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Abstract: Central Bank Digital Currencies (CBDCs) are among the most revolutionary financial 

innovations of the 21st century. More than 100 nations have been investigating or testing CBDCs, and the 

trend promises a new age for monetary systems based on technological developments. CBDCs in the form 

of digital legal tender provided by central banks seek to improve the efficiency of payments, ensure 

financial inclusion, and ensure monetary sovereignty against the emergence of private digital money. Yet 

this development raises intricate implications for monetary policy worldwide and financial stability. Based 

on secondary data analysis, this paper discusses the theoretical underpinnings of CBDCs, the reasons for 

their adoption, and the far-reaching effects they have on the transmission of monetary policy and financial 

system stability. Policy suggestions are made to alleviate risks while leveraging the advantages. 
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I. INTRODUCTION 

The money concept has always adapted to suit the needs of societies. From barter, to coins, paper money, and now 

digital money, every development in the history of money has made a revolutionary difference. Over the past few years, 

the widespread use of digital technologies and the emergence of cryptocurrencies have led central banks globally to 

question the architecture of their financial systems. One such measure is the launching of Central Bank Digital 

Currencies (CBDCs). In contrast to decentralized cryptocurrencies, CBDCs are government-backed digital money 

within a centralized system. 

CBDCs are poised to upgrade payment systems, lower the cost of transactions, and broaden the base of financial 

services. In addition, in a world characterized by rising digitalization and financial volatility, CBDCs might act as a 

stabilizing force. But with their advent comes difficulty. Issues of monetary policy effectiveness, privacy, financial 

intermediation, and cyber security need to be carefully analyzed. This paper seeks to critically examine the potential 

implications of CBDCs on global monetary policy and financial stability. 

 

CENTRAL BANK DIGITAL CURRENCIES 

CBDCs are digital currencies issued by a country's central bank. They differ from commercial bank deposits or 

cryptocurrencies in that CBDCs are a direct claim on the central bank. They are legal tender and can be used for a broad 

variety of transactions. CBDCs can be divided into two broad categories: 

Retail CBDCs: Built to be used by the general public, these are meant to be a digital form of physical money. 

Wholesale CBDCs: For use by financial institutions, these facilitate high-value interbank transactions and settlement 

systems. 

CBDCs may have various technological configurations, including account-based or token-based systems. An account-

based CBDC involves user identification and is operated through separate accounts with the central bank. Token-based 

CBDCs are more akin to physical cash and are based on digital tokens that are confirmed by cryptographic means. 

The CBDC design attributes—i.e., whether they are interest-bearing, anonymous, or programmable—have profound 

implications for how they will affect monetary policy as well as the wider financial ecosystem. 
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II. LITERATURE REVIEW 

The increasing literature on CBDCs identifies opportunities and risks. The Bank for International Settlements (BIS, 

2021) stresses that CBDCs can enhance financial inclusion, particularly in economies with poor access to conventional 

banking. The International Monetary Fund (IMF, 2023) notes that CBDCs can provide central banks with more direct 

and effective instruments for conducting monetary policy. 

Auer and Böhme (2020) observe that CBDCs must not be intended to substitute current banking systems but instead 

supplement them. This is in agreement with Mancini-Griffoli et al. (2019), who believe that CBDCs must be included 

in a wider strategy to update monetary systems without upsetting the financial environment. 

Practical lessons from case studies in nations like the Bahamas (Sand Dollar), Nigeria (eNaira), and China (Digital 

Yuan) offer insights into the challenges of launching CBDCs. These issues have become key determinants in the 

success of CBDCs, including public trust, technological infrastructure, and regulatory clarity. 

 

OBJECTIVES OF THE STUDY 

 To discuss the concept and categories of Central Bank Digital Currencies (CBDCs). 

 To explore the motivations and drivers for the issuance of CBDCs across the world. 

 To analyze the implications of CBDCs to the transmission of monetary policy. 

 To discuss the potential effects of CBDCs on financial stability across the globe. 

 

III. RESEARCH METHODOLOGY 

This study employs the use of a secondary data approach where pre-existing sources of data are analyzed to make 

conclusions. The data employed in this study were sourced from: 

International institution reports and publications such as the IMF, BIS, and World Bank, Peer-reviewed journal papers 

and whitepapers, Case studies and government reports from nations that have tested or adopted CBDCs, Financial press 

and news articles between 2019 and 2025 

The secondary data methodology enables a rich overview of global trends and experts' views, allowing for an in-depth 

appreciation of CBDCs and their possible effects. Although this approach does not capture real-time primary 

information, it is useful in synthesizing already existing knowledge and making comparisons across various contexts. 

 

IV. MOTIVATIONS FOR ADOPTING CBDC’s 

The worldwide interest in CBDCs is motivated by a range of economic, technological, and geopolitical considerations: 

 Upgrading Payment Infrastructure: Conventional banking infrastructure tends to be inefficient, with 

settlement delays and high cost of transactions. CBDCs can make domestic and cross-border payments more 

efficient by offering real-time, low-cost, and secure payment. 

 Fostering Financial Inclusion: Large portions of the population in most developing nations are unbanked. 

CBDCs, particularly if they are available through mobile phones, can offer direct access to digital financial 

services, thus increasing inclusion and poverty reduction. 

 Monetary Sovereignty: Central banks risk being dispossessed of monetary policy control with the advent of 

stablecoins and decentralized cryptocurrencies such as Bitcoin. CBDCs represent a counter-action to maintain 

national monetary sovereignty despite decentralized competition. 

 Improved Transparency and Security: Traceable transactions ensure financial crimes such as money 

laundering and tax evasion can be cut down with the advent of CBDCs, if privacy is maintained in the right 

proportion. 

Crisis Management: In times of economic recessions or pandemics, CBDCs might allow governments to disburse 

stimulus money instantly to citizens, avoiding conventional intermediaries. 

 

V. IMPLICATIONS FOR MONETARY POLICY TRANSMISSION 

The introduction of CBDCs could fundamentally alter how monetary policy is transmitted: 



I J A R S C T    

    

 

               International Journal of Advanced Research in Science, Communication and Technology  

                               International Open-Access, Double-Blind, Peer-Reviewed, Refereed, Multidisciplinary Online Journal 

Volume 5, Issue 6, April 2025 

 Copyright to IJARSCT         DOI: 10.48175/568   707 

    www.ijarsct.co.in  

 
 

ISSN: 2581-9429 Impact Factor: 7.67 

 
 Interest Rate Transmission: CBDCs could allow central banks to implement negative interest rates more 

effectively, encouraging spending during economic downturns. 

 Direct Policy Implementation: CBDCs provide a direct link between the central bank and end-users, 

allowing for more targeted and immediate policy actions. 

 Real-Time Monitoring: With CBDCs, central banks can gain real-time insights into economic activity, 

enabling more responsive and data-driven policy decisions. 

 Disintermediation Risk: One significant concern is that widespread CBDC adoption might lead to the 

withdrawal of deposits from commercial banks, weakening their ability to lend and disrupting the traditional 

credit creation process. 

 Programmability: CBDCs can be programmed to enforce specific economic policies, such as expiration dates 

on stimulus funds, which may boost spending but also raise ethical and privacy issues. 

 

VI. FINANCIAL STABILITY CONSIDERATIONS 

CBDCs have the ability to improve and test financial stability: 

IMPROVEMENTS: 

 Crisis Resilience: CBDCs can offer a safe, government-issued type of money in times of financial crises. 

 Efficient Settlements: By minimizing settlement durations and counterparty risks, CBDCs have the ability to 

enhance the resilience of payment and settlement systems. 

 Less Cash Dependency: The move towards digital currencies has the ability to decrease the costs and security 

threats involved in physical cash. 

CHALLENGES 

 Bank Runs: During financial stress, CBDCs can facilitate easy withdrawal of funds from commercial banks 

by consumers, leading to possible digital bank runs. 

 Shadow Banking Growth: Unless properly regulated, CBDCs can facilitate the expansion of shadow 

unregulated financial intermediaries. 

 Cybersecurity Threats: Being digital in nature, CBDCs are susceptible to cyber threats, necessitating strong 

security measures and investment in infrastructure. 

 Operational Risks: Technical malfunctions or system breakdowns in CBDC platforms would interfere with 

economic activity, particularly in very digitalized economies. 

POLICY RECOMMENDATIONS 

To contain the benefits of CBDCs and avoid their risks, the following policy actions are suggested: 

 Phased Rollout: Governments should introduce CBDCs incrementally, beginning with small pilots to pilot 

infrastructure and to obtain feedback. 

 Tiered Access Models: Introduce caps on CBDC holdings or transactions to avoid extensive 

disintermediation of commercial banks. 

 Privacy Safeguards: Introduce precise rules on data privacy and user protection to ensure public trust in 

CBDCs. 

 Collaboration with Stakeholders: Involve financial institutions, fintech firms, and the public in the design 

and implementation stage. 

 Cross-Border Cooperation: Establish global standards and protocols to ensure interoperability and 

discourage regulatory arbitrage. 

 

VII. CONCLUSION 

CBDCs are on the verge of becoming a cornerstone of the next financial system. They are being taken up to upgrade 

payment infrastructures, improve financial inclusion, and defend monetary sovereignty. But introducing digital 

currencies raises new challenges for monetary policy and financial stability. A well-planned introduction, based on 
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empirical evidence and global cooperation, is necessary to make CBDCs a positive addition to global financial systems. 

Central banks need to weigh innovation against prudence in order to navigate this intricate and dynamic environment. 
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