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Central Bank Digital Currency 
 

Reserve Bank of India’s (RBI) announced to launch its digital rupee, Central Bank Digital 
Currency (CBDC). 
RBI had proposed amendments to the Reserve Bank of India Act, 1934, which would enable it 
to launch a CBDC. 
 
What is CBDC ? 
 
A Central Bank Digital Currency (CBDC), or national digital currency, is simply the digital form of 
a country’s fiat currency. Instead of printing paper currency or minting coins, the central bank 
issues electronic tokens. This token value is backed by the full faith and credit of the 
government. 
 

Benefits of CBDC 
 
 It would reduce the cost of currency management while enabling real-time 

payments without any inter-bank settlement because  it would be a central bank liability 
handed over from one person to another. 
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 CBDC can provide an easy means to speed up a reliable sovereign backed domestic 
payment and settlement system partly replacing paper currency. 

 It could also be used for cross-border payments, it could eliminate the need for an 
expensive network of correspondent banks to settle cross-border payments. 

 CBDCs can cause a reduction in the transaction demand for bank deposits and will 
reduce the intra-day liquidity for settlement of transactions. They could also cause a 
shift away from bank deposits. 

 The increased use of CBDC could be explored for many other financial activities to push 
the informal economy into the formal zone to ensure better tax and regulatory 
compliance. 

 
Challenges in implementation of CBDC 
 
 The central bank must collect certain basic information of an individual so that the 

person can prove that he’s the holder of that digital currency so, digital currencies will 
not offer users the level of privacy and anonymity offered by transacting in cash. 

 If e-cash becomes popular and the Reserve Bank of India (RBI) places no limit on the 
amount that can be stored in mobile wallets, weaker banks may struggle to retain low-
cost deposits. 

 
 
 
 
Way Forward 
 
 The introduction of CBDC has the potential to provide significant benefits such 

as reduced dependency on cash, higher seigniorage due to lower transaction costs, 
and reduced settlement risk. 

 It would possibly lead to a more robust, efficient, trusted, regulated and legal tender-
based payments option. 

 The usage should be payment focused to improve the payment and settlement system. 
Then it can steer away from serving as a store of value to avoid the risks of 
disintermediation and its major monetary policy implications. 

 Robust data security systems will have to be set up to protect the data stored with the 
central bank to prevent data breaches. 

 
 
 


