instance, regulators should acknowledge the
Association would exercise platform power that would exceed some regulators' typical
understanding of market power, expanding the ways in which the Association (or Facebook)
could engage in unfair competition. Regulators should also note Libra Coins and Libra smart
contracts42 incorporate malleable technical properties, rendering regulation according to
instrument classification more difficult than usual. Finally, because the goal of the Libra project
is to constantly harvest more data, Association members and other participants could regularly
launch new applications and activities that starkly differ from their previous lines of business.
All of these insights should urge bright-line, precautionary regulation, rather than small, surgical
tweaks.43 Policymakers should adopt this perspective from the outset.
This report makes several specific recommendations. Following a more detailed
discussion of the Libra project’s design and attendant dynamics, we propose that the Internal
Revenue Source (IRS) treat Libra transactions as it currently treats other virtual currency
transactions. To the extent users would use Libra Coins as investment assets, the IRS should
clarify that users would be required to track every purchase and sale of Libra to report capital
gains and losses. Although Facebook’s new subsidiary, Novi Financial,44 and other mobile wallet
providers might offer automatic reporting tools, IRS scrutiny is appropriate for an endeavor of
this magnitude.
Next, the report discusses the Association’s plans for compliance with international
AML, CFT, and sanctions laws. We argue that the Treasury’s Financial Crimes Enforcement
Network (FinCEN), its partner agencies, and privacy advocates should all oppose the
Association’s plans to expand the Libra system to jurisdictions with minimal AML regimes and
government identity systems.
The report then turns to the FTC’s power to regulate Libra’s surveillance-based business
model. The United States desperately needs a federal privacy law prohibiting the sort of data
collection Libra participants already conduct as part of their routine business operations.45 Until
CO
 HEN, supra note 4, at 174 (discussing the need to shift premises must shift to properly regulate the information
economy).
42
Some experts have characterized a “smart contract” as a “misnomer from a legal perspective”, as it cannot encode
certain elements of a legal contract, such as “reasonable” or “in good faith.” Mike Orcutt, States that are passing
laws to govern “smart contracts” have no idea what they’re doing, MIT TECH. REV. (Mar. 29, 2018),
https://www.technologyreview.com/s/610718/states-that-are-passing-laws-to-govern-smart-contracts-have-no-ideawhat-theyre-doing/.
43
CO
 HEN, supra note 4, at 174, 182-187 (underscoring the importance of understanding the type of aforementioned
activities in order to meet systemic threats); Omarova, supra note 39, at 27, 34-36 (discussing the problem with
“smart” regulation: regulation that is “iterative, flexible, carefully tailored, risk-sensitive, and innovation-friendly.”).
44
Facebook recently changed the name of its subsidiary from "Calibra" to "Novi." Jon Porter, Facebook renames
Calibra digital wallet to Novi, THE VERGE (May 26, 2020), https://www.theverge.com/2020/5/26/21270437
/facebook-calibra-novi-rename-digital-wallet.
45
Although the California Consumer Privacy Act is functionally the first broad privacy law in the U.S., it has many
weaknesses, including the fact that it does not substantially minimize data collection. See, e.g., Woodrow Hartzog &
41
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then, the FTC should invoke underused antitrust authorities, most notably its capacity to
adjudicate or promulgate rules preventing unfair methods of competition, to confront unfair
surveillance. We argue the FTC should signal that some of Libra’s likely business methods —
including surveillance-based product tying, predatory pricing, and collusive behavior — are
presumptively illegal.
Subsequently, the report discusses the power of various financial regulators to impose
compliance burdens on the Association and Libra participants. Unfortunately, we lack sufficient
details about the project to make a conclusive recommendation as to which agency should serve
as the primary regulator. As discussed, we do not know how the Association would capitalize the
project or reward initial investors, including members. The answers to these questions should
inform a decision as to whether Libra Coins should be treated as investment assets in addition to
payment tools. Under no circumstances should financial regulators allow the Libra project to
conduct business absent clarity on these points. U.S. regulators must subject Libra Networks to
prudential regulation under the purview of federal securities regulation, derivatives regulation,
banking regulation, or some combination therein.46 In any scenario, Congress has delegated
enough authority to financial regulatory agencies that they can require a substantial overhaul of
business as usual when faced with a corporate power grab like this.47
First, the report contemplates Libra Coins as securities. The Securities and Exchange
Commission (SEC) could successfully argue that Libra Coins might function as investment
assets. In doing so, it could change the fundamental character of the Libra user interface,
potentially triggering capital gains taxation, requiring an initial coin offering (ICO), and
imposing substantial supervisory requirements on intermediaries. Most importantly, the SEC
could regulate Libra Networks, the Association’s subsidiary directly responsible for managing
the Libra Blockchain (Blockchain) and the Reserve,48 as a securities clearing agency or as an
investment fund, forcing it to comply with substantive restrictions on its operations and limit
Libra Coin trading to national securities exchanges.
Additionally, the Commodity Future Trading Commission (CFTC) could classify Libra
Coins as commodities in order to regulate Libra-based secondary markets. Under a more creative
approach, the CFTC could determine some Libra transactions are novel derivatives transactions,
allowing the CFTC and SEC to jointly regulate the Libra ecosystem more forcefully,
constraining transactions to specific types of regulated facilities, as in the securities regulation

Neil Richards, Privacy's Constitutional Moment and the Limits of Data Protection, 61 B.C. L. REV. 1, 1687,
1711–12 (2020).
46
See Letter from Ams. for Fin. Reform to HFSC (July 17, 2019), https://ourfinancialsecurity.org/wp-content
/uploads/2019/07/AFR-Education-Fund-Statement-for-the-Record-Libra-Hearing-7-17-HFSC.pdf (arguing that
exempting the Libra project from U.S. regulations because of its Swiss incorporation would be equivalent to
exempting Credit Suisse from U.S. regulations) [hereinafter AFR LIBRA LETTER].
47
See, e.g., G
 raham Steele, Overhaul the Business of Wall Street, THE AM. PROSPECT (Sept. 23, 2019),
https://prospect.org/day-one-agenda/overhaul-the-business-of-wall-street/.
48
WH
 ITE PAPER 2.0, supra note 1, at 5.
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scenario. The Commissions could also treat Libra Networks as a derivatives clearing
organization (DCO), directly imposing prudential requirements.
Next, the report addresses banking regulation. Allowing Big Tech companies to engage
in shadow banking activity jeopardizes financial stability and also threatens the aforementioned
separation of banking and commerce.49 Unfortunately, U.S banking law offers no direct path for
classifying nonbank companies as banks per se. Given this gap in the law, the report details how
the Financial Stability Oversight Council (FSOC) could designate Libra Networks as a
Systemically Important Financial Market Utility (SIFMU), by virtue of its responsibility for
operating, monitoring, and managing the Blockchain and the Reserve.50 In doing so, FSOC could
subject Libra Networks to regulation by the Federal Reserve System, as well as the SEC or
CFTC. FSOC could take this approach regardless of whether other financial regulators
considered Libra Coins to be securities, commodities, derivatives, deposits, or any other type of
instrument. By designating Libra Networks as a SIFMU, FSOC would be adopting
recommendations made by international regulatory organizations.
The report concludes by offering notes on the potential of other Big Tech companies to
take over various pieces of the financial sector. We then suggest a set of bright-line, federal,
legislative fixes, corresponding to the three overarching threats: a comprehensive privacy law to
constrain corporate data collection, a banking law to prohibit shadow banking by dominant
platforms, and a fair competition law barring Big Tech, surveillance-oriented companies from
engaging in financial services in general. Most importantly, however, the conclusion calls on
Congress, the Federal Reserve System, and the U.S. Treasury to create public options for basic
financial services with mobile access.
Overall, this report aims to lay the most powerful tools available to regulators on the
table, based on current information available to the public. The political economy surrounding
the Libra project will certainly evolve. The efficacy of regulation is inseparable from the
mobilization of public disapproval. As of the publication of this report, Facebook and similar
companies are attempting a reputational reset in the context of the COVID-19 pandemic.51
Moreover, the Libra project could launch on either side of the 2020 U.S. elections, meaning that
different regulators with different philosophies could exercise authority in the future.52 In many

For relevant background, see, e.g., L. Randall Wray, Global Financial Crisis: Causes, Bail-Out, Future Draft, 80
UMKC L. REV. 1101, 1107 (2012) (describing how the shift of economic power to shadow banks triggered the
operation of “Gresham’s Law”, whereby safer and stabler financial firms were driven out of business).
50
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51
See, e.g.,  S
 alvador Rodriguez, Facebook has moved fast during coronavirus outbreak, and it could restore the
company’s reputation, CNBC (Mar. 23, 2020),
https://www.cnbc.com/2020/03/20/facebook-coronavirus-moves-could-help-restore-its-reputation.html.
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ways, “personnel is policy.”53 Taking all of these facts into account, this report is addressed to
policymakers interested in a robust response to the Libra Association and its aspirational
competitors, who are already waiting in the wings.

Background
Libra as a Surveillance System
With knowledge of the business models of Facebook and other Association members, we
can confidently anticipate Libra project participants are banking on surveillance. Scale is
everything and Facebook’s user base alone grants the project the power to grow at a uniquely
rapid clip. Around two-thirds of people in the United States use Facebook, three-quarters of us
on a daily basis.54 Overall, Facebook accounts for 77% of mobile social networking traffic in the
country.55 Many people consider a Facebook account a requirement for a job and other social
necessities.56 Having dominated social media and digital advertising, payments is the next
frontier for Facebook, in particular. Through Libra and Novi, Facebook could easily take
advantage of integrated, intimate information to better sell existing products like targeted
advertising.57 It could also build on existing services (like consumer reporting) to offer enhanced
services (like credit scoring) or entirely new products.58
Policymakers should acknowledge Facebook’s power over the Libra project. Over the
past several months, the company has taken great pains to optically distance itself from the
Association. Indeed, White Paper 2.0 characterizes Facebook’s role within the project as equal to
that of its peers.59 But this denies the reality of the conglomerate’s platform power and its clear

Jeff Hauser & David Segal, Personnel is Policy, DEMOCRACY JOURNAL (Feb. 6, 2020),
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54
Letter from Open Markets Institute to FTC (Oct. 31, 2017), https://openmarketsinstitute.org/testimony_letter/
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Id.
56
Comment from Freedom from Facebook to FTC (Aug. 20, 2018),
https://www.ftc.gov/system/files/documents/public_comments/2018/08/ftc-2018-0051-d-0008-147767.pdf.
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See, e.g., Nikhilesh De, Libra Payments Can Boost Facebook’s Ads Business, Zuckerberg Says, COINDE SK (May
28, 2020), https://www.coindesk.com/libra-payments-can-boost-facebooks-ads-business-zuckerberg-says.
58
BIS REPORT, supra note 6, at 62-65 (discussing incentives for Big Tech in financial services). See also A
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Taylor & Jason Sadowski, How Companies Turn Your Facebook Activity Into a Credit Score, THE NATION (May 27,
2015), https://www.thenation.com/article/archive/how-companies-turn-your-facebook-activity-credit-score/ (arguing
Facebook and other Big Data companies already generate unregulated consumer reports despite protestations
otherwise); Tamara K. Nopper, Digital Character in the "Scored Society": FICO, Social Networks, and the
Competing Measurements of Creditworthiness, in C
 A PTIVATING TECHNOLOGY: RACE, CARCERAL TECHNOSCIENCE, A ND
LIBERATORY IMAGINATION I N EVERYDAY LIFE 170, 170-188 (Ruha Benjamin ed., 2019) (illuminating how scoring by
fintech lenders construct 'digital character' in a manner than can be opaque and discriminatory).
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role in steering Libra thus far.60 Moreover, Novi — which participates in the Association on
Facebook’s behalf, shielding its parent company from liability61 — is likely to dominate the
collective. The Association is governed by the Libra Association Council (Council), composed
of one representative per Association member.62 Each representative is entitled to one vote and
two-thirds of Council members must agree to most significant decisions.63 That being said,
previous iterations of the Association’s governing documents have indicated members could
delegate their votes, suggesting Facebook could pressure other members to surrender their
decision-making power to Novi.64 White Paper 2.0 is silent on this matter.
In any case, most Council members are connected to Facebook in direct or semi-direct
ways, sharing investors or board members, or employing former Facebook executives.65 The
Association could also always include more members with more ties to Facebook over time,
granting Novi further sway over the Council. We could easily imagine Facebook pushing Libra
Coins and Association membership on developers, advertisers, and content producers, who
already depend on Facebook as a platform. In any scenario, Facebook stands to profit by
exercising disproportionate control over Libra infrastructure while simultaneously competing to
collect data from within that infrastructure.66
Despite protestations otherwise, the technological design of the Blockchain does not
mitigate against concerns of centralized surveillance. Purportedly, the Blockchain would bolster
privacy and security for users. Yet critics from the blockchain community have accused
Facebook of engaging in “security theater” — touting user protections while actively cementing
control over data collection.67 Like most distributed ledger technology, the Blockchain is not
decentralized in the sense that certain actors cannot exercise concentrated power over others.68 In
60

The Blockchain software was initially built by a group of Facebook engineers. Steven Levy & Gregory Barber,
The Ambitious Plan Behind Facebook’s Cryptocurrency, Libra, WIRED (June 18, 2019),
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65
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contrast to some "permissionless" distributed ledger systems, Libra Networks actively manages
the Blockchain.69 Moreover, as a general matter, node validators in a distributed ledger system
can still collaborate to change it.70 Specifically, White Paper 2.0 indicates that Libra node
validators — who would definitionally be Association members — could work together to
reconfigure the Blockchain.71 Most importantly, Association members could take advantage of
contextual “off-chain” data, or otherwise collude with third parties to determine the true
identities of transacting parties and better monitor their behavior.72
These scenarios should greatly trouble policymakers. At times, U.S. consumers have
been more insistent on the need to curb commercial data collection than government data
collection.73 Perhaps anticipating resistance, the Association has very carefully claimed that the
only data the group would be able to access on the Blockchain is the “same data that would be
visible to anyone (i.e., public wallet addresses, the time stamp of the transaction, the amount of
Libra Coins transferred, and certain compliance certifications).”74 But this is only true in a
narrow sense. Individual Libra Virtual Asset Service Providers (VASPs) — currency exchanges,
OTC dealers, and mobile wallet providers like Novi — would collect government identification
in order to legally provide accounts and thus be able to re-identify users on the Blockchain. And
the Association explicitly states that it plans to collect information from VASPs to comply with
AML, CFT, and sanctions laws.75 Indeed, the Association is now establishing a Financial
Intelligence Function (FIU-function) to monitor the Libra network for suspicious activity and
“work with both government authorities and service providers to seek to detect and deter
inappropriate use of the platform.”76 This means constant user surveillance, in one form or
another.
Moreover, the Association now claims it would restrict access to the Libra system to
VASPs registered in jurisdictions that are members of the Financial Action Task Force on
See WHITE PAPER 2.0, supra note 1, at 5, 15, 24-25.
See, e.g., Angela Walch, The Path of the Blockchain Lexicon (and the Law), 36 REV. BANKING & FIN. L. 713,
735–45 (2017) (discussing various ways in which prominent blockchains have been mutated).
71
WH
 ITE PAPER 2.0, supra note 1, at 8 (“Libra Networks will define policies and procedures for reconfiguring the
Libra Blockchain in the case of critical errors or the need for upgrades.”).
72 
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State in the Information Age, 17 TH
 EORETICAL INQUIRIES L. 369, 394 (2016) (describing how reidentification creates
large unsecured data reservoirs).
73
See, e.g., Justin Brookman, Protecting Privacy in an Era of Weakening Regulation, 9 HARV. L. & POL'Y
  REV. 355,
356 (2015).
74
See LI BRA ASS’N
  MEMBERS, COMMITMENT T O COMPLIANCE A
 ND CONSUMER PROTECTION (April 2020),
https://libra.org/en-US/compliance-consumer-protection/#overview [hereinafter, LI BRA COMPLIANCE COMMITMENT].
75
See WH
 ITE PAPER 2.0, supra note 1, at 15-21.
76
Id. a t 21.
69
70

12

Money Laundering (FATF), an intragovernmental AML organization.77 Yet the Association still
intends to extend licenses to wallet providers in additional jurisdictions, subject to transaction
and address balance limits, as well as additional monitoring, including the provision of off-chain
data. Overall, this means that if Libra were to expand into some developing economies, it would
likely be on terms unacceptable to privacy advocates,78 for instance, by offering wallets to users
in exchange for biometric data harvesting.79
Libra wallet providers, of course, would conduct their own surveillance, beyond what the
Association or AML authorities require, recording “some transactions internally on their own
books...” and potentially sharing that data.80 For instance, the Novi customer commitment
indicates Novi may share user data with third parties to prevent fraud, comply with law
enforcement, and process transactions.81 More importantly, though, Novi would share account
information and financial data with Facebook and other parties given “customer consent” —  but
privacy advocates are arguing that this concept has been manipulated by marketing technology.82
Historically, Facebook has tended to find a way to sell access to its users to other companies no
matter the barrier.83 Indeed, Facebook has previously made vows to regulators regarding data
firewalls between subsidiaries and quickly broken those promises.84 Other wallet providers could
adopt a similarly cavalier attitude toward data integration, especially if Libra users were deemed
unentitled to the few privacy protections afforded to the customers of traditional depository
institutions.85
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Finally, it would be unwise to separate the spectre of increased corporate surveillance
from government surveillance,86 which also disproportionately impacts vulnerable communities.
87
Historically, Big Tech has been quick to share data with the National Security Agency (NSA)
and other law enforcement agencies.88 Indeed, dominant platforms have a long history of spying
on users at the behest of the government, for compensation, whether compelled to do so by the
Foreign Intelligence Surveillance Act (FISA) or not. For instance, even while Facebook denied
knowledge of the endeavor, the NSA obtained direct access to Facebook server data (including
search history, message content, and live video chats) through its notorious PRISM program
89
(now known as the Upstream program). There is also little evidence of hostile relations between
Facebook and the NSA as a result of these activities. Indeed, Facebook recently hired a
90
co-architect of the PATRIOT Act as its General Counsel. The Association itself has also hired
two former Treasury officials appointed by President George W. Bush to serve as General
Counsel and CEO.91
For nearly two decades, the government has increasingly worked with tech companies to
facilitate mass surveillance, with the FBI and NSA exploiting corporations’ growing troves of
records and the diminished privacy protections that attach to such data. Today, Congress is
debating the contours of these relationships under the PATRIOT Act, which undermined the
privacy protections within FISA. Specifically, Congress is discussing whether the government
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may lawfully conduct dragnet surveillance of internet browsing and search activity, as facilitated
by the businesses that route that activity.92 Meanwhile, the NSA’s Upstream program still
requires companies to turn over any data that match certain identifiers, including the content of
communications. The FBI and NSA have consistently engaged in surveillance that courts have
later determined to be unauthorized.93 Moreover, it often requires the threat of criminal sanctions
for the government to remedy violations.94 In essence, this means the U.S. government is likely
to push for a “backdoor” into the Libra project.95 Indeed, Attorney General William Barr, an
experienced opponent of encryption, has recently renewed demands that Facebook provide
general backdoor access to U.S. law enforcement.96 Moreover, as the U.S. government regularly
gains access to sensitive personal data under the cover of compliance with AML requirements,
97
privacy advocates should pay close attention.
Experts argue the U.S. data protection and federal privacy framework is fundamentally
98
broken, and will face imminent revision. Consequently, it is possible that the business models
and objectives of Libra partners might evolve considerably in the near future. All this being said,
regulators, especially the FTC, must prevent Libra from becoming another mass surveillance
program, to which only the Association, members like Facebook, and the Department of Justice
(DOJ) would hold the key. Before the National Banking Act, railway and canal companies used
their platform power to issue their own currencies, which some states even accepted in payment
of taxes, granting them durability as parallel payment tools in a parallel system.99 But modern
financial technology renders corporate currency even more dangerous.
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Libra as a Shadow Banking System
Facebook’s power over the Association is critical, as the Association not only monitors
user activity, but manages the payment system and its broader infrastructure. As indicated
previously, the Association’s subsidiary, Libra Networks would issue Coins to sophisticated,
well-capitalized financial institutions. These institutions, called Designated Dealers (DDs),
would then sell Libra Coins to the aforementioned VASPs,100 which would exchange Coins with
the wider world.
Theoretically, Libra Networks would only issue Libra Coins in direct response to DD
demand. That is to say, for Libra Networks to mint a coin for a retail user, that user would have
to swap fiat currency for Libra Coins with a DD, through a VASP, at a given exchange rate.
Inversely, in order for Libra Networks to burn a coin for a retail user, that user would have to
swap Libra Coins for fiat currency with a DD, through a VASP, at a given exchange rate. The
funds exchanged for Libra Coins would become the core of the Reserve, which Libra Networks
would manage as a distributed network of securities and money market accounts, denominated in
the same currencies that DDs swap for Libra.101
From this perspective, the Libra project seems to mimic the structure of an
Exchange-Traded Fund (ETF), wherein authorized participants served roles akin to that of the
DDs.102 Alternatively, Libra Networks looks like a mock central bank with the DDs acting as
primary dealers — making markets for certain Libra use-cases, and generally serving as
gatekeepers, price administrators and troubleshooters.103 In any case, the design is intended to
ensure Libra Coins are always “backed” by the non-Libra funds used to purchase the coins. This
would ostensibly grant the stablecoins their stable value.
Of course, the devil is in the details. The Libra project now includes two different types
of Libra Coins. Specifically, White Paper 2.0 adds “single-currency stablecoins”, which would
initially be tethered to especially stable currencies (e.g., LibraUSD or ≋USD).104 Presumably,
these stablecoins would trade near a 1:1 ratio with local currencies (subject to mark-ups, fees,
The Association aspires to include additional categories of direct providers. See infra pp. 22-25; W
 HITE PAPER 2.0,
supra note 1, at 18-21.
101
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and other costs imposed by Libra Networks, DDs, and VASPs).105 Yet the project would still
include a “multi-currency stablecoin” (≋LBR) intended for worldwide usage, but especially for
retail usage in countries that would lack a single-currency Libra Coin corresponding to their local
currency.106
In contrast to previous iterations of this synthetic coin, the Association now insists that
≋LBR would not be a “separate digital asset” from the single-currency stablecoins.107 Rather,
≋LBR would be implemented as a “smart contract” that “aggregates single-currency stablecoins
using fixed nominal weights (e.g., ≋USD 0.50, ≋EUR 0.18, ≋GBP 0.11, etc.).”108 Concretely
speaking, retail users could swap their local fiat currency for ≋LBR at something more akin to a
true exchange rate (subject to administration by DDs and VASPs) as retail users would have no
contractual relationship with Libra Networks or the Association.109 As the value of the
single-currency stablecoins and their underlying currencies would fluctuate, so would the value
of one ≋LBR in any local currency.
These values would also respond to forces exogenous to the Libra ecosystem. But the
relative stability of the value of Libra Coins still hinges on the material business practices of
Libra Networks, DDs, and VASPs. For instance, DDs would have the contractual right to sell
Libra Coins to Libra Networks at a price equal to the underlying fiat value,110 and they would be
expected to keep market prices for Libra Coins near that of the underlying fiat currency.
However, regulators should expect DDs to capitalize on a bid-ask spread where possible,
especially with respect to ≋LBR. In similar arrangements, spreads are meant to cover the cost to
the dealer of having the reserve fund liquidate assets to redeem coins. Yet as of now, there does
not appear to be any concrete barrier prohibiting DDs from modulating the price of Libra Coins
for users across multiple jurisdictions as they see fit.
Overall, this arrangement creates some familiar regulatory conundrums. First, Novi and
other wallets would not simply transfer funds, but store f unds, potentially in long-term custody,
without deposit insurance. Experts have referred to this sort of set-up as a “shadow payment
system.”111 In the event of crisis, Libra wallet balances could become dangerously insecure. This
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creates a larger shadow banking problem: without sufficient regulation, Libra Networks might be
unable to accommodate short-term liability claims. Although the White Paper 2.0 suggests that
consumer protections are in place for Libra Coin holders,112 it does not actually specify any such
safeguards. Instead, the Association has added a “loss-absorbing capital buffer” to the Reserve
model, without delineating any sort of framework for it.113 Although the Reserve would
ostensibly grow and accrue interest over time, it is unclear how this initial capital buffer would
be constructed (although some have suggested that Facebook would front its own money for the
Reserve).114
This is a dangerous design. Runs could ensue from various parts of the ecosystem,
especially the Reserve, which would be exposed to general turbulence in foreign exchange
markets, sovereign debt markets, and money markets.115 An operational failure, such as a hack on
the Novi wallet or a breach of a data firewall between Facebook and Novi, could also prompt
massive redemption requests.116 White Paper 2.0 indicates that in the context of stress, the
Association would attempt to liquidate securities as quickly as possible, but eventually consider
delaying, suspending, or imposing fees on redemptions.117 Like most financial systems, Libra is
designed to be legally elastic at the apex and legally rigid at the peripheries.118 In the event of a
full-blown crisis, the ecosystem would likely shift losses to DDs, which would shift them to
VASPs, which would shift them retail users, who would have little recourse. The G20 Financial
Stability Board (FSB) has highlighted that this nakedly hierarchical arrangement is likely to
undermine confidence in the entire payment system.119
The Libra project could expand quickly and pose threats to financial stability almost
immediately. ≋LBR, especially, could become important quickly by subverting weaker
currencies in countries where it becomes available.120 Although the Association contends that the
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risk of undermining monetary sovereignty is unlikely, it expects VASPs to manage compliance
with foreign exchange limitations and capital controls rather than directing that process itself.121
Libra Coins could also present monetary policy problems in jurisdictions with strong
currencies. Investors in the U.S. and elsewhere are facing a global shortage of safe assets for
investors; money managers who want relative safety, but some return, could flock to ≋LBR.122
By changing the composition of ≋LBR, the Council would essentially be conducting monetary
policy. The price of ≋LBR could also become a benchmark for investment and insurance
products in secondary markets, potentially leading to abuse and manipulation of existing
financial systems.123 Finally, the Association aspires to actively integrate central bank digital
currencies (CBDCs) into the ecosystem, potentially increasing its interconnectedness with major
financial systems and exposing them to operational Libra risk.124 In the context of crisis, the “tail
could wag the dog” — there are myriad ways Libra could become “too big to fail.”
As of now, the Libra Association has indicated that it will apply to the Swiss Financial
Market Supervisory Authority (FINMA) for a payments license and that body will serve as the
primary regulator.125 Although the Association claims to welcome the input of other regulatory
bodies, White Paper 2.0 says little to nothing about how the Libra project should be regulated in
the United States.126 This is unacceptable, especially from a safety and soundness perspective. As
discussed, commercial firms that also engage in financial services tend to use such enterprises to
fund other risky business activities, heightening the moral hazard of bailout.127 If the Libra
project were to launch and successfully reach the billions of users of Facebook, WhatsApp,
Instagram, Spotify, Uber, Coinbase, and the other Association members, it would be difficult for
financial regulators to play catch-up.
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Taxation
As White Paper 2.0 does not mention taxation, it is unclear how the Association and
Libra Networks plan to pay taxes in each jurisdiction where they conduct business. This is an
impressive omission, as the “not-for-profit” Association may yet yield dividends or other
monetary “incentives” for its members.128 Furthermore, it is unclear how each wallet provider
would pay tax on profits derived from cross-border Libra transactions, especially between
countries with minimal reporting infrastructure.
In this section, however, we are more concerned with reporting requirements that could
apply to retail Libra users and thereby alter the general character of the project. For their own
part, Facebook and Association executives have stipulated Libra usage would incur sales
taxation. We can expect that each time retail users would purchase a good or service with Libra
Coins, whether through a personal computer or by using a mobile QR Code, sales taxes would
apply in the same manner as when one pays for goods and services with a credit card.129
The application of other taxes is less clear. On the surface, both types of Libra Coins fit
the IRS definition of “virtual currency”: a “medium of exchange that operates like a currency in
some environments, but lacks all the attributes of real currency”, most notably legal tender status
in any jurisdiction.130 As far as income taxation goes, the IRS should treat Libra Coins as it treats
other virtual currencies, requiring taxpayers receiving payment for services in Libra to report the
dollar value of Libra Coins at the date of receipt.
Capital gains taxation is trickier. As of now, it is unclear to what extent taxpayers would
use Libra Coins as investment assets: a question that problematizes regulation of the Libra
project, generally. If taxpayers were to stockpile Libra Coins in anticipation of a short sale or as
a hedge on foreign exchange risk, rather than for consumptive use, capital gains taxes should
apply. Given its applications for investors, it is especially likely taxpayers might hold onto ≋LBR
and use it in this way. On the other hand, businesses that would hold Libra Coins merely by
virtue of retail exchange should be able to classify their Coins as inventory and thus avoid capital
gains taxes.131 But in any context where the Coins are used as investment assets, the IRS should
require retail users to determine and report the fair market value of their Libra Coins (in U.S.
dollars) as of the date of both the purchase and sale.132
WHITE PAPER 2.0, supra note 1, at 24, 25.
John Constine, Facebook answers how Libra taxes & anti-fraud will work, TECHCRUNCH (July 12, 2019),
https://techcrunch.com/2019/07/12/facebook-libra-taxes-trump/.
130
See I.R.S. Notice 2014-21 (Mar. 25, 2014), available at https://www.irs.gov/pub/irs-drop/n-14-21.pdf.
131
That being said, the IRS currently keeps a long list of types of property not considered to be capital assets: Libra
does not fall squarely into any of the relevant categories. See I RS, Publication 544: Sales and Other Dispositions of
Assets (Dep’t of the Treas., Feb. 3, 2015), available at https://www.irs.gov/publications/p544.
132
See JA
 MES T. FOUST, COIN CENTER, A DUTY T O ANSWER: SIX BASIC QUESTIONS A
 ND RECOMMENDATIONS F OR T HE IRS
ON CRYPTO TAXES (Apr. 2019), https://coincenter.org/files/crypto-tax.pdf (describing ways in which the IRS might
tax cryptocurrency and calling on the IRS to clarify how users should calculate “fair market value.”).
128
129

20

In order to avoid this general scenario, Libra executives have asked the IRS to apply a de
minimis e lection to personal Libra transactions, creating a $200 threshold for reporting
requirements.133 This would essentially shield Libra transactions with protections currently
reserved for foreign currency transactions, even though the IRS, FinCEN, and the CFTC, have
all refused to classify digital currencies as foreign currency. Moreover, it is unclear how granting
such status to Libra Coins f would serve broader public policy goals. Indeed, it could foster a
general perception that Libra Coins are equivalent to fiat currencies.
As of yet, the IRS has refrained from imposing a general requirement that digital
currency businesses send a Form 1099 or similar forms to all their users. However, in late 2016,
the DOJ compelled Coinbase — an Association member that would almost certainly serve as a
Libra wallet provider — to produce documentation identifying all U.S. taxpayers who used its
services between 2013 and 2015.134 Some experts have analogized this campaign to the
clampdown on offshore bank and brokerage accounts.135 If Libra Coins are used for broad-scale
tax evasion, the IRS should apply similar scrutiny.136
It is difficult to overestimate the impact of IRS vigilance. If it were to impose capital gain
taxes on Libra transactions, users would have to track each and every p urchase and sale of each
specific Libra coin in order to report gains and losses. No matter the diligence exercised by retail
users, this tax bill would be fundamentally unpredictable.137 Moreover, some businesses already
forced to comply with blockchain audits might abandon the Libra ecosystem in response to
additional burdens.138 But the IRS would simply be mandating compliance. There is no reason
for the U.S. Treasury to impose lighter burdens on Libra VASPs than smaller virtual currency
competitors.
From the perspective of the Libra architects, the most obvious balm for user burden is to
incorporate automatic reporting tools into mobile wallets. Indeed, Novi executives have already
suggested their wallets would have to track sales using tools similar to those Coinbase now
provides to bitcoin traders.139 Given the complexity of managing such tools for multiple digital
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assets and cross-currency transactions,140 it is unclear if other wallet providers could easily
follow suit or if taxation would benefit sophisticated players like Novi and Coinbase at the
expense of other VASPs (potentially creating a market dominance issue). In either case, if the
broader Libra ecosystem were to present a tax compliance problem, Facebook and its partners
would find themselves in an unappealing position. In July 2019, the IRS began to send letters
directly t o taxpayers they believed had transacted in virtual currency.141 These letters demanded
further reporting under the penalty of perjury. If the IRS were to create a choice between
criminal law enforcement and burdensome self-reporting, it is difficult to imagine Libra drawing
an enthusiastic user base.

Money Transmitter Regulation
AML, CFT, and Sanctions Law
It is no secret that digital currency outfits have historically struggled to comply with
AML laws.142 Predictably, the majority of recent changes to the White Paper address regulatory
concerns regarding financial integrity.143 White Paper 1.0 touted the principle of “pseudonymity”
to its users and claimed individual wallet providers would bear responsibility for AML
compliance, rather than the Association.144 Indeed, in the context of the initial rollout, it appeared
Facebook wanted to “conform the specific requirements in the regulations implementing AML
laws to blockchain technology,” creating an entirely new AML paradigm.145 The Association has
now removed language suggesting such lofty aspirations.
Indeed, the extent to which Libra can even truly be called a “cryptocurrency” is now
debatable. Libra users creating a wallet account would immediately establish a connection
between their real identity and “on-chain” behavior.146 Novi has clarified it would require the
provision of government ID for use.147 Libra users would conduct transactions using
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cryptographic keys,148 but the Blockchain would maintain records of those transactions in
unencrypted “clear text”, allowing law enforcement and other third parties to review them.149
There would be no truly private transactions within the Libra payment system.
The Association itself has now taken on new responsibilities — if not clear liabilities —
that regulators might welcome. That being said, the Association’s plans to eventually include
wallet providers in lightly regulated jurisdictions should still cause concern. More specifically,
FinCEN should refuse to accept plans to use new surveillance technologies for alternative AML
and CFT compliance.
Housed within the Treasury, FinCEN implements and enforces the AML framework
established by the Bank Secrecy Act (BSA), as well as supplementary provisions like Title III of
the USA PATRIOT Act, which requires financial institutions to implement robust customer
identification programs, commonly labeled “know your customer” (KYC) provisions.150 In order
to enforce this framework, as well as CFT and sanctions laws, FinCEN coordinates with the IRS,
state counterparts, and the Treasury’s Office of Foreign Asset Control (OFAC).151
As the AML framework extends to every financial institution,152 the Libra project would
not be able to escape FinCEN jurisdiction by reconfiguring again. Thus far, FinCEN has
regulated all virtual currency enterprises as “money services businesses” (MSBs), regardless of
the type of technology deployed.153 In addition to submitting to regular IRS examinations, MSBs
must verify sender and recipient identification by examining ID cards, and recording names and
addresses, as well as taxpayer identification numbers, alien identification numbers, or passport
numbers.154 Furthermore, MSBs must provide specific information to law enforcement agencies,
including by filing suspicious activity reports (SARs) for transactions over the $2,000 threshold
155
and tracking transfers over $3,000 as they travel through intermediary financial institutions
(the “Travel Rule”).156 In 2019, the FATF adopted its own requirement patterned after the Travel
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Rule, harmonizing U.S. and international standards for all financial institutions, including
cryptocurrency services.157 FinCEN has made it crystal clear that it will enforce FATF rules.158
Perhaps more importantly for our purposes, the Secretary of the Treasury may impose
"special measures" on any jurisdiction, institutions, or transactions that are of "primary money
laundering concern.”159 This means FinCEN consistently carries a trump card: it could determine
that Libra transactions in jurisdictions beyond the U.S. threaten the integrity of U.S. payment
systems and shut down the entire project.
Novi has already registered with FinCEN as an MSB and the Association intends to
follow suit.160 Moreover, the Association has stated it will monitor and conduct periodic due
diligence on participants for compliance with the AML, CFT, sanctions regime.161 Finally, the
Association intends to automatically prevent transactions involving sanctioned addresses,
enforce certification renewals on VASPs, and require VASPs to attest to compliance with the
Travel Rule.162
As discussed in the Background section, the ability to exchange Libra Coins with DDs
and retail users would initially be limited to businesses registered or licensed as a VASP within a
FATF member jurisdiction.163 These ecosystem participants would be known as “Regulated
VASPs.”164 The project would then expand to “Certified VASPs” — entities that would not
qualify as regulated VASPs, but might nevertheless be “consistent in principle” with
requirements imposed under the FATF Guidance.165 Finally, the Association aspires to include
“Unhosted Wallets”, applications created by developers to comply with Libra’s AML protocol,
so that users could access Libra subject to stringent balance and address limitations. Ostensibly,
this last step would allow the Libra payment system to finally reach users on global financial
peripheries.
Yet the Unhosted Wallets would still raise multiple AML concerns. While the
Association plans to use an off-chain protocol to facilitate compliance for Unhosted Wallets, it is
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not immediately clear what this would accomplish. KYC almost always requires that users
present some form of government-issued ID, as well as proof of address.166 Many people outside
FATF jurisdictions live in countries without government ID systems, much less AML regimes.167
However, like other tech enterprises,168 the Association is attempting to create a
“decentralized and portable digital identity” to substitute for government ID or functionally
become the government ID in some places.169 Although Association members have advocated for
the use of new technologies to build these ID systems,170 the tools in question have proven to be
of limited value for financial services provision. For instance, even popular biometric-based
electronic IDs contained in a central registry, such as those used in India, are not considered legal
identification for KYC purposes.171 Furthermore, biometric tools like facial recognition
technology, iris-scanning, and palm prints are vehemently opposed by many privacy advocates.
172
With these new technologies, the Association would increase the risk of civil liberties
violations by governments, as discussed in the Background section,173 as well as security
breaches by competitors and hackers.174 Both regulators and privacy advocates should remain
wary of Facebook and the Association’s plans to expand beyond FATF-member jurisdictions.
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Consumer Protection
In addition to AML regulation, federal MSB designation provides a shallow consumer
protection arrangement, primarily in the form of mandated disclosure.175 As far as privacy goes,
like all other financial institutions, MSBs must comply with the Gramm-Leach-Bliley Act
(GLBA). Under the “Privacy Rule”, MSBs must notify consumers of third-party data distribution
unmentioned in a privacy policy.176 Under the “Safeguards Rule”, they must develop an
information security plan and keep certain measures in place to maintain data security.177 Fifty
different state MSB regulators also apply a mix of minimum net worth requirements, surety
bond, and other security and investment requirements.178 Even taken in concert, though, these
laws have proven ineffective in keeping MSBs afloat.179 Simply put, state regulators should
certainly regulate Novi and the Libra system to the best of their ability, but federal regulators
should not expect the states to handle an enterprise as aggressive in scope and volume as Libra.
180

It is worth noting that one state regulator, the New York Department of Financial
Services (DFS), applies a fairly unique set of money transmitter laws. Ostensibly, DFS would
require all Libra ecosystem participants to obtain a New York BitLicense to conduct business in
the state.181 This should subject them to regular compliance obligations calibrated for digital
currency businesses, most notably capital requirements calibrated by the DFS Superintendent.182
Licensees should also have to gain DFS approval to offer materially new products, services, or
activities, or to make material changes to existing products, services, or activities offered in New
York State.183
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Journalists have argued the Consumer Financial Protection Bureau (CFPB) could become
a powerful regulator of Novi and other VASPs.184 Indeed, the CFPB’s existing Prepaid Rule
would cover wallet providers, mainly requiring them to disclose certain information about fees
and protections and refrain from linking to credit products for an initial period of time.185
Furthermore, the CFPB exercises supervisory powers over nonbank remittance providers,186
which would allow it to examine Novi and other VASPs to ensure they disclose certain
information to users. The CFPB also retains broad enforcement authority with respect to
electronic money transfers and data privacy (per the GLBA).187
If the Libra project were to ever reach its secondary stages of development, the CFPB
would become an especially important watchdog. The Libra project would almost certainly
facilitate unregulated consumer reporting.188 Given that White Paper 1.0 opened by suggesting
the Libra project would provide an alternative to payday and other high-cost loans,
Libra-denominated loans are a likely development.189 Although we cannot say for certain which
companies would originate the loans, some Association members are clearly aspiring to
micro-lending in the global south.190 Another partner, Uber, has recently extended payday type
credit to its own drivers in the United States.191
Consumer advocates have argued the CFPB should promulgate a rule authorizing it to
supervise all “data aggregators” for compliance with consumer financial protection laws.192
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Under existing privacy and data protection laws, such supervision could only entail compliance
with the aforementioned disclosure, notice-and-consent, and minimal information security rules,
which many experts argue do nothing to curb mass surveillance,193 but would benefit consumers
in some respects.
The CFPB should also recognize that “the potential financial losses for consumers
holding, transacting or trading Libra could be unlimited.”194 When the Bureau updated the
regulations for the Electronic Funds Transfer Act in 2019, it declined to opine on whether error
resolution rights and related protections apply to virtual currency wallets.195 It must extend such
safeguards now. This is especially important with respect to the Libra project. Although the
Association claims that the Libra consensus protocol would make transaction finality clear,196
distributed ledger technology struggles with finality as a general matter.197 Moreover, it is
unclear how the Blockchain could be amended to resolve transaction errors as a general matter.
The White Paper does not address this issue.
In general, the CFPB should promulgate rules to fill gaps in its relevant statutory
enforcement and supervisory powers. However, the CFPB's organic rulemaking authority is
constrained to defining certain acts and practices as unfair, deceptive, or abusive, mandating
disclosures, requiring registration of certain nonbanks, and restricting pre-dispute arbitration.198
This combination of factors and minimal consumer privacy laws means that we cannot rely on
even a proactive CFPB to affirmatively regulate the Libra project as a whole.
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Antitrust
As the country’s primary antitrust regulator, the FTC is arguably most capable of
disciplining the Libra project.199 Indeed, the Commission and at least forty-seven state attorneys
general are already investigating Facebook due to concerns about its dominance of social
networking and digital advertising.200 Demand Progress and other grassroots and netroots groups
have previously argued the FTC held the power to spin off Instagram, WhatsApp, and
Messenger,201 as the Cambridge Analytica scandal violated a 2011 consent decree in which
Facebook pledged to protect user privacy.202
Here, however, we will not rehash the persuasive arguments for breaking up Facebook.
Rather, this section focuses on the FTC’s ability to prevent Facebook, Novi, or even the
Association from using the Libra system to engage in unfair competition. In addition to
preventing specific business methods in the “embryonic stage”, the FTC could divide the Libra
system or a dominant participant like Novi into multiple entities, cabinining certain business
activities to separate firms.203
The FTC retains expansive authority to interpret the antitrust provision of Section 5 of the
FTC Act, which prohibits “unfair competition,” as it sees fit.204 In 2015, the FTC formalized
guidance for Section 5, championing an interpretation centered on “economic efficiency” that is
unhelpful for our purposes.205 Yet under more ambitious leadership, the FTC could change
course and establish presumptions of illegality for Libra’s competitively suspect practices, either
through enforcement activity or through rulemaking.206 Although policymakers often wrongfully
assume that because the FTC lacks specific authority to issue general information privacy rules,
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it must rely solely on adjudication to regulate unfair surveillance, this is not the case.207 Rather,
the FTC may engage in participatory rulemaking with respect to privacy, so long as it aims to
prohibit unfair methods of competition.208
Given the business models of dominant platforms involved in the Libra project, and the
design of the payment system itself, it is likely that many of the Libra project’s unfair methods
would feature surveillance. As discussed in the Background section, dominant digital platforms
capture highly precise and nuanced data about their users. As U.S. legal scholars and European
antitrust authorities have concluded, this data collection begets platform power, which allows
Big Tech to continually extract additional data in unfair ways, creating a feedback loop.209
Indeed, today, engaging with Facebook as a user or business partner means accepting
ubiquitous surveillance. In the early days, competition with MySpace and other alternatives
restrained Facebook's surveillance activities.210 Since 2014, however, Facebook has leveraged its
code presence on third-party applications to track user behavior across the internet.211 Today,
Facebook uses technology like “social plug-ins” (most notoriously, Facebook “Like” buttons), to
consistently identify user behavior, even if a user has not clicked the Like button and even if we
have logged out of Facebook.212 Facebook also collects data from non-Facebook users.213
All Novi would have to do in order to track its own users across the internet is mimic its
parent company: embedding its code in third-party websites and opening backdoor
communication between users' devices and Novi's servers. It could easily mimic Facebook’s
general surveillance practices through use of a payment button, allowing Novi to more precisely
target users when selling targeted ads or engaging in other business.
Absent new laws, Novi is also likely to surveil users more directly. Novi's Customer
Commitment states that financial data would not be linked to Facebook social data or shared
with third parties without “customer consent”,214 but given the company’s history, there is no
reason to imagine that Facebook is dedicated to a meaningful definition of that term.215
Moreover, the very notion of digital consent has been complicated by “dark patterns” and other
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technologies platforms use to exploit limits in user cognition and understanding.216 Consumers
typically have no knowledge of what they are consenting to on the internet; currently, more than
60% of American are unaware that Facebook even owns Instagram.217
Dominant platforms also collect highly precise and nuanced data about their business
partners and business customers.218 App developers, in particular, rely on Facebook even though
they compete with the social media giant. To incentivize developers to invest in building its
ecosystem, Facebook regularly offers them access to its application programming interfaces
(APIs). However, Facebook has used this relationship to appropriate business plans and other
ideas from rivals.219 If not properly regulated, Novi could expropriate from other wallet
providers. Facebook also has a history of acquiring the companies it monitors, suggesting Novi
could aim to simply acquire other Libra wallet providers down the road.220
European antitrust regulators are particularly concerned that the automatic integration of
Novi wallets into WhatsApp and Messenger services could create “competition restrictions”
regarding data collection.221 Unfortunately, U.S. antitrust regulators have often failed to
scrutinize similar practices properly.222 Moreover, no overarching federal privacy law governs
the collection, use, and sale of personal information among private-sector corporations — not
even Big Data brokers.223 Until legislation addressing the general issue passes, the FTC should
invoke its unfair competition authority to challenge user and competitor surveillance as
anti-competitive business practices.
Although the FTC could establish a long list of presumptively unfair, uncompetitive
practices that might arise within the Libra ecosystem, this list should at the least include: product
tying, predatory pricing, and general collusive behavior.
Product Tying
Some unfair competition principles prevent tying: conditioning the sale of a product over
which a company exercises monopoly power on the sale of a related product in order to sell the

See, e.g.,  R
 ichards & Hartzog, supra note 82 (borrowing a definition of dark patterns as “‘tricks used in websites
and apps that make you buy or sign up for things that you didn't mean to.’”).
217
Freedom from Facebook, supra note 56.
218
Khan, supra note 212, at 1066-67.
219
Id. at 1001-03.
220
K. Sabeel Rahman, Regulating Informational Infrastructure: Internet Platforms As the New Public Utilities, 2
GEO. L. TECH. REV. 234, 245–46 (2018) (noting how dominant platforms like Facebook and Google leverage control
over data to buy out competitors control additional markets).
221
See, e.g.,  J on Porter, EU antitrust regulators have Facebook’s Libra currency in their sights, THE VERGE (Aug.
21, 2019), https://www.theverge.com/2019/8/21/20826290/facebook-libra-digital-currency-european-union
-commission-regulators-antitrust-competition.
222
See, e.g., Frank Pasquale, Privacy, Antitrust, and Power, 20 GE O. MASON L. REV. 1009, 1010 (2013); Day &
Stemler, supra n ote 213, at 89 (in two scholars' review, case law contained zero instances of antitrust liability
premised on remedying privacy injuries).
223
See generally Hartzog & Richards, supra note 45.
216

31

related product.224 For instance, the European GDPR explicitly bans the conditioning of certain
consumer contracts on the provision of additional, unnecessary user data.225 By contrast, the
modern FTC presumes product tying, in general, is a rare occurrence.226 Nevertheless, U.S.
antitrust scholars have called for the FTC to resuscitate its previous Sherman Act approach to
tying arrangements.227 In Jefferson Parish Hosp. Dist. No. 2. v. Hyde, 228 the Court affirmed that
forcing customers to purchase products together, through the sellers' market power, is illegal per
se.
One can easily imagine Facebook or the Association running afoul of Jefferson's t ying
principles. As mentioned, European regulators are already investigating Facebook’s plans to
embed Novi wallets within the WhatsApp and Messenger apps and presumably integrate data.229
To the extent Facebook were to force its users to accept Novi’s code presence and surveillance as
a condition of using WhatsApp and Messenger, this could constitute a tying violation.
Automatically creating a Novi account for each Facebook user, or limiting Novi technical
support to Facebook users, could also qualify as illegal tying.230
Given that Libra Coins are literally means of paying for other products, the potential for
Facebook and the Association to bundle the Coins with other products would be almost limitless.
Indeed, Facebook has already run into trouble for monopolizing means of payment. Business
partners have alleged that Facebook used an older payment system, Facebook Credits, to
instigate per se u nlawful tying arrangements, conditioning participation in social network
gaming on the use of Facebook Credits.231 One could easily imagine Facebook and Novi
engaging in similar behavior. Would companies that already allow Facebook to watch and
monitor their own customers sufficiently push back against a demand for payment in Libra?
Facebook could once again flex its muscle to make app developers use its infrastructure. It could
also coerce advertisers to denominate targeted advertisement contracts in Libra.
Predatory Pricing
Some scholars have argued Facebook could use its platform power to steer Libra users to
Novi, even forcing them to pay relatively higher fees, mimicking problematic practices plaguing
the credit card industry.232 However, in order to expand their user bases, dominant firms can also
resort to “predatory pricing”, whereby they use periods of below-cost pricing to monopolize
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market share and deter competitors from entering markets.233 Indeed, in 2012, Zuckerberg
explicitly stated he wanted to create a payment product to gain pricing power over third-party
developers.234 Overall, the Libra project would allow Facebook to create infrastructure for
financial service providers and then compete with them within that same infrastructure on terms
it controls. Given Facebook’s comparatively large user base, Novi would immediately become
the dominant wallet and could more easily charge transaction fees lower than its competitors. If
Facebook were to surveil other Libra wallet providers, it could garner Novi additional
advantages. As the Chinese conglomerate TenCent has demonstrated through WeChat Pay,
combining a payments network with a massive social media platform quickly generates extreme
pricing power.235 As mentioned in the Background section, these integrated, intimate data are
extremely valuable and can be used to enhance financial services, such as credit scoring.236
Indeed, Facebook could eventually steer the Association into pricing financial products
and services within the Libra ecosystem based upon some form of social scoring engineered by
Facebook or its affiliates. The company has already patented an algorithm that determines
creditworthiness based on one's social media circles.237 In some cases, Facebook could wield
Novi's power on the Association Council so as to engage in “exclusive dealing”: the use of
penalties or rebates to prevent rivals from accessing essential distribution channels or consumer
groups.238
Collusive Behavior
Facebook could ultimately use its position in the Association to collaborate with some
competitors rather than punishing them, establishing a “cartel between independent firms eager
to coordinate their market behavior when such practices create a negative effect on trade.”239 The
FTC already explicitly presumes some types of conspiracies — including agreements to fix
prices or generally divide up customers, suppliers, territories, or lines of commerce — to
constitute per se v iolations of antitrust law.240 The DOJ prosecutes companies engaged in these
violations. Beyond this list, joint FTC & DOJ guidance suggests agreements must be “reasonably
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related” to “efficiency-enhancing integration” in order to be permitted.241 But the principles in
this guidance could be altered to further protect users and competitors.
Under Libra’s current design, a consortium of multinational corporations and NGOs
would share access to a ledger that could reflect the financial transactions of billions of people.
In common parlance, blockchains are often considered to be decentralized ledgers by default, but
the Libra Blockchain is still a single data structure that records the history of transactions and
states over time.242 It is “not hard to imagine” Facebook colluding to connect transactions with
true identities.243
As a general matter, blockchain technology cannot prevent collusion among members of
a settlement consortium.244 Like many distributed ledger projects, the Libra system is vulnerable
to what is known as a “control attack” — with sufficient power, a group of node validators
could manipulate the shared ledger.245 Indeed, the Association has clarified that the Blockhain
can only mitigate control attacks if less than a third of the network is compromised.246 This
means node validators could conspire to take control of the ledger in order to amend it.
Theoretically, a group of node validators under Facebook’s substantial influence could
commandeer the Blockchain.
Experts are also concerned that the Association itself could use Libra to gain
monopolistic power over emerging digital markets. For instance, some experts are concerned
about the Association’s ability to lock out certain rivals from Association membership. As the
Association is in charge of recruiting and approving additional members, setting minimum
thresholds for financial contributions to the Reserve, and generally manipulating compliance
requirements, it could easily establish anti-competitive barriers to entry. Although the Supreme
Court has generally held that companies are free to choose business partners, certain restrictions
may apply to monopolists.247 Moreover, the prohibitions against this sort of practice may
interweave with other court-established prohibitions. For instance, the essential-facilities
doctrine prohibits monopolists from denying competitors access to market structures that cannot
be practically or reasonably duplicated.248
Myriad questions remain. Who would own any intellectual property produced via the
Libra project? What is to prevent node validators from secretly re-identifying payment
transaction data and sharing it with each other? What protections would exist to prevent the
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members from collectively using that data for discriminatory purposes? Overall, these
open-ended inquiries and others should inform a strong prophylactic response from the FTC.

Securities Regulation
Immediately following the Libra project announcement, some experts were quick to say
that Libra Coins would be securities and the subsidiary managing the Reserve would be an
investment company. However, some of this analysis hinged on the inclusion of a now retired
instrument, the Libra Investment Token, which would have entitled Association members to
Reserve interest.249 Just before Zuckerberg’s October 2019 Congressional testimony, the
Association struck any mention of the Investment Token from the White Paper, replacing it with
vague language about distributing “incentives” in the form of standard Libra Coins to “reward
members for producing growth in usage of the Libra network.”250 While White Paper 2.0 retains
the reference to “incentives”,251 it offers no details as to their composition. It also refrains from
offering any details as to capitalization, leaving open the possibility that the stability of the
Reserve actually rests on the balance sheets of Facebook or other Association members. The
general lack of information obscures the extent to which the Association or Libra Networks
would function like an investment fund.
Although important factual questions remain, the Supreme Court has granted the SEC
significant discretion in classifying assets as securities insofar as the SEC determines them to be
instruments that might be used for investment purposes.252 Under its existing mandate, the
Commission could designate Libra Coins as securities, encouraging capital gains taxation by the
IRS, which would curb retail usage. For instance, it is laughable to envision the general public
using Libra Coins to buy coffee at a bodega if they had to track and report that exchange to the
SEC or another body. Moreover, by classifying the Coins as securities, the SEC could impose
substantive regulatory burdens on DDs and some VASPs as securities broker-dealers, node
validating Association members as securities transfer agents, and Libra Networks as a securities
clearing agency. The SEC could also regulate Libra Networks as a money market fund (MMF),
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ETF, or other kind of investment company, forcing the Association to constrict Coin trading to
more sophisticated platforms and users, and satisfy prudential requirements.
When contemplating these measures, the Commission should bear in mind that should it
permit Libra Coins to operate as unregistered securities, or permit Libra Networks to operate as
an unregistered investment company, then it would likely encourage further arbitrage by similar
enterprises, especially within the digital currency industry. It is especially important that Coins
that might function as investment assets not go unregulated simply because they would allegedly
improve the ease of money transfer for some retail users.
Securities Designation
The Securities Act of 1933, which undergirds federal securities regulation, encompasses
a wide spectrum of instruments within its definition of “securities”, but does not contemplate
every contemporary guise.253 First, we consider Libra Coin contracts as investment contracts,
then as notes, then briefly as transferable shares, evidence of indebtedness, o r instruments
commonly known as securities.
In 2017, the SEC issued an investigative report (DAO Report)254 indicating that it would
apply investment contract analysis to digital currency transactions. According to the SEC’s
interpretation of the test from SEC v. Howey, 255 a digital asset is an “investment contract”, if it
involves “an investment of money in a common enterprise with a reasonable expectation of
profits to be derived from the entrepreneurial or managerial efforts of others.”256
Thus far, the SEC has sent “No Action letters” to two companies (a private jet leasing
service and an online video game start-up) indicating their stablecoins will not be treated as
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securities under the DAO framework.257 The SEC granted these exemptions given fact-specific
circumstances and imposed narrow conditions like limiting the coins to a short list of
consumptive use-cases.258 Given this precedent, we can anticipate an investment contract
analysis of the Libra Project would apply the DAO framework to Libra’s unique design and
dynamics.
Courts disagree as to what constitutes investment in a “common enterprise.”259 They
agree that horizontal commonality, which looks at the relationships between an individual
investor and the pool of other investors, meets the Howey test.260 However, courts are split as to
whether vertical commonality, w
 hich looks to the relationship between the investors and the
promoters, is sufficient to satisfy the test.
Circuits that focus solely on horizontal commonality ask whether there is “a pooling of
investors’ contributions and distribution of profits and losses on a pro-rata basis among
investors.”261 Libra Networks would clearly pool funds from DDs to support the issuance of
Libra Coins, but Libra Coin holders would not receive a distribution of profits and losses on a
pro-rata basis. (Coin holders are not entitled to any interest accrued on the Reserve). Absent
emergency operations, retail users would not have any contractual rights whatsoever vis-a-vis
Libra Networks.262
Courts that also focus on vertical commonality ask whether the success of the investors
depends upon the efforts of promoters.263 In this context, it is almost self-evident that the
financial success of DDs, VASPs, and retail users would depend upon the efforts of the
Association and powerful members like Facebook to scale the ecosystem so the currency would
become viable. Courts are currently hearing arguments as to whether vertical commonality i s
sufficient to constitute a common enterprise in a digital currency context given an absence of
contractual rights for retail users.264
In any case, the touchstone question for the Court's investment contract analysis has
consistently been whether the circulation of the instruments in question triggers a “reasonable
257
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expectation of profit.”265 Courts have previously defined “profit” as that derived from “capital
appreciation resulting from the development of the initial investment,” or “a participation in
earnings resulting from the use of investors’ funds.”266 When confronting the existence of
multiple or competing user expectations, courts have attempted to distinguish between primary
versus incidental usage. More specifically, they have asked whether the purchase of an
instrument usually looks more like a “bet” or an attempt to use an instrument to exchange goods
and services.267
This is a fact-intensive inquiry. It is also an especially difficult question for the Libra
project. Some facts are missing: as mentioned in the Background section, it is still unclear if
Association members would earn dividends from Reserve interest. On the front end, the
Association is explicitly marketing the Coins for consumptive use, and telling users not to expect
profits. The Coins do not entitle holders to the interest earned on the Reserve's investments.
Libra Coin holders have no rights to exercise against Libra Networks in general. Yet some retail
users might still expect to indirectly benefit from the gradual appreciation of the Reserve.
Based on the profit expectation question, the SEC could also determine that ≋LBR is a
security, but single-currency stablecoins like ≋USD are not securities. As a “managed stablecoin”
pegged to widely referenced fiat currencies and government securities, ≋LBR presents regulators
with a different set of facts.268 While ≋USD holders would bear operating and counterparty risks,
≋LBR holders would also bear market, credit, and interest rate risks, subject to the management
of Libra Networks and intermediation by DDs and VASPs.269 In short, because of its utility in
hedging foreign exchange risk, users might have a more reasonable expectation of profit with
respect to ≋LBR than the single currency stablecoins. However, this profit would derive from
foreign exchange fluctuations rather than a share in the profits of Libra Networks.
Theoretically, Libra Coins could also be securities at one stage of their lifecycle, but
cease to be securities at a later stage. For instance, the SEC enforcement chief has previously
suggested that a digital currency may be sold via an investment contract in an offering, and thus
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constitute a security, but become a non-security in the context of retail circulation.270 The SEC
could adopt this approach by claiming that the minting and burning of Libra Coins by Libra
Networks must be subject to federal securities regulation, even if the transactions between DDs
and VASPs and between VASPS and retail users need not be.
Overall, the DAO framework presents a complicated web of analyses that can only be
fully addressed given further certainty regarding the Libra business model. The SEC might find
stronger footing under notes a nalysis. Reves v. Ernst & Young271 is the seminal case for defining
whether notes are considered securities under federal law. Under a Reves approach, the SEC
would first have to demonstrate that Libra Coins are in fact, notes. A note is generally a “written
promise by one party (the maker) to pay money to another party (the payee) or to bearer.”272
Although this term may apply to Libra Coins in the context of transactions between Libra
Networks and DDs, it would not apply to broader retail usage, except via contracts between users
and VASPs, of which we have no knowledge. Indeed, some experts have argued that because a
note represents a “continuing obligation between the note-maker, and the note-holder...”, the
term is inapplicable to most virtual currencies.273 That being said, Reves does not define the term
“note” and courts could create or borrow other definitions.
Once the SEC has established that Libra Coins are notes, courts would presume that the
notes are securities.274 However, the Association could rebut this presumption by showing that
Libra Coins “bear a strong family resemblance” to an item on a judicially crafted list of
exceptions.275 As the Coins could not be said to readily resemble any instruments on that list,
courts would then assess family resemblance via a four factor test: 1) the seller's and buyers'
motives; 2) the plan of distribution, 3) the reasonable expectations of the investing public; and 4)
the availability of a regime other than securities law to regulate the enterprise.276
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Some experts have suggested that contracts for fiat-backed stablecoins may function as
“demand notes” — two-party negotiable instruments obligating a debtor to pay the noteholder at
any time upon request — which the Reves court explicitly classified as securities.277 Applying the
four Reves factors to the Libra project, however, we still confront the same central questions as
the Howey t est.278
The treatment of Libra Coins under the first factor is unclear. Libra Networks would be
selling the Coins for the “general use of its business enterprise” and some users would be
interested in profiting from Coin trading if not appreciation of the Reserve. These factors would
mitigate toward securities designation.279 On the other hand, the use of Coins to serve
consumption purposes would mitigate against it.280 Under the second factor, courts would have to
determine whether Libra Coins are instruments in which there is “common trading for
speculation or investment.” If the category of instrument in question were “digital currency”,
then the factor would seem to be met. If the instruments were a narrower category, like
“stablecoins”, or “managed stablecoins”, this might be less clear. The third factor is most
difficult, as it returns us once again to questions about promotion of the coins and Libra Coin
holders’ expectations. Finally, the fourth factor calls into question derivatives regulation.281
As with the Howey approach, a court applying Reves c ould still determine that ≋LBR is a
security, but single-currency stablecoins like ≋USD are not securities. It could also decree that
Libra Coins exchanged between Libra Networks and DDs are securities, while Coins in retail
usage are not securities. However, unlike Howey, the Reves t est never states that all its factors
have to be present to meet the test.282 The notes a pproach provides more flexibility than the
investment contract approach for successfully defining Libra Coins as securities, especially
concerning questions around profit expectations.
On the surface, it also appears that Libra Coins function like transferable shares.
However, courts that have been asked to rule on whether an instrument fits the definition of a
“transferable share” have defined the term to mean an instrument providing certain rights
equivalent to corporate share ownership.283 Within the Libra system, even DDs holding Libra
Coins would not be entitled to typical shareholder rights (dividends, voting, rights to access
books, etc). Moreover, although Libra Coins are backed 1:1 by the Libra Reserve, their value
does not necessarily increase along with the Reserve's returns.
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The argument for Libra Coins as evidence of indebtedness (a term included in the
Securities Act and ICA definitions of a security, but not the Exchange Act definition) is stronger.
An evidence of indebtedness includes all “contractual obligations to pay in the future for
consideration presently received.”284 One could argue that given the redemption requirement,
Libra Networks indebts itself to DDs. The SEC has argued that certain repurchase agreements,
firm commitments, and other contracts constitute "evidence of indebtedness" for the purposes of
the ICA regulation.285 However, it has explicitly refused to define those instruments as securities
in general. Yet courts that have grappled with “evidence of indebtedness” have tended to treat
“evidence of indebtedness” and “notes” synonymously. For instance, the Second Circuit has
determined whether an instrument constitutes "evidence of indebtedness" for the purposes of
federal securities should also be determined by the Reves test.286
Finally, the SEC could rely on a broad argument that Libra Coins are instruments
commonly known as a securities. The phrase “commonly known as a security”' has not generated
much litigation and the federal courts have not provided much guidance on how to interpret the
phrase.287 Indeed, if anything, the Court has indicated that if facts are similar, it does not perceive
a distinction between the test for “investment contract” and the test for “an instrument commonly
known as a security.”288 By adopting this angle, the SEC would be arguing that the public
understood the Coins to be securities despite their marketing as simple payment tools.289
Alternatively, the Commission could argue that digital currencies, in general, are commonly
known as securities, and thus Libra Coins meet this definition.
Regardless of which path it took, the SEC could point to its aforementioned judicial
mandate to regulate “virtually any instrument that might be sold as investment” (emphasis
added).290 Were it to become clear that the Libra project yields returns for the "not-for-profit"
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Association’s members or other initial investors, the SEC could more strongly argue that all
Coins function as securities within the same investment pool and should be subject to federal
securities regulation throughout their lifecycle.291
Following a securities designation, the SEC could require Libra Networks to register and
sell Coins as part of an ICO or seek an exemption.292 In this scenario, Libra Networks could seek
refuge in Regulation D,293 perhaps through a Simple Agreement for Future Tokens (SAFT), a
special mechanism requiring Libra Networks to only sell Coins to “accredited investors.”294
Although this would not change the design of the system, it would render the Libra Coins
“restricted securities” meaning the DDs could not sell the Coins for at least six months or a year
without registering them.295 Moreover, the Association would have to change its marketing
strategy so as not to suggest the Coins were immediately purchasable by retail investors.296 At
the minimum, this would postpone the sale of Libra Coins to the broader public.297
Intermediary Regulation
If the SEC successfully designated Libra Coins as securities, it could impose several
concomitant regulatory and supervisory burdens on the Libra project.298 For instance, the SEC
has already suggested that participants in digital asset enterprises might need to register as
broker-dealers, transfer agents, and clearing agencies.299
The Securities Exchange Act of 1934 (the “Exchange Act”) defines a “broker” as a
person “engaged in the business of effecting transactions in securities for the account of others.”
300
Brokers tend to identify potential purchasers, take custody of securities, and profit from
transaction-based fees. A dealer is any company “engaged in the business of buying and selling
securities...for such person’s own account…”301 Dealers tend to make money by making markets.
Under these criteria, the SEC could designate DDs as broker-dealers. It could do the same for
VASPs that would promote Libra Coins, identify recipients, store funds, and generally expand
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the Libra market. By doing so, it could subject these entities to reporting, auditing, and
supervision requirements. Under the “Net Capital Rule”, the SEC could require Libra DDs and
some VASPs to maintain net capital in excess of 1/15th of their aggregate indebtedness.302 Under
the “Customer Protection Rule”, the SEC could prevent the same entities from re-hypothecating
more than 100% of total client debits to finance proprietary trading activities.303 (It is possible
that most DDs would already be sophisticated, well-capitalized financial institutions and these
requirements would not meaningfully increase their regulatory burdens. That being said,
applications of these rules could further constrain the number and type of institutions in the
ecosystem.)
If the SEC designated Libra Coins as securities, it could also regulate the Libra node
validators as “transfer agents,” requiring them to comply with minimum recordkeeping and
reporting rules.304 Similarly, the SEC could determine that Libra Networks is acting as a
securities clearing agency. The Exchange Act defines clearing agencies broadly as “any person
who acts as an intermediary in making payments or deliveries or both in connection with
transactions in securities.”305
Thus far, the SEC has identified one stablecoin blockchain settlement service, Paxos
Trust, as a securities clearing agency. Although the Commission has granted Paxos a two-year
exemption from registration, it has limited the number of broker-dealers involved to seven
participants, and constrained its trading to publicly traded equity securities.306 Moreover, the SEC
has generally indicated that entities that facilitate the clearance and settlement of transactions in
digital asset securities may be required to register as a clearing agency.307 In the context of
exchange-based Coin trading, at least, Libra Networks would be facilitating trade settlement via
its management of the Blockchain.308 The SEC has indicated that many clearing agencies
function as central counterparties.309 CCPs act as the buyer to every seller and the seller to every
buyer, as Libra Networks would act with respect to DDs. Although Libra Networks may not
entirely resemble a CCP, like many distributed ledger systems the Libra Blockchain is intended
to substitute for existing clearing systems,310 and Libra Networks manages the Blockchain. As a
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permissioned system with relatively centralized control, the Libra Blockchain would function
more like a CCP than other ledger systems the SEC has previously considered.311
Among other burdens, SEC clearing agency regulations could subject Libra Networks to
daily stress testing, capital requirements sufficient to withstand a default by its most significant
counterparty DD, enhanced liquidity requirements, and a special resolution regime.312 Although
White Paper 2.0 indicates Libra Networks already intends to maintain a capital buffer, the SEC’s
requirements could trump the Association’s nebulous plans.
Interestingly, the SEC also requires that these CCPs make “membership” available to any
person that maintains net capital equal to or greater than $50 million.313 This suggests that a
clearing agency designation would mean the Association would have to once again change the
way it selects DDs, potentially complicating its negotiations with other regulators and forcing it
to revamp its governance design.
Investment Company Regulation
Finally, the Investment Company Act of 1940 (ICA) imposes additional regulations on
certain securities firms.314 Under the ICA, an “issuer that is or holds itself out as being engaged
primarily, or proposes to engage primarily, in the business of investing, reinvesting, or trading in
securities” qualifies as an investment company.315 Additionally, the SEC can designate a firm as
an investment company if it proposes to engage in the securities business and 40% or more of its
assets would be invested in securities (exclusive of U.S. government securities).316
It is difficult to imagine the SEC deeming securities trading secondary to Libra
Networks’ business activities so long as it considered Libra Coins to be securities. The Reserve
composition issue is more complicated. White Paper 2.0 indicates the Reserve would consist of
at least 80% short-term government securities.317 So long as more than 50% of these securities
were U.S. government securities, Libra Networks would avoid triggering an investment company
designation in this way. That being said, Libra Networks would have little control over the
relative balance of U.S. government securities versus foreign government securities, as this mix
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would be determined by user demand. In other words, if global demand for ≋EUR were to
eclipse global demand for ≋USD, Libra Networks could unintentionally trigger an investment
company designation. In any case, the SEC could rely on the first criterion for classification.
Crucially, the SEC can prohibit a foreign investment company Libra Networks from
publicly offering its securities in the U.S. unless it applies for special permission.318 Moreover,
the ICA imposes “substantive restrictions on virtually every aspect of the operations of
investment companies, including governance, investments, debt issuance, investments, securities
sales, redemption rights...” and their dealings with service providers and other affiliates.319
It is beyond the scope of this report to fully analyze how ICA requirements might apply
to a novel entity like Libra Networks, but as in other cases, we can look to existing arrangements
for guidance. Investment companies fall into a series of subclassifications. Within this
framework, Libra Networks most closely resembles an “open ended company” (a diversified
mutual fund).320 Like an MMF, Libra Networks would issue highly liquid liabilities to customers,
ostensibly backed by investments in relatively safe assets. However, unlike MMF shares, the
Coins would not necessarily entail short-term obligations. Moreover, unlike MMFs, Libra
Networks would not issue securities that are redeemable on request by retail users. The SEC
could ultimately require Libra Networks, as a foreign investment company, to operate more like
an MMF and sell redeemable Coins directly to users or to refrain from doing business in the
country. MMF-like regulation would not provide Libra holders with protections equivalent to
deposit insurance, but could subject Libra to liquidity regulation321 intended to maintain a stable
Coin value.322 The Commission could also mandate that Coins trade at or very near a fixed Net
Asset Value (NAV). For instance, it could adopt measures to prevent the ≋USD from "breaking
the buck."323
Because of the ways in which Coins are created and redeemed, some analysts have
argued the Libra project more closely resembles an ETF.324 The SEC regulates ETF shares based
on their qualities as shares of stocks.325 The Libra project does not involve instruments issued by
See 15 U.S.C. § 80a–7(d).
Paul F. Roye, Dir., Div. Inv. Mgmt., SEC, Remarks Before ALI/ABA Investment Company Regulation and
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other private corporations or familiar shareholder rights (dividends, voting rights, accounting
transparency rights, etc). However, the institutional design and dynamics of the project do mimic
an ETF. Like hypothetical Libra users, ETF investors bear no contractual rights vis-a-vis the
fund itself and do not engage with the fund.326 Rather, they buy shares from intermediaries
known as authorized participants (APs), which hold the stocks (and shareholder rights)
underlying the ETF shares.327
The APs are theoretically incentivized to keep the fund running smoothly for downstream
investors, by keeping prices for shares aligned with its NAV, the pro rata value of the fund's
underlying assets.328 When the trading price of an ETF share is higher than the basket price,
which corresponds to the NAV, APs should create or buy large blocks of new ETF shares to sell
at a premium, driving the price back down toward the NAV until arbitrage becomes unprofitable.
329
Inversely, when the trading price of ETF shares is lower than the basket price, the APs should
buy up shares and redeem them from the fund at NAV, driving the price back up until the
arbitrage becomes unprofitable.
ETFs operate outside of the traditional ICA regime. Historically, the SEC has granted
special exemptive orders for ETFs to operate.330 However, in 2019, the SEC adopted a rule to
retire the special order process and streamline compliance.331 Thus far, the SEC has rejected
proposals for digital-asset-based ETFs and effectively imposed a moratorium on their
development.332 If it were to eventually subject the Libra project to ETF-like regulation, the SEC
could slow down the Libra project or fundamentally change its nature. The Commission could
require Libra Networks to maintain sufficiently liquid assets in order to meet daily redemptions
and honor its promise to “fully back” outstanding Coins.333 But far more importantly, the SEC
could limit the sales of Libra Coins to national securities exchanges. It could even directly link
the value of the Coins to the value of the Reserve fund and force DDs to stabilize the exchange
prices of Libra Coins as APs do.334 In any case, investment company regulation would drastically
change the user interface for Libra Coins, rendering them more like stocks than payment tools
and mitigating their appeal to end users who simply want to transfer or store money.
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Derivatives Regulation
Like securitization markets, derivatives markets featured prominently in the 2008 global
financial crisis, and are often primary sites of risky shadow banking.335 If the CFTC were to
designate Libra Coins as commodities, it could exercise its general regulatory authority over
Libra-based derivatives, including futures, options, and swaps.336 Additionally, a commodities
designation would provide the CFTC with enforcement authority over retail Libra transactions to
the extent they contributed to fraud or price manipulation in the secondary markets.337 This is
especially important considering the White Paper itself implies secondary markets would evolve
via the programming of smart contracts.338 Indeed, some experts argue that DDs would have to
develop Libra-based derivatives in order to conduct arbitrage effectively.339 Finally, as discussed
in the Background section, Libra could become a systemically important benchmark that could
serve as the foundation for creating new derivative products.340
There is an alternative, more robust approach: the CFTC and SEC could work together to
designate Libra Coins themselves as novel derivative products. This would allow the CFTC and
SEC to jointly tailor regulation of the Libra ecosystem, potentially leading them to restrict Libra
transactions to swap execution facilities (SEFs), designated contract markets (DCMs), or
national securities exchanges. They could also limit the kinds of entities that could serve as DDs,
or even VASPs to sophisticated financial institutions registered as eligible derivatives contract
participants (ECPs) or securities broker-dealers. Moreover, as in the securities regulation
scenario, the CFTC and SEC could compel Libra Networks to register as a clearing organization,
imposing burdensome prudential requirements, and further constraining the expansion of the
ecosystem.
Commodities Designation
Because the Commodity Exchange Act of 1936 (CEA) does not explicitly grant the
CFTC jurisdiction over virtual currencies, the Commission’s jurisdiction has historically hinged
on whether the CFTC has interpreted the virtual currency in question to be a commodity.341
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Given that the CEA’s definition of a commodity encompasses a wide range of physical products
and natural resources, as well as foreign currencies and interest rates, this categorization has not
proven particularly difficult.342  Indeed, in 2015, the CFTC found that the usual regulations
applicable to the trading of commodities also apply in the virtual currency context.343 Courts
have generally approved of this approach.344
If the CFTC designated Libra Coins as commodities, it could also designate Libra
Networks as a “commodity pool operator” (CPO), subjecting it to a set of limited disclosure,
recordkeeping, and reporting requirements.345 Market participants dealing in Libra-based
derivatives would need to register with the CFTC.
Unfortunately, the CFTC lacks regulatory authority over commodity spot or cash
markets.346 This means that if the Commission designated the Libra Coins as commodities, it
would only be able to exercise enforcement jurisdiction over wallet-level Libra transactions if it
suspected VASPs or users of engaging in fraud to manipulate secondary markets.347 Without
comprehensive oversight, however, the CFTC would lack crucial data and might leave
wallet-level regulation to the FTC and CFPB.
Several analysts have argued that commodity sub-designations could affect virtual
currency regulation. Although case law d oese not specify whether the CFTC considers virtual
currencies to broadly be “exempt” or “excluded” commodities (like foreign currency),348 this
distinction would likely matter less for Libra Coins than for other virtual currencies.349
See 7 U.S.C. § 1a(9).
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Commodity sub-designations can only trigger heightened authority over margined, leveraged or
otherwise financed commodity transactions.350 As of now, it does not appear that Libra
Networks, DDs, or VASPs would lend or otherwise provide funds for downstream users to
purchase Libra Coins. The real regulatory bite could lie in classifying the Coins themselves as
derivatives.
Derivatives Designation
Some analysts have argued Libra Coins could function as commodity, foreign exchange,
or otherwise synthetic derivatives,351 which would prompt the CFTC to directly regulate
transactions between wallet providers, exchanges, and retail users. This approach asks regulators
to grapple with the distinction between a token and the contract by which it is sold.352 Indeed,
some CFTC staff have already adopted this approach, arguing that the smart contracts attached to
virtual tokens could serve as derivatives contracts given certain circumstances,353 and that a
“smart contract could be a...futures contract, option on futures contract, [or] swap.”354 When we
view Libra Coins, especially ≋LBR, through the prism of the smart contract, we arrive at stronger
conclusions regarding the CFTC’s proper regulatory role.
The technological clarifications in White Paper 2.0 lend support to such an approach, at
least as far as ≋LBR is concerned. The Association has clarified ≋LBR would not be a separate
digital asset from the single-currency stablecoins, but rather a “composite” of some of those
single-currency stablecoins.355 Crucially, ≋LBR would be implemented as a “smart contract that
aggregates single-currency stablecoins using fixed nominal weights.”356 Essentially, this means
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≋LBR purchasers would be exchanging fiat currency for a contractual claim on several
underlying assets, which would constantly fluctuate in value in response to endogenous and
exogenous forces discussed in previous sections. Given these facts, one could argue ≋LBR would
accomplish the basic functions of a derivative.357
Even before the recent White Paper changes, some experts suggested that Libra Coin
purchases, like similar stablecoin purchases, would entail a swap.358 Under this theory, the Libra
Coins might most intuitively be considered “mixed swaps” — options for the purchase of a
combination of securities and foreign currencies.359 The CFTC and SEC share jurisdiction over
mixed swaps and jointly determine how they should be regulated. Companies must request a
joint order from the Commissions allowing them to list, trade, and clear mixed swaps by
adhering to an amalgamation of certain CFTC regulations and certain SEC regulations.360 The
CEA definition of swap excludes contracts for future delivery of the underlying commodity.361 If
DDs exchanging ≋LBR with Libra Networks would actually be entitled to the delivery of a
basket of securities and foreign currency upon redemption, as in an ETF model, they might be
excluded from swap designation.
However, there may be an even simpler route to designating Libra Coins as derivatives
that does not require the CFTC to classify an instrument based on existing types. The CFTC and
SEC are authorized to jointly determine the status of “novel derivative products” and craft
appropriate solutions.362 In accordance with this sort of discretion, the CFTC has previously
allowed options on indexes of securities and commodities to trade on national securities
exchanges rather than derivative exchanges, and be cleared by securities clearing organizations
rather than DCOs.363 In the Libra derivatives regulation scenario, the CFTC could invite the SEC
to serve a greater role in oversight. Regardless of the eventual distribution of labor between
Commissions, regulations would likely be substantively similar, and could chill the growth of the
Libra ecosystem.364 Perhaps most importantly, if the CFTC or SEC were to regulate Libra
357
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transactions in the way they regulate other derivative transactions, they could restrict many Libra
exchanges to sophisticated platforms, thus constraining which sorts of entities could become
DDs.
Intermediary Regulation
As with securities regulation, it is not entirely clear how derivatives regulators should
approach Libra intermediaries, but we can look to the CFTC’s history and mandate for guidance.
The CFTC has the authority to mandate that certain derivative transactions be executed on
trading facilities; for instance, it requires most swaps be traded on an SEF or DCM.365 SEFs and
DCMs must establish and maintain effective oversight programs to detect and prevent
manipulation, price distortion, and settlement disruptions.366 Effectively, SEFs and DCMs must
police trading conduct on their platforms.367
If the CFTC required exchange-based VASPs to register as SEFs or equivalent
institutions, those companies would have to adopt position limitations and refrain from imposing
any “material anticompetitive burden” on trading or clearing.368 In 2017, the CFTC issued a
registration order to LedgerX LLC, granting it SEF status as a trading platform for Bitcoin
options.369 However, it also ordered LedgerX to limit access to ECPs, which are typically
regulated financial institutions or persons who have at least $10 million in investable assets.370
By contrast, compliance burdens for DCMs are comparatively minimal.371 CFTC staff perform
regular DCM audits and check compliance with trade practice surveillance, disciplinary
mechanisms, and dispute resolution programs. In either scenario, however, regulators would still
be centralizing or mitigating retail Libra usage. Wallet providers exempted from exchange
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trading might still have to register as a swap dealer (SD) or major swap participant (MSP) if
dealing above certain volume thresholds.372
Via another route, the SEC and CFTC could agree that the SEC should regulate Libra
transactions as it does options for securities or security-based swaps, triggering the SEC’s
comprehensive regulatory authority over trading of such instruments.373 The SEC currently
requires most options on securities to be traded on stock exchanges.374 In terms of regulating the
Libra project, this could mean forcing Novi and other wallet providers to develop major trading
infrastructure or move all trading to a cryptocurrency exchange registered as a national securities
exchange. Facebook and other tech companies might find this undesirable. Most importantly,
only registered Broker-Dealers may become members of a national securities exchange, meaning
that if the SEC regulated Libra transactions like security-based options, it could restrict the types
of companies that could participate in the ecosystem even further.375
Finally, the CFTC and SEC could treat Libra Networks as a securities clearing agency or
DCO. Just as the SEC has authority to mandate security-based swaps be subject to mandatory
clearing,376 the CFTC has the authority to designate certain types of derivatives for mandatory
clearing.377 Historically, the CFTC has taken the view that a CCP that clears derivatives for U.S.
persons must register as a DCO. As discussed in the Securities Regulation section, Libra
Networks may not squarely fit the existing understanding of a CCP. Although it may function as
the buyer and seller for every DD, it is not necessarily inserting itself between two other
counterparties. Rather, it is the counterparty to every creation and redemption. However, the
statutory definition of a DCO includes any entity that “arranges or provides, on a multilateral
basis, for the settlement or netting of obligations” resulting from the derivatives contracts. It
seems Libra Networks could fit this definition.378 Organizations cannot be considered DCO’s
solely because they provide for the settlement of obligations resulting from a sale of a
commodity in a spot market.379 But if ≋LBR were considered to be derivatives, then Libra
Networks would not merely be settling spot commodity transactions when it transacted in ≋LBR
with DDs.
It is worth considering that distributed ledger technology is attractive to the derivatives
industry precisely because it accomplishes similar functions to CCPs, including valuing contracts
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and facilitating custody.380 (Indeed, if the Libra project were to reach its later stages of
development, and a derivatives market arose, Libra Networks might have to be regulated as a
DCO regardless if Libra Coins were considered to be derivatives.)
The prudential requirements associated with a DCO designation can be onerous, as with a
securities clearing agency designation. For instance, a DCO must maintain sufficient financial
resources to cover its exposures with a high degree of confidence, including in the context of a
default by the clearing member to which the DCO would be most exposed in “extreme but
plausible market conditions.”381 It is not entirely clear what this might entail in the context of
Libra, but the Commissions could take advantage of their broad mandates over novel derivatives
products to impose appropriate requirements on Libra Networks.
In 2017, the CFTC granted a DCO designation to LedgerX. Because LedgerX already
planned to fully collateralize all trades and would only allow trades on its own SEF, it was
exempted from many requirements.382The CFTC could also subject Libra Networks to a tailored
approach.. Although it ostensibly backs every ≋LBR Coin 1:1:, Libra Networks bears its own
kind of credit risk in the sense that it is obligated to buy back every ≋LBR at its face value in
local currency. Libra Networks is thus subject to foreign exchange rate fluctuations, not to
mention general exposure to money markets and sovereign debt, for which yield have recently
dipped below the zero-lower-bound in many jurisdictions.383 In a stressful scenario, it might not
be able to honor redemption promises. Even if the CTFC does not designate ≋LBR as a
derivative, it needs to carefully monitor the growth of any Libra-based derivatives markets and
regulate Libra Networks as appropriate.

Banking Regulation
Despite the backlash,384 the Association is still quick to boast that Libra would help “bank
the unbanked.”385 As discussed in the Background section, the Libra project raises the familiar
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spectre of a private deposit-substitution scheme.386 Novi and other VASPs would not simply
transfer funds. Rather, they would store wallet balances unprotected by federal deposit insurance,
or any equivalent mechanism, rendering them precarious.387 By avoiding custody agreements
with depository institutions insured by the Federal Deposit Insurance Corporation (FDIC), Libra
VASPs would avoid most banking regulation, constituting a “shadow payment platform.”388 In
essence, this platform would constitute a base layer for broader shadow banking infrastructure.
Just as runs on existing shadow banks pose a threat to financial stability, so would runs on the
Libra payment system. Moreover, given the proposed complexity and scale of the project, runs
could result from the financial or operational failures of virtually any large and interconnected
participant. The Association might attempt to keep Libra Networks afloat, in the event of
disaster, the last line of defense is general corporate bankruptcy law, rather than a central bank
balance sheet.389 This is especially dangerous when distributed ledger technology is involved, as
a lack of clear transaction finality may make it difficult to determine liability if an ecosystem
participant were to become insolvent.390
Given the nature of the predicament, and the potential difficulties of classifying Libra
Coins as investment assets, some analysts have argued the Libra project should be subject to
banking regulation.391 Although the prospect of bringing Libra Networks, Novi, and Facebook
under banking and bank holding company regulation is enticing,392 regulators lack the authority
to simply designate a nonbank company, let alone an entire network of platforms like the Libra
project, as a bank. This is partially why shadow banking persists, generally. In fact, federal laws
contain several different and potentially conflicting definitions of a “bank”,393 limiting regulators
ability to constrain banking activities to institutions with banking charters.
386
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For instance, the Banking Act of 1933 classifies “banks” as institutions that take deposits
and are examined and regulated by state or federal banking authorities.394 Four provisions of this
legislation, colloquially referred to as the Glass-Steagall Act, were designed to separate banking
and commercial activities. Although they were repealed by the GLBA, two sections remain in
effect.395 Section 21 makes it illegal for an entity to accept deposits without being regulated by a
banking regulator.396 The provision has been interpreted as an “axiomatic” statement preventing
firms other than banks from issuing deposit liabilities.397 Indeed, some experts have argued that it
is a criminal offense for nonbanks to hold deposits.398
Unfortunately, however, the Glass-Steagall Act does not define “deposit”, meaning
regulators cannot easily invoke Section 21 to prevent nonbanks from engaging in general
banking activities. Even if regulators or courts were to attempt to borrow the definition of
“deposit” from another statute, there would be “no practical way forward.”399 For instance,
because the Federal Deposit Insurance Act defines a “deposit” as “money or its equivalent
received or held by a bank...”400 (emphasis added), this creates a “perfect legal circle.401 In
general, the U.S. has no general “law of deposit”,402 that could reach stablecoin balances held in
mobile wallets and easily bring DDs or wallet providers within the jurisdiction of banking
regulators.403
Despite widespread acknowledgement that definitional problems allow nonbanks to
engage in arbitrage,404 the issues remain unresolved. Banking regulators could attempt to
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promulgate rules clarifying the definitions of “bank” and “deposit”,405 but courts have generally
been unwilling to expand the scope of such statutory terms. For instance, in Board of Governors
v. Dimension Financial Corp, 406 the Supreme Court struck down a Federal Reserve Board of
Governors (Board) regulation intended to expand the Bank Holding Company Act (BHCA)
definition of “bank” to cover “nonbank banks.” The Court claimed only Congress could amend
the definitions provided by a clear statute.407 Although some critics have argued that the Court’s
formalist approach in this case ignored statutory p urpose,408 there is a pattern of similar rulings.
409

Ultimately, any attempt to expand core statutory definitions would still hinge on a
favorable ruling by a federal judge. It is incumbent upon Congress to extend deposit insurance
and banking regulation, generally, to the mobile wallet space.410 But without assistance from the
federal legislature (or FSOC), banking regulators would have to police depository institutions
participating in the Libra ecosystem based on laws that already apply to those institutions for
pre-existing reasons.411
Payments System Regulation
In the United States, the financial system consists of four core payment systems: credit
card networks, debit card networks, automated clearing house (ACH) transfers, and wire
transfers.412 Given its proposed scope and volume, the Libra system could evolve into a fifth core
system. Unfortunately, neither the Board nor any other regulator has plenary authority over
payment systems. Rather, the Board (as well as the FDIC and Office of the Comptroller of the
Currency) can regulate certain payment services only insofar as they are provided to insured
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depository institutions.413 Even in this scenario, regulators only supervise the supply of payment
services for operational risk. 414 Banking regulators may also take enforcement actions against
“institution-affiliated parties” that have engaged in knowing or reckless conduct that “caused or
is likely to cause more than a minimal financial loss to, or a significant adverse effect on, the
insured depository institution.”415
Regulators should monitor the behavior of any banks acting as DDs or providing wallet
services. They should also supervise these dealers’ interfaces with the Blockchain, although it is
unclear to what extent they would be able to examine or audit a comprehensible portion of the
ledger. Without cross-institutional cooperation, regulators would gain no general authority to
investigate Libra Networks’ books or impose prudential requirements upon it.

Macroprudential Regulation
In some ways, the Libra project epitomizes the broader potential of Big Tech companies
to enter into financial services and emerge as a new breed of “too big to fail” financial
institution;416 unprotected Libra balances could become so tethered to other financial markets that
regulators would face severe pressure to bailout Libra Networks in the event of a crisis. Even
prior to the release of White Paper 2.0, the Board warned the inability to convert global
stablecoins into domestic currency on demand (or to settle payments on time) could create credit
and liquidity dislocations throughout the economy.417
In many ways, the systemic risk created by the Libra project would flow from the
unacceptable mingling of banking and commerce. A properly regulated financial institution
would not be able to promote such unsound plans. But as it stands, the Libra project would evade
the primary barriers intended to prevent aggressive, cross-sectoral growth. Several existing
federal statutes, most prominently the BHCA, are arguably intended to prevent excessive
concentration of commercial and bank credit.418 But due in part to the definitional problems
discussed in the previous section, the BHCA regime does not accomplish this mission.
With this understanding in mind, policymakers have attempted to expand the BHCA
model of regulation and supervision to all financial institutions designated as “systemically
important”, regardless of whether or not they fit the BHCA’s statutory definition of a bank.419
413
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Most importantly, Title I of Dodd-Frank established FSOC to create collective accountability for
threats to U.S financial stability and subject any systemically important entities to consolidated
supervision and regulation by the Board.420
In December 2019, in agreement with the Board, FSOC staff asserted that if a stablecoin
were widely adopted as a means of payment, disruptions could pose systemic risk via financial
institutions exposures, operational risks, wealth effects, and confidence effects, warranting
greater regulatory scrutiny.421 FSOC should respond proportionately. More specifically, the
Treasury Secretary and 2 /3 of FSOC members should vote to designate Libra Networks as
“systemically important” and subject to heightened supervision. Based on the plan outlined in
White Paper 2.0, Libra Networks should qualify under both of the two relevant standards: (i)
“material financial distress” to Libra Networks could pose a threat to U.S. financial stability, and
(ii) the “nature, scope, size, scale, concentration, interconnectedness” of the activities performed
by Libra Networks could pose the same threat.422
Prior to a vote, FSOC would have to determine that Libra Networks would likely be
“predominantly engaged in financial activities”, meaning it would derive 85% or more of its
consolidated annual gross revenues — or 85% of its asset value  — from activities that are
deemed to be “financial in nature.”423 This list encompasses several activities that would be
conducted by Libra Networks, including the safeguarding, exchanging, and transferring of Libra
Coins.424 Accordingly, FSOC could declare that Libra Networks is systemically important, and
subject it to substantial prudential regulation as either a “systemically important financial
institution” (SIFI) or a “systemically important financial market utility” (SIFMU).425
Critics object to FSOC’s fundamental task of contemplating hypothetical scenarios
wherein a company could cause material financial distress or could pose a threat to financial
stability.426 However, there can be no doubt that FSOC was created precisely to monitor threats
on the horizon, even if their specific form is still evolving.427
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The tailored regulation that flows from SIFI and SIFMU designations could entail the
imposition of risk-based capital requirements, leverage limits, liquidity requirements, resolution
plans and credit exposure report requirements, concentration limits, and other obligations.428
Importantly, FSOC can require consolidated supervision of companies regardless of their
specific corporate form: thus, the Council could address risks posed by both parent companies
and subsidiaries in a holistic analysis.429 In certain instances, FSOC even has the authority to
determine whether the U.S. government should break a nonbank company into several smaller
companies and could exercise that authority with regard to the Libra project.430
SIFI Designation
Unfortunately, in practice, SIFI designation has not led to comprehensive supervision of
very large non bank institutions.431 To date, the Council has designated four nonbank financial
companies as SIFIs: American International Group, Inc., General Electric Capital Corporation,
Prudential Financial, Inc., and MetLife Inc. Yet none of these conglomerates remain under SIFI
designation. In March 2016, a federal district court rescinded MetLife’s SIFI designation,
claiming FSOC officials failed to appropriately consider the costs of designation to MetLife. The
election of President Donald Trump is widely considered to have prevented an appeal.432
Following the MetLife dismissal, the other SIFIS immediately and successfully demanded FSOC
rescind their designations.433
Critics have argued the MetLife court failed to sufficiently defer to FSOC’s prior
discretion and even read a non-existent cost-benefit analysis requirement into Dodd-Frank.434
FSOC amended its interpretive guidance on SIFI designation in 2019, adding a cost-benefit
requirement.435 The guidance establishes an “activities-based” approach, stressing that FSOC will
only pursue entity-specific designations “if a potential risk or threat cannot be adequately
addressed through an activities‑based approach.”436
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AFR and other organizations have argued that this new guidance was intended to “make
it unlikely that the Council will ever act to designate a nonbank financial firm even if such a firm
could impose a threat to financial stability.”437 It is important to remember, however, that the
guidance is nonbinding: FSOC retains discretion to approach SIFI designation differently.438
SIFMU Designation
While FSOC may have voluntarily diluted its power to issue SIFI designations for the
moment, SIFMU designations remain firmly in place. The Dodd-Frank Act defines an FMU as
“any person that manages or operates a multilateral system for the purpose of transferring,
clearing, or settling payments, securities, or other financial transactions among financial
institutions or between financial institutions and the person” (emphasis added).439 Given this
premise, a SIFMU designation for Libra Networks would be generally agnostic as to whether
Libra Coins are considered to be money, currency, securities, commodities, derivatives, or any
other specific financial instrument by other regulators, so long as Libra Networks could be said
to manage the Blockchain and Reserve.
In July 2012, FSOC members unanimously voted to designate eight major securities
clearing organizations as SIFMUs.440 Each of the SIFMUs, to varying degrees, provides services
or deals in products that at the time of designation did not have readily available substitutes
within their respective systems.441 In contrast to the SIFIs, all of these corporations maintain their
designations. In fact, several thinkers and politicians have argued that the designation is so useful
it should be applied to corporations that threaten the financial system even if they are not
traditionally considered to be financial firms. On August 23, 2019, Rep. Nydia Velázquez
(D-NY) and Rep. Katie Porter (D-CA) sent a letter to FSOC asking that Amazon Web Services,
Microsoft Azure, and Google Cloud be considered SIFMUs.442
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Fortunately, the Libra case is more straightforward.443 Financial analysts have argued that
FMU authority over critical payments processors seems direct, if not explicit.444 Although Libra
Networks would certainly differ from traditional payments processors, its complexity and role in
broader financial ecosystems should make it an even stronger candidate for designation than
AWS or Google Cloud.
SIFMU designation is a two-stage process.445 The first stage is largely quantitative: the
Council must preliminarily identify the FMU as systemically important based on certain
numerical factors. The second stage involves a more in-depth review, with a greater focus on
qualitative and institutional factors, including consideration of the effect that a failure or
disruption to FMU would have on “critical markets, financial institutions, or the broader
financial system.”446 Importantly for the Libra case, the Council has explicitly addressed the
process of designation for “newly formed or start-up FMUs.”447 In such cases, the Council has
indicated it would take into account available information, including estimates and projections of
volume and value of cleared or settled transactions. The Council would then consider expected
importance to the financial system, financial markets, and markets and products to be supported
by the FMU, and the type and nature of expected participants and risks to be borne by the FMU.
448
A precautionary SIFMU designation could be rescinded during annual reevaluation.449
SIFMU designation would subject Libra Networks to enhanced regulation by a “federal
supervisory agency.”450 If the SEC or CFTC were to designate Libra Networks as a clearing
agency, that commission would serve as the federal supervisory agency (primary regulator) and
the Board would serve a “back-up regulatory role”, permitting it to conduct examinations and
enforcement actions.451 If both agencies were to designate Libra Networks as a clearing agency,
the SEC and CFTC would determine which agency is the primary regulator, with the Board as
back-up regulator, and FSOC resolving any conflicts.452 If neither agency has designated Libra
Networks as a clearing agency, the Board would serve as the primary regulator.
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In any of these scenarios, the Council could direct the supervisory agency to impose
additional prudential requirements on Libra Networks, including various capital and financial
resource requirements.453 The Board could then recommend additional requirements, which
FSOC could direct the SEC or CFTC to adopt if necessary.454 Furthermore, SIFMUs are subject
to quarterly examinations and “deep-dive” reviews of information security, technology and
operations, liquidity management, audit, risk management, and special resolution planning.455
The Board’s SIFMU supervision program is administered by the FMU Supervision Committee
(FMU-SC), a multidisciplinary committee of senior supervision, payment policy, and legal staff
at the Board of Governors and Reserve Banks.456 Board examiners can assess a SIFMU for
cybersecurity risks457 and GLBA privacy compliance.458 FMUs must provide examiners with
advance notice of changes to rules, procedures, or operations that could “materially affect” the
FMU's risk level.459 Finally, the Board may authorize a Federal Reserve Bank to establish and
maintain a master account for a designated SIFMU,460 providing it with another set privileges
and responsibilities.461
On the enforcement side, the primary regulator would be empowered to respond to
violations of the above requirements by seeking civil penalties, removing insiders and other
affiliated parties from office, and prohibiting their participation in the affairs of the SIFMU.462
The Council would resolve any conflict among regulators as to enforcement actions.463 Finally,
the relevant regulators, as well as the Council, would have board rulemaking authority to carry
464
out their regulatory duties.
Some critics might worry that if FSOC determined Libra Networks to be a SIFMU, it
would have to make a similar determination for every other major payments provider. But the
Council and Board are required to differentiate among companies on an individual basis or by
category, taking into consideration any risk-related factors the Board deems appropriate.465 This
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report suggests that because of its scale and mingling of finance and commerce, Libra Networks
should be considered especially systemically important. More broadly, given that the Federal
Reserve is creating its own real-time retail system, additional regulation on behalf of users
should be welcomed.466
A more relevant concern is that FSOC designation requires ⅔ agreement of members.
SIFMU regulation might require ongoing coordination between regulators that is difficult to
achieve.467 There is a risk that an attempt to achieve coordinated regulation is unfruitful and leads
to an absence of regulation. Regulators should still affirmatively consider tackling the Libra
system jointly.
International Coordination
FSOC’s designation process is part of an international effort to identify systemically risky
firms. As part of its own mandate, the G20 FSB addresses global systemic risk determinations
and develops accompanying policy measures to limit risk.469 More importantly for our immediate
purposes, the International Organization of Securities Commissions (IOSCO) has prescribed
standards for systemically important payments systems. In 2012, IOSCO and the G10 Committee
on Payment and Settlement Systems (CPSS) released a report entitled Principles for Financial
Market Infrastructures (PFMI), which included international guidelines for mitigating credit risk,
liquidity risk, operational risk, legal risk, general business risk, custody risk, investment risk, and
systemic risk generally.470 The Board, SEC, and CFTC have already applied these principles to
SIFMUs through rulemaking.471 The BIS and IOSCO guidance predictably suggest SIFMU
designation for “global stablecoins” of systemic importance.472
It is of paramount importance that U.S. regulators continue to coordinate not just with
international organizations and Swiss regulators, but with other regulators around the globe. If it
were to reach its proposed scale, the Libra project could easily destabilize monetary and financial
468
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systems. As a first order point, experts have argued the blockchain technology used for a large
payment system would become an extremely tempting target for cyberattack and terrorism.473
But the popularity of Libra Coins themselves could have other insidious impacts. While the
Association now claims that it has always intended to “complement” local currencies rather than
replace them, those who have been following the saga know this claim is “dubious to say the
least.”474 To put it bluntly, the single-currency stablecoins are not worth anything to the
Association if users do not use them in place of the local currency.
If Libra became the de facto currency in a given economy, capital controls would no
longer be a tool available to domestic regulators. Deposit flight toward Novi or other Libra
wallets could cause leading banks to take on more risks or to contract lending to the real
economy beyond the purview of local regulators.475 Some experts anticipate that governments in
developing countries might even use Libra for government salary and transfer payments to
citizens, sacrificing long-run monetary sovereignty for short-run administrative gains.476 With
sufficient scale, Libra Networks could buy or sell enough of a particular country’s sovereign debt
to affect the ability of central banks and government agencies to conduct monetary policy.
Finally, if ≋LBR became a benchmark rate, it could also be used to affect interest rates in private
sectors.
Novi CEO David Marcus has boasted that Libra “allows the Free World of the Western
nations to preserve the influence that in my opinion is necessary to maintain a good balance in
the world.”477 Some analysts in the United States have welcomed this sort of international
development approach,478 but others have criticized Facebook for engaging in “imperialism by
stealth.”479 In general, the fintech sector has been accused of violations of monetary sovereignty,
to say nothing of violations of political sovereignty and democracy on a number of counts.480 For
instance, a project driven by former Association member Vodafone has received mounting
backlash from activists and academics alleging predatory inclusion.481 Increasingly, activists and
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thinkers in the global south are pushing back against dollarization and monetary colonialism in
all forms.482
Overall, we should expect regulation even absent U.S. involvement. But Facebook is a
U.S. company, cloaking itself in patriotism as well as cosmopolitanism, and in some sense, it is
U.S. regulators’ responsibility to meet the challenge. Moreover, while the Libra project poses
dangers to the entire world, the United States has more power to regulate it than many other
actors, especially in jurisdictions in the global south.

Conclusion
Rep. Maxine Waters has counseled that Mark Zuckerberg is “willing to step on or over
anyone”...“even our democracy...” in order for his company to profit.483 The danger with Libra is
that Facebook and a cartel of junior partners will leverage their platform power to establish a
global financial surveillance system, on the back of public monetary systems. With this danger in
mind, policymakers should not be reassured by recent changes to the White Paper. Facebook and
the Association may cloak their effort in the mantle of public service, but such maneuvers should
not deter policymakers from adopting a precautionary approach. Although the architects may
protest that regulators should refrain from stifling innovation, precaution should be the norm in
dealing with projects with global systemic reach, especially when captained by corporations with
a record of evading or flouting existing laws, just as it is the norm in other regulatory regimes,
including food and drug regulation.484 As of the publication of this report, some analysts are
suggesting that the Libra project could play a unique role in delivering faster, cheaper payments
amidst the COVID-19 pandemic.485 These remarks ignore mass surveillance and systemic risk.
They also assume that a Big Tech cartel, rather than civil society or democratically elected
governments, should deliver faster, cheaper payments to the entire world. To put it bluntly, no
one asked for the Libra project. Rep. Waters' demand for a moratorium should continue,
especially while the Association is unwilling to answer basic questions about its business model
or speak to the details of prudential regulation.
We conclude by discussing the troubling efforts of other tech companies to enter the
financial sector, reinforcing the need for legislative reform, and advocating for a public option
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for various financial services, to more accountably provide services the Association claims to
offer as a matter of goodwill.
Regardless of whether or not the Libra project succeeds, other companies are likely to
take up similar enterprises. One day after the Association released White Paper 2.0, Google
announced a partnership with Citibank to launch a debit card rivalling Apple’s joint card with
Goldman Sachs.486 In all likelihood, Google aims to integrate financial transaction data with its
existing datastores (derived from its internet search monopoly), improve ad campaigns, and
generally enhance its dominance. The other member of the “Big Four”, Amazon, already owns a
payment processing application that gives Amazon customers the ability to pay for things on
other websites with their Amazon accounts. While convenient, like Facebook social plug-ins, the
technologies significantly expand Amazon's surveillance of consumer and competitor behavior,
allowing the company to sell more ads, hawk more targeted products, and generally conquer
more of the financial services space.487 Amazon has also launched a set of "store-branded" credit
cards, issued by Synchrony Bank, which had previously allied with Amazon's brick-and-mortar
competitors.488 Signs suggest a move into full-fledged banking might be popular among existing
Amazon customers.489
It is impossible to know which mega corporation will next attempt something as
ambitious as the Libra project. But given the efforts already underway, U.S. policymakers must
confront the general threat now. To understand what is at stake, policymakers and advocates can
look not only to U.S. financial history,490 but other contemporary approaches to regulating data
aggregators engaging in shadow banking.491 For a sense of potential scale, we can look to China
for warnings: within a mere five years since its launch, Yu'ebao, the world’s largest mobile
payment platform, owned by China’s largest e-commerce company, became the world's largest
fund, with over 350 million customers and $150 billion in assets.492
The IRS and FinCEN should approach Libra according to their existing standards for
other virtual currency, without granting Facebook or the Association any special privileges. The
CFPB should extend its rules and enforcement powers to mobile wallet transactions. The FTC
should take advantage of its broad mandate to regulate unfair competition to discipline the
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prospective monopolistic business model of the project. Financial regulators must find a way to
impose prudential regulation on Libra Networks. If it becomes clear that the Libra Coins would
function like investment assets and the Libra project would operate as an investment pool, the
SEC could impose prudential regulation across the ecosystem, and constrain participation to
more sophisticated entities, which would have a significant impact on its scope. It could also
coordinate with the CFTC to achieve similar ends. Finally, FSOC could designate Libra
Networks as a SIFMU and subject the Libra ecosystem to prudential regulation by the Federal
Reserve System, as well as the SEC or CFTC.
In addition, Congress should give regulators more power and tools to prevent the dangers
posed by projects like Libra. First, legislators should constrain corporate data usage to a short list
of permissible purposes, and ban the use of data for other purposes, so that much of the
anti-competitive surveillance discussed in this report would become commercially unfruitful.493
Due to issues raised in the Banking Regulation section, legislators should also designate the
deposit-like obligations of dominant tech platforms as “deposits”, prohibiting the platforms from
issuing such obligations absent approval by banking regulators.494 Perhaps most importantly,
legislators should reestablish a bright line between the ownership of large tech companies and
the ownership of financial institutions.495 We need structural partitions between commerce and
banking, profit-driven enterprise and “money creation”,496 and platforms and payment systems.
497
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antitrust, and financial reform advocates.500
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On the surface, the increasing collapse of the distinctions between finance and
technology sectors might suggest invigorated competition. But with other tech and digital
currency companies under its umbrella, businesses like Libra would run over competitors. At
first, Libra might merely oust rival money transfer businesses, like TransferWise and Ripple, as
well as other firms in the young digital currency industry. But given the Association’s aspirations
to become global infrastructure, other finance, technology, and fintech companies would likely
eventually find themselves in Libra’s crosshairs.
Libra's public relations pitch does in fact point to problems with the existing payments
system. But the dangers of a private sector approach to this core utility function of the financial
system underscore the importance of public sector development. The U.S. government should
obviate retail demand for Libra by providing public options for real-time payments, safe
deposits, international money transfer, and other basic digital financial services.501 It should also
ensure affordable, reliable internet access for these services to work.502 This would essentially
constitute a fundamentally important, and complementary, mode of regulation.503 The Federal
Reserve Board has already taken steps down this road, by announcing the launch of FedNow, a
new interbank system to facilitate real-time payments (RTP) between businesses and consumers.
504
Like consumer advocates,505 FTC Commissioner Rohit Chopra has urged the Board to
proceed promptly, arguing that slow development has created space for the Libra project and
“attempts to bypass our banking system altogether.”506
In addition to upgrading our payments infrastructure, many central bankers, regulators,
activists, and academics have pushed for some form of public banking option.507 Interestingly,
501
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White Paper 2.0 indicates the Association's desire to integrate Libra with these systems.508
Central banks should reject this offer on systemic risk grounds alone. But just as importantly,
Big Tech’s involvement in public money development would doom any future for financial
privacy. Lest it fall victim to the same sort of criticisms as Libra, a new “digital dollar” would
need to respect the privacy of its users.509
Such respect would entail, among other things, offering digital wallets as well as bank
accounts for all, preserving the existing choice of bearer instruments that do not track user
activity (like paper Federal Reserve Notes) and registered instruments that do track user activity
(like bank deposits).510 While legal firewalls might prevent some level of abuse in an
account-based system, technical solutions are necessary. If the owner of a public centralized
ledger system, (for instance, the Federal Reserve Bank of New York) were able to access digital
dollar transaction activity at any given time, that data could be inappropriately accessed by other
governmental entities, including law enforcement.511 By contrast, within our existing monetary
system, the Federal Reserve System does not make any records of where individual Federal
Reserve Notes are at any given time; circulation is merely recorded as a single aggregate liability
on the Fed’s balance sheet titled ‘Federal Reserve Notes Outstanding.’512 A new public option for
financial services should proceed from the principle that data that is not harvested in the first
place cannot be abused. It should not ask users to choose between financial inclusion and
privacy. In order to mitigate illicit flows, policymakers could choose to only offer anonymity
under a certain threshold of holdings, as federal law does now with paper cash.513 Public sector
innovation is necessary to truly regulate the space, and privacy and public sector innovation need
not conflict.514
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