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CBDC is a new form of digital 
money that is a complement 
to the country’s existing fiat 
currency which is issued and 
regulated by the Central 
Bank.
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The International Monetary 
Fund (IMF) has said that the 
presence of the Central Bank 
Digital Currency (CBDC), aka 
digital rupee for India could 
reduce the cost of currency 
management. 

Money can be predominantly divided into 2 parts; physical and digital 
money which includes money in the bank account, money stored in 
wallets of payment service providers, CBDC and other representations of 
money. However, UPI cannot be termed as digital money as it is just an 
enabler of digital payments. Hence, Money has evolved over the period 
from barter system to metallic and paper currency, banking instruments 
and now digital currency.

CBDC is not a new currency but another form of fiat currency whose 
records are maintained by either conventional centrally controlled data 
base or Digital ledger technology.



Myth Busters
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CBDC

• Digital version of a 
nation’s 
fiat currency

• It is a legal tender 
and has legal 
obligation to 
accept by the 
counterparty.

• Centrally 
Controlled and 
liability of the 
Central Bank 

• Operates on 
Private Blockchain

• CBDC lowers the 
possibility of 
settlement default 
for institutions.

• CBDC does not 
offer metaverse, or 
NFT-level solutions.

• No intermediation 
by banks for funds 
transfer.

Crypto

• Digital currency 
that, with its 
encryption 
algorithms, serves 
as an alternative 
payment method.

• No government 
entity has control 
over these digital 
currencies. Owners 
of cryptocurrencies 
can access their 
money directly.

• Operates on a 
Public Blockchain.

• Digital assets on a 
distributed network.

• Cryptos offer DAPPS, 
metaverse, or 
NFT-level solutions.

• The digital rupee will 
be the underlying 
payment mode that 
can be used for 
digital payments 
through banks 
instead of cash.

• Currently, digital 
versions of physical 
currency notes are 
used to make UPI 
payments. 

• Developed and 
managed by NPCI

• No legal obligation 
to accept

• Allows for the 
transfer of money 
between bank 
accounts.

• Takes 1 day to 1 week 
for settlement 
between banks/ FIs.

UPI

• Thus, CBDCs and their applications seek to provide a dependable alternative to 
cash rather than replace it. 

• Although CBDC uses a blockchain technology like cryptocurrency, it provides 
the legal tender and secured distribution network unlike cryptos.

• The CBDC is directly controlled by RBI where the settlement takes place in 
real-time and ledgers on both ends are updated unlike financial intermediaries 
like banks that are involved in UPI.



Global Landscape
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CBDCs aren’t just a theoretical concept; there are live CBDCs and many proofs of 
concept globally, as depicted in the below picture.

 Key highlights include:
• More than 100 Central Banks are exploring CBDCs at varying levels of maturity with 

development and pilot arrangements.
• Ten countries have already launched their own digital currency, including Nigeria in 

Africa and Jamaica in the Caribbean. The Bahamas in the West Indies was the first 
country in the world to roll out a national central bank digital currency, called the 
Sand Dollar, in October 2020.

• China’s pilot is expected to widen throughout the country in 2023. Nineteen 
countries in the G20 – which represents the world's largest economies – are 
exploring Central Bank digital currencies, including Japan, India, Russia and South 
Korea.

• In September 2022, the Swedish, Norwegian and Israeli central banks launched a 
project with the Bank for International Settlements to test international retail and 
remittance payments with central Bank digital currencies, according to Reuters.

Source: Deloitte Survey



Working Models
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CBDCs are classified into two different proposals depending on the target 
user base. The two most common types of CBDC proposals that you can 
encounter are as follows,

Retail CBDC Wholesale CBDC

Adaptability                          Emerging Economies                 Advanced Economies

Serviceability

Ordinary consumers to 
conduct financial 
transactions for 
day-to-day activities

For trade between the 
central bank and 
public/private banks 
within a country.

Technology Distributed Ledger 
Technology

Corridor Network

Benefits

Traceability, Availability 
and Anonymity.
Mitigate the 
involvement of private 
parties, thus preventing 
any criminal activity, like 
money laundering or 
fraud.

Reduction of risk related 
to liquidity and 
counterparty credit.
Faster Cross-border 
transactions in a 
cost-efficient manner.



Issuance architecture of Digital Rupee
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• Issues 
e-Rupee 
directly to the 
public

• RBI/ 
Intermediaries 
onboard KYC 

• Claim on RBI

• Intermediaries 
onboard 
customers and 
execute 
transactions

• Claim on 
intermediaries

• RBI processes 
wholesale 
transactions

• Intermediaries 
onboard 
customers and 
handle retail 
payments

• Claim on 
intermediaries 
but backed by 
RBI

• RBI periodically 
records retail 
balances

• Retail CBDC is based on centralised (or) distributed ledger technology, like a 
private blockchain network handled by the government which helps it to trace 
transactions while maintaining anonymity.

• A centralised ledger is the master ledger maintained by a specific party who is 
also held accountable for maintaining the ledger, however, a distributed ledger 
is not maintained by any entity and is maintained by SMART CONTRACT which 
is a self-executing code that records transactions. If RBI shares the ledger, then 
an individual can access the same and all updates that are made by RBI in the 
ledger are automatically reflected in the ledger shared. Since the RBI has not 
built DLT, the CBDC would be operated through the existing Centralised 
Network.

• Wholesale CBDC can facilitate cross-border transactions between the 
wholesale CBDC systems of multiple countries, which is achieved by creating a 
corridor network or ‘bridge’ with an operator node run jointly by the 
participating countries’ Central Banks that issue the depository receipts. It 
helps in making the cross-border settlements across the participating central 
banks much faster and safer.

• The RBI has identified eight banks for phase-wise participation in this pilot. The 
first phase will begin with four banks, namely, the State Bank of India, ICICI 
Bank, Yes Bank and IDFC First Bank in four cities across the country. Four more 
banks, Bank of Baroda, Union Bank of India, HDFC Bank and Kotak Mahindra 
Bank will join this pilot subsequently. In the first stage sent emails to a select 
group of their customers to download an e-wallet. Users can transfer money 
from a savings account to this wallet and then spend this cash to buy from 
vendors who have been given the QR code.



Impact of CBDC:
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Commercial Banks:
1. Transactions in CBDCs lower settlement risk, they also minimise 

transaction liquidity requirements such as intra-day liquidity.
2. Realtime, seamless and secured Cross-border transactions by reducing 

costs involved for making payments across the globe.
3. Distribution of CBDC to the general public by the commercial banks is 

backed by the Central Bank
4. The risk of such heightened withdrawals from banks and conversions to 

CBDC will increase and thus decreasing the ability of banks to give 
loans to the public.

5. An alternative source (wholesale funding) is available to fund the 
lending business thus raising banks’ funding costs. 

6. Banks’ exposure to interest rate risk also rises.

Indian Businesses:
1. Settlement risk with the counter-party reduces, with the real-time 

execution 
2. Integrations with accounting software- where transactions get 

recorded automatically
3. Digital currencies cannot be torn or damaged, since they exist online.
4. Businesses will have to innovate and prepare themselves to adopt the 

Digital Rupee.

Economy:
1. Cashless Economy
2. Enhanced Financial Inclusion businesses and individuals can access 

financial services at a reasonable cost 
3. Government programs to reach the intended section of society can be 

monitored. With specific coding, the intended use of currencies by 
beneficiaries of Government schemes can be monitored.

4. The digital rupee is backed by the RBI curbing the risk of volatility. 
5. It secures online payments. Since the digital rupee is backed by private 

blockchain technology it is more resilient against cyber breaches and 
threats.

6. The digital rupee will improve transparency in the financial services 
ecosystem



Potential risks of CBDC Implementation:
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Threat of Privacy
Payment data of individuals stored in a central 
database is not completely anonymous which 
poses a risk of a data breach/unlawful access.

Cyber Security
Security concerns in the CBDC 
infrastructure may turn into a significant 
loss of trust from users.

Monetary Policy
Implementation of CBDC without proper measures 
may have a chance of abnormal adoption of CBDC 
that curbs the flow and use of fiat currency resulting in 
unnecessary instability which can be prevented by 
implicating limits on CBDC held by an individual.

Bugs in Technology Design
A wide selection of tech design may 
augment the existing data privacy and 
protection issues which can lead to, 
transactional data used unlawfully for credit 
evaluation and cross-selling initiatives.

Threat to Commercial Banks
The public tends to withdraw at least a part 
of their deposits as CBDC, with its inherent 
benefits, resulting in banks to find an 
alternative source of funding for their 
lending business.
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The launch of CBDCs can 
revolutionise the financial ecosystem, 
enhancing payment effectiveness 
from an operational and 
technological point of view. 

Central Banks are moving rapidly 
towards implementation, and 
therefore, commercial banks should 
use this time to explore the digital 
currency landscape and reimagine it 
for emerging services, opportunities, 
and value creation.
 
Hence, in the Indian context, RBI has 
outlined the benefits and risks of 
CBDC and continues to assess its 
impact on the regulatory, monetary, 
and fiscal policies of the country. With 
these considerations as the baseline, 
RBI is expected to continue with the 
initial trials of CBDC at wholesale and 
retail levels in the days to come.
This will unleash opportunities for the 
ecosystem players to come up with 
services that make it easier and more 
convenient for citizens to transact 
and make digital payments for 
various use cases and requirements.

Conclusion


