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Abstract 
Legal digital currency in recent years, has become the focus of the international financial 
markets, legal digital currency of decentralization, convenient features, has become a 
focus in the study of central Banks, which have legal electronic currency price 
fluctuations, qualitative fuzzy and lack of regulation, it also makes the electronic money 
cannot guarantee the lawful rights and interests of the holder, for the stability of 
financial markets has also caused great shock.Legal digital currency as the research 
object in this paper, with the analysis of the definition of digital currency, combined with 
the basic situation of the central bank issued digital currency, this paper discusses the 
current situation of our country legal regulation of digital currency system and the 
specific problems, and combined with the actual situation of our country, analyzes the 
legal regulation of digital currency path optimization, for our country's legal digital 
currency legal processes to provide the reference. 
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1. Introduction 

As a country with rapid Internet development, China's research on digital currency has begun 
since 2014, when the Central bank established a team on legal digital currency. By 2019, the 
Central Bank had begun to pilot legal digital currency in Shenzhen, Suzhou and other places, 
and gradually introduced legal digital currency to the market. As of 1 January 2020, the central 
bank has been basically completed the design of digital currency legal research and 
development, customization and debugging work[1], in October 2020, the central bank in 
shenzhen first to start the legal joint pilot digital currency and online red envelopes, plans to 
issue in shenzhen residents with about 10 million yuan of legal digital currency red envelopes, 
this is also the legal digital currency issued publicly for the first time[1,2].According to China's 
monetary and financial system, digital currency issued by the central bank will gradually 
replace paper currency. In the era of digital economy, legal digital currency is also the trend of 
normalization of digital currency in the future. It can be predicted that legal digital currency 
will produce important economic effects. However, at present, there are some problems in the 
supervision of legal digital currency by functional departments in China, which will have a 
negative impact on the development of digital currency. Starting from the economic effect and 
supervision mode of legal digital currency, this study explores the optimization approach of 
legal digital currency supervision, and provides reference for the legalization process of legal 
digital currency in China. 
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2. Supervision Status of China's Legal Digital Currency 

First of all, China lacks a sufficiently complete regulatory system for legal digital currency. At 
present, it only relies on policy documents issued by competent authorities, without 
corresponding laws and regulations as support. Second, the traditional pattern of "one party 
and two sessions" dominated by the central bank still exists, and the main functional 
departments of legal digital currency supervision have not fundamentally changed. Finally, the 
way of supervision still stays within the scope of compulsory knowledge by the government, 
lacking sufficient freedom. 
In February 2020, the People's Bank of China issued the Technical Security Standards for 
Financial Distributed Ledgers, which made comprehensive and special provisions on consumer 
privacy protection and improved the policies and regulations on consumer privacy 
protection[3].In the financial distribution ledger system, the identity of a natural person can be 
defined or the activities of a natural person can be determined through information, which can 
be regarded as private information, such as accounts, identities, transactions, etc. In the 
distributed ledger system, the personal identity information and property information of all 
parties reflect the activities of specific natural persons. And legal digital currency should have 
a strong privacy. On the premise of ensuring the security of legal digital currency, it is necessary 
to strengthen the protection of consumers' personal privacy, and restrict the access to 
information, content and related information of legal digital currency. For China's legal digital 
currency, the regulatory authorities can also adopt the "supervision sandbox" approach, adopt 
a flexible management system, and increase the technical means of supervision[4]. 

3. Analysis of Problems in China's Digital Currency Regulatory System 

3.1. Take Strict Control as the Goal and Ignore the Value of Financial 
Innovation 

The encryption technology of legal digital currency can solve the security problem of data 
transmission, but it also needs stricter control. First of all, the transaction of fiat digital currency 
is completely conducted online without bank settlement, and the transfer of funds can be 
completed even when both parties are offline, which makes the transaction of fiat digital 
currency highly concealed, thus becoming the main way to evade regulation. Secondly, 
according to the requirements of the "provisions on anti-money-laundering by financial 
institutions, financial institutions and non-financial institutions have the obligation of anti-
money laundering[5], but on the premise of legal digital currency circulation, the obligation of 
anti-money laundering supervision main body will change, because the legal digital currency 
may not rely on any financial institutions, this will make the obligation of anti-money 
laundering supervision main body is missing, could make criminals try to evade regulation, the 
accuracy of the regulation and puts forward a more strict technical requirements. 

3.2. Based on Policy Documents, Lack of Formed Regulatory Norms 
There are two main aspects to the issue of fiat digital currency. First, there is no legal digital 
currency issuer under the current law. However, the law requires the People's Bank of China to 
exercise its right to issue renminbi. When it comes to legal digital currency as currency, the legal 
issuer must also be the People's Bank of China; Secondly, the current laws on the issuing and 
manufacturing mode of money are more suitable for traditional solid money, but lack sufficient 
adaptability for legal tender. The nature of fiat digital currency is numbers. It uses a string of 
encrypted and processed strings to represent individual funds. Its issuance and circulation are 
highly digital and relatively dependent on the Internet. Legal digital currency and, therefore, 
there are big differences in traditional physical currency, but at present our country's laws and 
regulations are about money for real money, which is the biggest problem right now for legal 
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digital currency issuance comprehensive problems, and as legal digital currency issuer's central 
bank didn't have the power to make laws, also caused the legal digital currency's lack of legal 
basis. 

3.3. It is Dominated by Administrative Supervision and Lacks the Participation 
of Social Forces 

Due to legal digital currency is high-tech product, its distribution and circulation have a certain 
degree of complex, need professional knowledge background, and the competent authorities 
for the lack of knowledge, also caused the lack of strength of administrative supervision, in 
theory, the legal department in charge of leading electronic currency should be[6], through self-
discipline, as well as the combination of public participation, formed diversified supervision 
forms, especially legal digital currency still has a currency attribute, insiders of banking 
financial institutions will need to actively participate in the management and supervision in the 
process. And legal digital currency in the actual execution of the regulation in our country, due 
to historical reasons, give priority to with the central bank's traditional pattern of "one line and 
two" still exists, and on the market for the legal regulation of digital currency, is mainly 
composed of Internet financial risks rectification work leading group (hereinafter referred to 
as the "gold leading group") as the leading factor[7], led the local leading group established 
regulatory, legal digital currency of each region respectively regulation, but this method of 
regulation, or a continuation of previous mandatory measures, it will make the legal digital 
currency deviated from the original development direction, the department in charge of too 
much emphasis on the administrative ability, It will make the legal digital currency lose its 
inherent innovation ability, so that the development of China's legal digital currency lags behind 
and loses its competitiveness. 

4. Countermeasures and Suggestions for Optimizing the Regulatory Path 
of China's Legal Digital Currency 

4.1. Clear Regulatory Objectives and Improve the Innovation of Regulation 
When the central bank issues legal digital currency, it also establishes the fundamental purpose 
of its supervision, which is to ensure the reasonable and legal development of legal digital 
currency and promote China's financial market into a new stage of development. But, our 
country current law government, digital currency for legal regulation and regulatory thinking 
is still in its infancy, that is to say, for legal digital currency, national policy guidance and 
regulation purpose, still stay on phase of risk aversion, this concept does not match with the 
current international market development, the traditional "one size fits all" regulatory mode[8], 
can avoid risk, but also violated the potential financial platform, so that they lost the right to 
participate. China's legal digital currency needs to be consistent with the international level, 
and the relationship between risk and opportunity, regulation and innovation is more 
necessary to promote the development of RMB internationalization. Regulators need to find the 
innovation capability contained in legal digital currency from risks, and fully ensure that legal 
digital currency can be reasonably innovated. It can be seen that the regulatory system of legal 
digital currency needs to strictly follow the "inclusive and prudent" approach. On the premise 
that laws and regulations allow, regulatory authorities need to provide some room for error 
tolerance for legal digital currency. 

4.2. Improve the Regulatory Basis to Achieve Regulatory Certainty 
The operation and promotion of legal digital currency needs the support of a sound legal system. 
In order to stabilize the financial system and promote the healthy development of national 
economy in the operation of digital currency, the legal status of digital currency should be 
established through laws and regulations. Relevant laws and regulations, such as The Law of 
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the People's Bank of China and the Regulations of the People's Republic of China on THE 
Administration of RMB, are needed in order to fundamentally establish the legislative power of 
digital currency and clarify issuing institutions, methods and regulations. Secondly, the 
regulatory framework should be established in legal form, new regulatory methods should be 
re-established on the basis of traditional regulatory methods, and a series of laws and 
regulations should be formulated[9,10]. 

4.3. Expand the Subject of Supervision and Build the Diversification of 
Supervision 

The development of legal digital currency is not simply the development of monetary system. 
The technological power behind it involves different levels such as blockchain and financial 
distributed ledger technology, and the government's regulatory thinking also needs to start 
from science and technology. As a representative of Internet finance, the sharing mechanism 
created by blockchain can become a new direction for the development of government 
supervision. Through information sharing and mechanism innovation among departments, the 
supervision of legal digital currency will be brought into a new stage of development. On the 
premise of maintaining the core position of administrative supervision, the original single-line 
supervision mode can be developed into a cross-department shared supervision mode, which 
also provides a new idea for the supervision of legal digital currency. 

5. Conclusion 

Since October 2020, the central bank of China has first started the public issuance of legal digital 
currency in Shenzhen. According to China's monetary and financial system, the digital currency 
issued by the central bank will gradually replace the paper currency [11].As the development 
of legal digital currency has entered the fast track. In recent years, legal digital currency has 
become the focus of the international financial market, legal digital currency has the 
characteristics of decentralization, convenient, has become the focus of the central bank 
research, and legal electronic currency with price fluctuations, qualitative ambiguity and lack 
of regulation, which also makes electronic currency holders cannot guarantee their legitimate 
rights and interests, for the stability of the financial market also caused a great impact. The legal 
digital currency as the research object, with the premise of analysis of digital currency 
definition, combined with the basic situation of the actual situation in our country, pointed out 
that the regulation disregard the value of financial innovation, lack of formed regulatory norms, 
lack of social forces, and put forward the innovation of improve regulation, realize regulatory 
certainty, build regulatory diversified path optimization way, for the legal digital currency 
legalization process provide reference. 
Due to the problem of personal ability level, the issuance and supervision of legal digital 
currency has not been studied thoroughly studied, insufficient and one-sided situation, will 
continue towards the legal digital currency and Internet financial development system analysis 
and optimization direction, in order to improve their own research, provide more valuable 
reference for the society. 
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