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ABSTRACT

Central Bank Digital Currencies (CBDCs) present a significant innovation in the world of monetary systems, bringing
potential advantages for monetary policy but also posing challenges for central banks and financial stability. This
study investigates how CBDCs impact traditional monetary policy tools, focusing on their effects on bank deposits,
reserves, and the wider economy, while examining aspects like financial inclusion, cross-border transactions, and
data-driven policymaking.

CBDCs, being digital currencies backed by the government, can promote financial inclusion by bringing unbanked
populations into the financial system, reducing the reliance on cash, and enabling transparent, real-time transactions.
They also enhance cross-border payments through quicker and less costly settlements and provide central banks with
real-time data to make more informed policy decisions.

However, CBDCs could disrupt the traditional banking sector by reducing bank deposits, potentially weakening the
lending capacity of banks and threatening financial stability, especially during crises. Additional challenges include
privacy concerns related to transaction monitoring, as well as cybersecurity risks and possible system failures that
need careful consideration during CBDC implementation.

The study emphasizes the need for a cautious and phased approach in implementing CBDCs, with features that
mitigate risks, such as limiting individual holdings and starting with non-interest-bearing versions. Regulatory
alignment and international cooperation are crucial to harmonize cross-border CBDC systems and manage issues like
currency competition and volatile capital flows. With well-thought-out design and global collaboration, CBDCs could
support modern central banking, offering new tools to tackle current economic challenges and build a more inclusive
and stable financial system.

Keywords: Central Bank Digital Currencies (CBDCs), monetary policy, financial inclusion, cross-border
transactions, digital currency, financial stability, monetary tools, central banking innovation, cashless economy.

INTRODUCTION:

The Central Bank Digital Currencies (CBDCs) are digital versions of the official currency of a nation issued by the
central bank. Central Bank Digital Currencies (CBDCs) signify a revolutionary advancement in the financial world,
designed as a digital form of central bank money accessible to the public. The key motive of digital transactions is to
replace cash, central banks worldwide are exploring CBDCs to keep pace with these shifts, ensuring their relevance
in a digital economy.
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China and Sweden are pioneering Central Bank Digital Currency (CBDC) trials with distinct approaches that offer
insights into the future of digital money. China’s digital yuan (e-CNY) aims to modernize payments, reduce cash use,
and boost the yuan’s international presence, while Sweden’s e-krona project seeks to ensure access to central bank
money in a nearly cashless society. These projects highlight differing priorities—China’s focus on financial
modernization and global influence versus Sweden’s emphasis on monetary sovereignty. Other nations are observing
these trials to weigh CBDCs' potential benefits and challenges for their own economies.

The implementation of CBDCs may significantly impact monetary policy. Central banks might acquire more
powerful instruments to regulate the money supply and influence interest rates. Additionally, by reaching businesses
and consumers directly, CBDCs may enhance the transmission of monetary policy. Furthermore, CBDCs have the
potential to improve financial stability. They might reduce reliance on private digital currencies, allowing central
banks to keep control of the financial system.

While CBDCs offer promising benefits, they also come with significant challenges that require careful consideration.
One key issue is privacy. Since CBDCs could allow central banks to track individual transactions more easily than
cash, it raises concerns about government surveillance. Balancing privacy with the need to prevent illegal activities
is a challenge that needs careful attention. Technology is another risk, as CBDCs rely on digital systems that could
be vulnerable to cyber-attacks or technical failures, requiring strong cybersecurity investments.

Moreover, CBDCs could affect traditional banking. If people and businesses choose to use CBDCs instead of keeping
money in banks, it might reduce the amount of money available for lending, potentially disrupting the banking system
and affecting the economy. Ongoing research will be vital in understanding how CBDCs can shape the future of
digital money while maintaining financial security and stability.

Balancing these benefits and risks will be crucial for their successful implementation. This research explores how
CBDCs can modify monetary policy while balancing benefits and potential risk to the financial system.

RESEARCH OBJECTIVE:

This study aims to Investigate the impact of central bank digital currencies on monetary policy, with a focus on
understanding how CBDCs influence key monetary tools, financial stability, and economic growth. Specially this
study aims to:

1. Evaluate the benefits and challenges of CBDCs for central banks in achieving monetary policy goals.

2. Evaluate how CBDCs might influence the bank deposits and bank reserves of CBDCs for central banks in
achieving monetary policy goals.

3. To examine how Central Bank Digital Currencies affect traditional tools of monetary policy, such as interest
rates and reserve requirements.

4. To explore the potential advantages of CBDCs for boosting financial inclusion, facilitating real-time
transactions, and increasing transparency in order to improve the effectiveness of monetary policy.

5. To examine how CBDCs might change central banks' control over the money supply.

6. Evaluate the broader economic effects of CBDCs on financial stability

7. Assess and compare the impacts of retail and wholesale CBDCs, focusing on public-access retail CBDCs and
their interest and non-interest options.

8. Explore CBDCs' impact on international monetary policy coordination regarding cross-border transactions.
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SCOPE OF THE STUDY:

This study will examine the different types of CBDCs, focusing on retail versions available to the public and
exploring both interest-bearing and non-interest-bearing designs. It will analyze how CBDCs affect core monetary
policy channels like interest rates, bank lending, and exchange rates, as well as their broader effects on the financial
environment, including bank reserves and deposit levels, especially during economic downturns. Additionally, the
study will address challenges CBDCs may pose for central banks, such as changes in liquidity needs, risks of deposit
flight, and potential impacts on monetary control.

LITERATURE REVIEW:
1. CBDC and Monetary Policy Transmission:

Das et al. (2023): Central Bank Digital Currencies (CBDCs) could make monetary policy more effective by
increasing competition for deposits, affecting interest rates, and possibly improving financial inclusion. These
changes could strengthen how interest rates and asset prices influence the economy, and banks may benefit from
more funding options, which could also boost lending. However, the introduction of CBDCs might also lead to stricter
financial conditions, as banks may face more competition for funding.

2. Deposit Market and Bank Liquidity:

Hemingway (2023): Explains that CBDCs could challenge traditional banking by offering an alternative to bank
deposits, increasing liquidity risk for banks. The model suggests that banks might depend more on central bank
facilities to manage liquidity, especially during shocks. This could affect deposit rates and change how policy rate
adjustments impact banks' funding costs, influencing monetary policy through the deposit market.

3. Design Choices and Implications:

The European Central Bank's (ECB) 2023: This paper discusses how the design of CBDCs, such as whether they
offer interest or have limits on holdings, can affect monetary policy. For example, a CBDC without interest and
withholding limits could help prevent large withdrawals, which would reduce disruptions to monetary policy. The
paper also mentions that introducing a retail CBDC might require central banks to adjust the amount of reserves they
provide to manage any changes in liquidity in the banking sector.

4.Liquidity Risk and Bank Stability:

Hemingway (2023): Notes that the increased liquidity risk from CBDCs could create volatility in bank funding,
particularly during financial stress. In response, banks might adjust their deposit rates or increase their liquidity
buffers, which could alter the central bank’s ability to steer the economy effectively through traditional tools like
interest rates.

5. Long-Term Effects on Monetary Anchoring:

Das et al. (2023): States that CBDCs could serve as a monetary anchor, especially as cash use declines. This anchor
could reinforce public trust in digital money and the central bank's role in stabilizing the economy. indicate that
CBDCs could act as a stabilizing factor, maintaining the convertibility between private and central bank money,
particularly in economies where cash is increasingly marginalized.
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METHODOLOGY:

Research Design:

This study adopts a qualitative research design to assess the impact of Central Bank Digital Currencies (CBDCs) on
various aspects of monetary policy. Through a structured literature review, the study evaluates the potential benefits
and challenges that CBDCs present to central banks in achieving monetary policy goals, managing bank deposits and
reserves, influencing traditional policy tools, and enhancing financial inclusion. By examining these key areas, the
study aims to provide a comprehensive analysis of CBDCs' potential impact on central banking operations and
broader economic stability.

Data Collection Methods:

The research relies on secondary data collection methods, drawing information from academic journals, industry
reports, central bank publications, and reputable online resources. This data provides insights into how CBDCs are
being considered globally as potential tools for enhancing financial stability, improving real-time transactions, and
increasing transparency. Additionally, case studies from countries experimenting with retail and wholesale CBDCs
are reviewed to provide real-world perspectives on the implications of both interest and non-interest-bearing options.

Data Analysis Techniques:

Data analysis involves both content analysis and comparative evaluation. Content analysis is used to systematically
organize and interpret information on the ways CBDCs may influence traditional monetary policy tools, such as
interest rates and reserve requirements, and affect central banks’ control over the money supply. Comparative
evaluation is employed to assess the distinct impacts of retail and wholesale CBDCs, with a particular focus on the
unique benefits and challenges of public-access retail CBDCs. The analysis further considers the effects of CBDCs
on international monetary policy coordination in the context of cross-border transactions, as well as potential risks
and benefits to financial stability.

Study Scope:

The study takes a global perspective, examining how CBDC initiatives from various countries might shape central
banks' approach to monetary policy and financial stability. It considers examples from both developed and emerging
economies, incorporating diverse experiences to provide a holistic view of CBDCs' potential as transformative tools
in global finance.

By structuring the methodology around these objectives, this research aims to build a cohesive framework for
understanding how CBDCs could reshape central banking and contribute to the future effectiveness of monetary
policy.

ANALYSIS:

Central Bank Digital Currencies (CBDCs) are digital forms of money created and controlled by central banks. They
could bring several benefits, like making money more secure and easier to access, but they could also introduce new
challenges for banks and the financial system. As more countries explore the idea of CBDCs, it's important to
understand how they might affect monetary policy, which is how central banks control things like interest rates,
inflation, and overall economic stability.
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Benefits of CBDCs for central banks in achieving monetary policy:

1.Enhanced Control Over Money Supply and Interest Rates:

CBDC:s let central banks track money movements in real time, so they can adjust how much money is in the system
more precisely. This can help central banks influence how much people save or spend, making interest rate changes
more effective.

CBDCs could change how banks react to changes in interest rates set by the central bank. Normally, the central bank
affects the economy by raising or lowering interest rates. But with CBDCs, people might move their money from
regular bank accounts to CBDCs because they feel they are safer. To stop this, banks might offer higher interest rates
on deposits, which could make central bank rate changes have a bigger impact.

Example: If the central bank’s rate is 1%, and banks offer 1.5% to attract depositors, people might still prefer CBDCs
for safety. In response, banks may raise deposit rates to 2% to keep customers, making central bank interest rate
changes more effective in influencing how people spend and save.

Policy Rate (%) Deposit rate without CBDC (%) | Deposit rate with CBDC (%)
0.5 0.8 1.0
1.0 1.2 1.5
1.5 1.6 2.0
2.0 2.1 2.5

2. Increased Financial Inclusion:

CBDCs can make it easier for people without bank accounts to use digital financial services, so more people are
included in the financial system. With more people using digital currency, central banks have a bigger impact when
they make policy changes.

CBDCs could make financial services easier for people without traditional bank accounts, especially in areas where
many are unbanked. They could also encourage the use of local currencies, rather than foreign ones like the U.S.
dollar, strengthening the local economy and giving the central bank better control over economic activity.

Example: A CBDC stored in a digital wallet could allow people without bank accounts to make payments, boosting
financial inclusion and helping the central bank influence the economy more effectively.

Year Unbanked  Population | Banked Population (%) | CBDC Adoption
(%) (Millions)

2024 20 80 10

2025 17 83 15

2026 15 85 20

2027 13 87 25

3. Enhanced Data Collection for Economic Insights:
CBDC:s provide central banks with real-time information on spending patterns, helping them understand the economy
better. This data helps central banks make more accurate and timely policy adjustments.

4. Reduction in Cash Dependency:
CBDCs can reduce the need for cash, which saves money on printing and distribution costs. With less cash in
circulation, it's easier for central banks to manage economic policies and reduce informal (cash-only) transactions.
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5. Improved Stability and Security in Payments:

CBDC:s offer a safe, government-backed digital option, helping people avoid private digital currencies that may be
unstable or unregulated. In times of financial uncertainty, CBDCs can give people a stable alternative, which can
boost confidence in the economy.

6. Enhanced Cross-Border Payment Efficiency:
CBDCs can make international payments quicker and more affordable, which helps with global trade and makes
monetary policy more effective worldwide. This also reduces dependence on foreign currency reserves.

7. Enhanced Monetary Policy Tools:

With CBDCs, central banks could use new tools, like setting different interest rates for digital savings, to influence
how people spend and save. This gives central banks more flexibility to encourage or discourage certain economic
behaviours directly.

Challenges of CBDC:s for central banks in achieving monetary policy goals:

With the widespread use of CBDCs, central banks pose several challenges that could complicate how central banks
achieve their monetary policy objectives. These challenges include:

1. Effects on Banks and Lending:

If people prefer holding money in CBDCs instead of bank accounts, banks might have less money available for
lending. Since banks earn money from lending, this reduction in deposits could lower their earnings, affecting their
overall stability and performance. This would impact how money circulates in the economy, which is a key area for
central banks control through monetary policy.

Example: If people start moving their money into CBDCs, banks might have fewer deposits to lend out, making it
harder for them to earn profits. This could affect their ability to offer loans or pay interest on deposits.

2. Interest Rate Challenges:

Offering interest on CBDCs could disrupt the current system of interest rate transmission.In tough economic times,
central banks often lower interest rates to encourage spending. They may even set negative rates, where people are
charged for saving money in banks. However, CBDCs could make this harder. If CBDCs don’t offer interest, people
might prefer them over banks to avoid negative rates, making it difficult for the central bank to use this tool to boost
spending.

Example: If the central bank lowers interest rates during a slow economy, people might avoid banks and hold their
money in non-interest-bearing CBDCs, making it harder for the central bank to encourage spending.

3. Liquidity Challenges for Banks:

Liquidity means a bank’s ability to quickly access cash to meet its needs. If many people switch from bank deposits
to CBDC:s, banks could face cash shortages, especially in tough times. Banks need deposits to fund loans, and if these
decrease, they may struggle to operate smoothly. To manage this, banks may need to borrow money from other banks
or the central bank, which could increase their costs.

Example: If a crisis leads to 10% of bank deposits moving to CBDCs, banks might face cash shortages and need to
borrow from the central bank or other banks, which could raise interest rates. The central bank may need to step in
to stabilize the system.
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4. Cybersecurity and Operational Challenges:

Being digital, CBDCs face risks of cyberattacks and system failures, which could hinder central banks’ ability to
maintain economic stability. Establishing a secure, reliable CBDC system is essential to build public trust and prevent
significant risks.

5. Exchange Rate and Cross-Border Concerns:
CBDCs could make cross-border transactions easier, potentially leading to greater currency fluctuations and affecting
capital flow. This would make it harder for central banks to keep exchange rates steady.

6. Privacy vs. Surveillance:

While CBDCs allow central banks to track detailed transaction data, which can aid policy decisions, finding a balance
between useful data insights and respecting individual privacy is critical. Without privacy, public adoption of CBDCs
may be low.

7. Policy and Regulatory Complexity:
Introducing CBDCs requires creating new systems, rules, and regulations. Central banks would need to manage both
traditional and digital currencies, which makes executing and communicating policy more complex.

8. Crisis Management Expectations:

CBDCs might make it easier for central banks to implement direct payments to the public, for instance. However,
this could lead to expectations of more frequent interventions, which may undermine central bank independence and
credibility.

9. Risk of Money Moving Out of Banks:

CBDC:s pose a risk of people moving their money from bank accounts to CBDCs, especially during crises. This
“deposit flight” could harm banks, as they rely on deposits for their operations. If this happens on a large scale, it
could destabilize the banking system, requiring the central bank to step in and provide support.

Example: During a recession, people might withdraw money from banks and move it to CBDCs for safety. If even
5% of deposits leave, banks may raise interest rates to bring customers back, and the central bank may need to lend
money to prevent a shortage of funds.

Bank Deposits and Reserves:

Bank reserves and deposits are key parts of how banks work. Bank reserves are the money banks keep on hand to
make sure they can handle withdrawals and transactions. Banks are required to hold a certain number of reserves,
known as required reserves, and any extra reserves are called excess reserves.

Bank deposits are the money customers put into their accounts, which banks then use to make loans. Through a
system called fractional reserve banking, banks only keep a small portion of deposits as reserves and lend out the
rest, which helps create more money in the economy. Central banks control how much money banks hold in reserves
by setting interest rates and reserve requirements, affecting how much money banks can lend and how the economy
grows.

As digital currencies issued by central banks, could alter the structure of the financial system by shifting the way
banks handle reserves, affecting their deposit base, and influencing lending practices. Some of the impact of CBDCs
on Bank Deposits and Bank Reserves are:

1. Impact on Bank Deposits
a) Fewer Bank Deposits: If the public can hold CBDCs directly, they may move funds from banks to the central
bank, seeing it as a safer option. This would reduce the banks' deposit base.
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b) Loss of Main Funding: Banks losing deposits to CBDCs may need to rely more on expensive funding sources,
like wholesale funding or short-term borrowing.

c) Higher Deposit Rates: If CBDCs offer interest, they could become a more attractive savings option, pushing
banks to raise their deposit rates to keep customers.

2. Impact on Bank Reserves
a) More Demand for Reserve: With fewer deposits, banks might need to hold more central bank reserves to meet
liquidity rules, affecting how reserves are managed.
b) Adjusted Reserve Rules: Central banks might lower reserve requirements to ease banks' liquidity needs.
c) Changes in Monetary Policy: CBDCs could shift how monetary policy impacts the economy, as central banks
may need to set CBDC interest rates to directly influence spending and borrowing.

To adapt, banks and central banks may need new strategies and regulations to avoid disruption. How much impact
CBDCs have will depend on factors like public adoption, CBDC design, and regulatory adjustments.

Impact of Central Bank Digital Currencies (CBDCs) on Traditional Monetary Policy Tools:

The introduction of Central Bank Digital Currencies (CBDCs) could change how central banks manage the economy.
Traditional tools like interest rates, reserve requirements, and open market operations (OMO) could face new
challenges but also opportunities with the rise of digital currency.

1.Interest Rates:

CBDCs allow central banks to control interest rates more easily. They could set different rates for digital currency
deposits, even using negative rates to encourage or discourage saving and spending, making monetary policy more
effective.

2. Reserve Requirements:

Reserve requirements are the minimum funds banks must hold. With CBDCs, banks can hold digital currency
reserves, reducing the need for traditional money. Central banks can adjust these requirements to manage the
economy and control inflation better.

3. Open Market Operations (OMO):

Central banks usually buy or sell bonds to control money supply. With CBDCs, they can directly manage the money
supply by exchanging digital currency with banks, making policy actions quicker and more effective.

Comparison of Traditional Tools vs. CBDC-influenced Tools

Monetary Policy Tool | Traditional Role CBDC Impact

CBDCs can enable differential

Interest Rate Set by central banks to influence borrowing | rates on digital currency deposits,
and saving enhancing control over savings
behaviour.

Reserve Requirements | Minimum reserves are required for banks to | CBDCs reduce the need for
manage liquidity traditional ~ reserves,  giving
central banks more control.
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Open Market Operation
(OMO)

Buying/selling bonds to control money
supply

CBDC:s let central banks directly
control money supply by trading
digital currency.

Discount Rate

Interest rate banks pay to borrow from central
banks

CBDCs give central banks more
control to adjust borrowing costs.

rates

Statutory Liquidity | Banks must hold a certain percentage of their | CBDCs could reduce reliance on
Ratio (SLR) assets in liquid form traditional assets, giving more
flexibility to central banks.
Repo rate Rate at which commercial banks borrow | CBDCs can allow more precise
from the central bank adjustments to borrowing costs
for banks, influencing liquidity
more directly.
Capital Controls Controlling money flow to manage exchange | CBDCs improve tracking and

control over capital flows.

Reserve Requirements

Minimum reserves are required for banks to
manage liquidity

CBDCs reduce the need for
traditional ~ reserves,  giving

central banks more control.

Retail and Wholesale CBDCs:
Central Bank Digital Currencies (CBDCs) come in two main types: Retail and Wholesale.

Retail CBDCs are for the general public, acting as digital cash for everyday use, enhancing access to digital payments,
and potentially influencing saving and spending.

Wholesale CBDCs are for financial institutions to facilitate large-scale transactions, improving speed, reducing
settlement risks, and strengthening monetary policy. Retail CBDCs focus on public use, while wholesale CBDCs
enhance institutional efficiency and stability.

Features Retail CBDCs Wholesale CBDCs

Target Users General public (individuals and | Financial institutions (e.g., banks,
businesses) payment providers)

Purpose Digital cash for everyday | Large-scale, high-value interbank
transactions transactions

Monetary Policy Impact Can influence spending and | Improves  monetary  policy
saving behaviour (if interest- | transmission indirectly
bearing)

Financial Stability Impact Minimal effect on banking | Enhances system stability by
stability, but can reduce cash | reducing settlement risks
dependency
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Transaction Speed Moderate, supports daily | High, speeds wup interbank
payments settlements

Risk of Disintermediation Possible if interest-bearing, as it | Low, since it only affects
could reduce bank deposits interbank transactions

Benefits Increases financial inclusion, | Increases efficiency, reduces
reduces cash reliance costs, and enhances security in

banking operations

Retail and wholesale CBDCs have distinct impacts on the monetary system and broader economy
Public-Access Retail CBDCs (Interest-Bearing):

Interest-bearing retail CBDCs offer a significant shift in the financial landscape by directly competing with
commercial bank deposits. By providing interest, these CBDCs attract funds from individuals and businesses,
potentially reducing the deposit base of commercial banks—a phenomenon known as disintermediation. This shift
could weaken banks' ability to lend and generate profits. On the other hand, interest-bearing CBDCs enhance the
transmission of monetary policy by enabling central banks to influence savings and consumption more directly
through adjustable interest rates, making monetary interventions more effective. However, these CBDCs pose risks
to financial stability, as they could trigger rapid fund withdrawals during financial crises (e.g., bank runs), leading to
destabilization within the banking sector.

Public-Access Retail CBDCs (Non-Interest-Bearing):

Non-interest-bearing retail CBDCs operate more like digital cash, providing access to central bank money without
competing with bank deposits for interest. This limits their impact on the banking system, making them less disruptive
than their interest-bearing counterparts. However, they are also less effective in improving monetary policy
transmission, as they do not incentivize changes in saving or spending behaviours. While these CBDCs pose a lower
threat to financial stability, they still carry some risk of deposit flight during crises, as individuals may perceive them
as a safer store of value compared to bank deposits.

Impacts of Wholesale CBDCs:

Wholesale CBDCs, designed for interbank transactions, primarily enhance operational efficiency and stability in the
financial system. By enabling faster and more secure settlements between banks, they reduce systemic risks
associated with payment delays and default. Additionally, wholesale CBDCs strengthen the central bank's ability to
manage liquidity and oversee the financial system more effectively. Unlike retail CBDCs, their impact on public
monetary policy behaviour is limited, as they operate primarily within the interbank domain rather than directly
involving households and businesses.
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Impact Comparison of CBDC Types
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The graph compares three types of CBDCs: interest-bearing retail, non-interest-bearing retail, and wholesale based
on their effects:

1. Banking System Impact: Interest-bearing retail CBDCs affect banks the most because they compete with bank
deposits. Wholesale CBDCs have the smallest impact since they are only used between banks.

2. Monetary Policy Effectiveness: Interest-bearing retail CBDCs are the most useful for monetary policy as their
adjustable interest rates can influence savings and spending. Non-interest-bearing and wholesale CBDCs are less
effective in this area.

3. Financial Stability Risk: Interest-bearing retail CBDCs carry the highest risk to financial stability, as they can
lead to bank runs during crises. Non-interest-bearing and wholesale CBDCs are safer.

This shows the balance between effectiveness and stability for each type of CBDC.
CBDCs and Their Impact on International Monetary Policy Coordination.

Central Bank Digital Currencies (CBDCs) are reshaping cross-border transactions, offering benefits such as reduced
costs, faster settlements, and increased transparency. This transformation has significant implications for international
monetary policy coordination.

Positive Impacts on Cross-Border Transactions

* Efficiency and Transparency: CBDCs streamline transactions by eliminating intermediaries, reducing costs, and
enabling real-time settlements. These improvements foster financial stability and encourage aligned monetary
policies.

* Currency Competition: CBDCs could challenge dominant reserve currencies, promoting bilateral trade in local
currencies and shifting policy focus to managing exchange rate volatility.

* Regulatory Harmonization: Real-time data from CBDCs enhances financial oversight and encourages unified global
regulatory frameworks.
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Challenges

* Currency Overpowering: A widely used CBDC (e.g., China’s digital yuan) could overshadow smaller currencies,
causing economic challenges in some countries.

* Quick Money Movement Risks: Instant transfers could lead to rapid capital outflows during economic crises.

¢ Lack of Common Standards: Different CBDC designs might make it hard for systems to work together globally.
CBDCs can improve international transactions and encourage countries to coordinate better on policies, but they also
bring risks. To succeed, nations need to cooperate on technology and regulations, ensuring CBDCs benefit everyone
while managing potential downsides.

FINDINGS & SUGGESTIONS:
Findings:

1. Strengthened Monetary Policy Transmission: CBDCs empower central banks to directly influence consumer
and business financial behaviour, enhancing the effectiveness of interest rate adjustments and overall monetary
policy.

2. Direct Public Access and Faster Policy Implementation: Unlike traditional bank deposits or cash, CBDCs
enable central banks to reach consumers directly, allowing for quicker responses to policy changes, particularly
during economic stress.

3. Increased Control Over Money Supply: CBDCs offer central banks greater control over the money supply,
serving as a potential supplement or alternative to cash and reducing reliance on commercial banks for policy
implementation.

4. Liquidity Risks to Banks: A significant challenge posed by CBDCs is the potential for deposit outflows from
commercial banks, especially during financial uncertainty. This could force banks to raise deposit rates to retain
customers, increasing their funding costs and potentially destabilizing the banking sector.

5. Balancing Privacy and Security: Implementing CBDCs comes with regulatory and technical challenges
related to ensuring privacy, ease of use, and cybersecurity, which must be carefully balanced to gain public
trust.

6. Operational and Financial Stability Concerns: CBDCs introduce financial stability risks due to potential
shifts in deposit bases, requiring central banks to integrate them thoughtfully into the existing financial
framework.

Suggestions:
1. Adopt a Phased Implementation Approach: Central banks should begin with pilot programs with limited
scope and set caps on individual CBDC holdings to assess the impact on liquidity and interbank markets before

a full-scale rollout.

2. Initial Non-Interest-Bearing Design: Launch CBDCs as non-interest-bearing assets initially to avoid
incentivizing mass shifts from commercial bank deposits, thereby preserving financial stability.

3. Complementary Role: Position CBDCs as complements, not substitutes, for traditional bank deposits to
maintain bank stability and minimize disruptions.
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4. Design Features to Mitigate Risks: Include features such as caps on individual holdings to prevent excessive
accumulation and avoid destabilizing effects on the banking system.

5. Enhanced Cybersecurity Measures: Prioritize the establishment of robust cybersecurity protocols and
reliable digital infrastructure to safeguard against cyber-attacks and system failures.

6. International Coordination: Collaborate with other nations to create standardized cross border transaction
protocols for CBDCs. This helps to ensure efficiency, support exchange rate stability, and reduce the risk of
conflicts in national monetary policies.

7. Public Education and Engagement: Implement programs to educate the public on CBDC usage and benefits,
ensuring broad based adoption and addressing concerns about privacy and ease of use.

By adopting a cautious, strategically phased approach and integrating international cooperation, central banks can
maximize the advantages of CBDCs while maintaining financial stability and public trust.

CONCLUSION:

Central Bank Digital Currencies (CBDCs) hold significant potential to reshape monetary policy by providing central
banks with a more direct and effective mechanism for policy implementation, supporting financial inclusion, and
reinforcing the role of national currencies in the digital age. By serving as a secure, digital alternative to cash, CBDCs
empower central banks with greater control over monetary conditions and the money supply. However, the transition
to CBDCs brings challenges, including implications for bank reserves, traditional deposits, and overall financial
stability.

A well-planned, gradual rollout is essential, ensuring CBDCs function as an extension of current banking systems
rather than a replacement. This strategy helps central banks harness the benefits of real-time transactions, enhanced
transparency, and greater financial inclusion while safeguarding economic stability. Additionally, international
cooperation will play a vital role in addressing the cross-border aspects of CBDCs, promoting global monetary
stability. With thoughtful design, phased implementation, and coordinated efforts, CBDCs can be a transformative
addition to central banking, equipping institutions to navigate contemporary economic challenges and sustain the
resilience of the financial system.
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