Executive Summary
Objective: To have a brief information about Central Bank Digital Currency and to identify its possible
implication to the government’s partner for rural development and financial inclusion which is rural banks.
Findings: Central Banks around the world is currently exploring digital currencies. According to CBDC
tracker of Atlantic council, 10 Central banks has launched CBDC, 15 Central Banks on its pilot, 24 Central
Banks on Development, 43 Central Banks on Research, 10 Central Bank has inactive CBDC project and 2
Central Banks canceled their CBDC project.
Central Bank Digital Currency (CBDC): it is a digital representation of bank notes issued by the central
banks. It is pegged to the value of the country's fiat currency. There are two types of CBDC, Wholesale
CBDC and Retail CBDC.
•
•

Wholesale CBDC - it is used as digital settlement for wholesale transactions and has restricted
access mainly for banks and other financial institutions (BSP 2020).
Retail CBDC - it is a widely accessible digital currency that could be used for retail transactions
and other purposes (BSP, 2020) in other words its main purpose is to be used as cash. It can be
account based or token based.
• Account Based – relies on the ability to verify the identity of the account holder.
• Token Based - relies on the ability of the payee to verify the validity of the payment
transaction.
Possible architectures of a Retail CBDC:
•
•
•

Indirect CBDC - CBDC held by consumers represent a claim on the financial intermediary.
Direct CBDC – CBDC Held by consumers have a direct claim on the central bank.
Hybrid CBDC – CBDC held by consumers have direct claims on the central bank but
intermediaries handle real-time payments.

Three foundational principles of a CBDC: According to the Bank for International Settlements (2020),
there are 3 foundational principles of a CBDC. These include that CBDCs: (i) “do no harm” to monetary
and financial stability; (ii) coexist with cash and other types of money in a flexible and innovative payment
ecosystem; and (iii) promote broader innovation and efficiency.
CBDC design features and attributes according to BSP: Central banks recognize that the design and
features of a CBDC are crucial. The economic effects of a CBDC as well as its implications for the payments,
monetary policy and financial stability will significantly depend on its attributes (BIS, 2018). The design
and feature of a CBDC are the following:
•
•
•
•
•

Availability. CBDC could be available 24 hours a day and seven days a week or over a specified
period of time.
Anonymity. CBDC can be designed to provide some degree of anonymity.
Transfer mechanism. CBDC can be transferred either on a peer-to-peer basis or an intermediary.
Interest-bearing. CBDC could bear an interest.
Limits or caps. CBDC can have quantitative limits or caps on holding.

Motivation for CBDC: Potential Benefits: Depending on the kind and feature of CBDC that the central
bank adapts. CBDC could potentially provide for safer, faster and cheaper payments (including crossborder payments), encourage innovation and expand financial inclusion.

•
•
•
•
•
•

Financial Inclusion. CBDCs may create considerable opportunity for financial inclusion specially
for a country that have a problem in accessibility of financial help and services due to the
geographic situation.
Enhanced AML/CFT monitoring. CBDCs could make it easy for a central bank to keep track of the
precise location of every unit of the currency.
Credit and Liquidity risk free. CBDC significantly reduces the concentration of liquidity and credit
risk in payment systems.
Monetary Policy Freedom. CBDC provides the central bank an opportunity to enhance the
effectiveness of monetary policy (BSP, 2020).
Promote Digitalization and Encourage Competition. CBDC may promote the digitization and
innovation of value chains in the economy, such as in agriculture, promoting person-to-business
and business-to-business digital payment system.
Cost Effective. CBDC would be much more cost-efficient than physical cash.

Operational Challenges of CBDC: A number of legal, technical and operational issues that central banks
and other relevant parties have encounter and must be considered before CBDC is suitable for wide-scale
use (BIS, 2018).
•

•

•
•
•

Privacy concerns and requirements. CBDCs raise sensitive privacy issues as they entail the
collection and use of individual information and immutable records of transactions (Kshetri &
Loukoianova, 2022). It is noted that there’s a policy trade-off between anonymity and the risk for
illicit use.
Cyber-security. Cybersecurity is a persistent and significant risk to any digital payment
infrastructure (BIS, 2016). the World Economic Forum, outlined some cybersecurity threats to
CBDCs which includes: Credential theft and loss user roles and privileges, System integrity,
Double-spending and Quantum computing.
Technological uncertainty. being a Resource-Intensive and technology is still developing,
choosing the best technology is deemed a challenge.
Infrastructure Dependency. CBDC is highly relied on the availability of required infrastructure.
Unwillingness to adopt digital payments. general population is suspicious and doubtful about
CBDC and digital payments in general.

Possible Implication of Implementing CBDC to Rural Bank in the Philippines. effects of a CBDC as well as
its implications for the payments, monetary policy and financial stability will significantly depend on its
form and design.
Wholesale CBDC: Potential Problems and Implications to Rural banks
•
•
•
•
•

Connectivity. since most of rural banks are located in rural and marginalized areas, one of the
main problems in implementing CBDC is network coverage and internet connection stability.
Electricity. as power outages is common in rural areas where rural banks most likely to operate.
Technological Capacity. a rural bank must be able to provide its own technology system and an
IT infrastructure which is in line with the minimum requirement mandated by the Central Bank as
transactions using this CBDC are entirely digital.
Greater Role of Central Banks. since central banks could assume more important roles, they could
have a larger impact on lending and financial conditions of rural banks.
Exclusivity. central bank can give exclusive perks and benefits for wholesale CBDC users, which
can be used as a competitive advantage against smaller banks, like rural banks.

•

Greater Cyber Risks. a successful cyberattack on a central bank implementing a centralized
distributed ledger technology would be catastrophic it will largely affect participating Rural Banks.

Retail CBDC: Potential Problems and Implications to Rural banks
•
•

•
•

•

All Possible Problems and Implications that carried out by Wholesale CBDC to Philippine Rural
Banking System.
Competition. a CBDC would give clientele a non-bank option to store their money risk-free and
without limit which will affect rural banks’ ability to source Deposit, Payment System and
ATMs/Branches. In addition, an interest-bearing CBDC provides the central bank an opportunity
to compete with existing banks (BSP, 2020), including Rural Banks. As this would likely increase
the attractiveness of CBDC as a store of value and compete directly with other forms of interestbearing instruments, such as bank deposits.
Disintermediation of Rural Banks. CBDC could affect banking intermediation if it directly
competes with bank deposits, which they emphasized that the extent of disintermediation will be
greater among banks in more direct competition with CBDC.
Balance Sheet. Because of the substitution happens when rural banks try to replace the lost
deposit due to the introduction of CBDC, with other forms of funding like commercial paper,
bonds, and equity, which is more costly and riskier, the structure of Rural banks’ balance sheet
will change significantly.
Rural Bank Runs. CBDC could be perceived as a safe haven making bank deposits, particularly
uninsured deposits, which is more volatile and thus increasing the risk of bank runs.

Conclusions: Rural Banks, as a partner of the government in rural development and financial inclusion,
should always take it into account that flexibility and adaptability are necessary to survive in the changing
banking system. CBDC could have a great potential to offer new opportunities for innovation, which may
benefit the existing rural banks and also supports a competitive and diverse financial system (BIS, 2020).
But the benefits that may gained from the issuance of a CBDC must be carefully weighed against its
implications on the current banking system (BSP, 2020), especially for rural banks as they cater the
financial needs in rural areas, which has a vital role in the development of a country. An Interest-Bearing
Retail CBDC could be fatal to the struggling rural banks as it directly competes with rural banks source of
deposits. As the efficiency in rural financial markets is a crucial objective in the formulation of monetary
policy. it is necessary to strengthen rural bank’s capacity to source deposit in order to stabilize the rural
banking system to meet the credit needs of farmers and fishermen as well as of cooperatives and microsmall and medium enterprises in rural areas. Hopefully with the support of the government, Rural bank
should begin to explore, adapt and innovate in the digital environment as well as develop the appropriate
skillset in the new digital environment. In addition, rural banks should consider how their current systems
may potentially need to be updated, integrated or retired based on design and feature of CBDC that the
central bank may implement.

References:
Agur I., Anil A. and Dell’Ariccia G. (2019). Designing Central Bank Digital Currencies. IMF Working Paper.
https://www.imf.org/-/media/Files/Publications/WP/2019/wpiea2019252-print-pdf.ashx
Ahnert T., Hoffmann P., & Monnet C., (2022). The digital economy, privacy, and CBDC. ECB Working Paper
Series
No
2662.
https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp2662~fa8429a967.en.pdf?88b4fb9730f2df55b49ca
612d24b3a18
Auer R., & Bohme R. (2021). Central bank digital currency: the quest for minimally invasive technology.
Bank for International Settlements. https://www.bis.org/publ/work948.pdf
Auer R., Frost J., Gambacorta L., Monnet C., Rice T., & Shin H. S., (2022). “Central bank digital currencies:
motives, economic implications and the research frontier”, Annual Review of Economics, vol 14, 2022,
submitted, DOI: https://doi.org/10.1146/annurev-economics-051420-020324
Banko Sentral ng Pilipinas (2020). Central Bank Digital Currency for the BSP Fundamentals and Strategies.
https://www.bsp.gov.ph/Media_And_Research/Publications/CBDC_for_the_BSP_Book.pdf
Bank for International Settlements (2021). Central bank digital currencies: financial stability implications.
https://www.bis.org/publ/othp42_fin_stab.pdf
Bank for International Settlements (2021). Central bank digital currencies: user needs and adoption.
https://www.bis.org/publ/othp42_user_needs.pdf
Bank for International Settlements (2021). Central bank digital currencies: system design and
interoperability. https://www.bis.org/publ/othp42_system_design.pdf
Bank for International Settlements (2021, September 30). Central banks and the BIS explore what a retail
CBDC might look like. https://www.bis.org/press/p210930.htm
Boar C. & Wehrli A. (2021). Ready, steady, go? – Results of the third BIS survey on central bank digital
currency. Bank for International Settlements. https://www.bis.org/publ/bppdf/bispap114.pdf
Buckley R. P., & Didenko A. N. (2021). CENTRAL BANK DIGITAL CURRENCIES: A POTENTIAL RESPONSE TO
THE FINANCIAL INCLUSION CHALLENGES OF THE PACIFIC. ASIAN DEVELOPMENT BANK.
https://www.adb.org/sites/default/files/publication/720016/central-bank-digital-currencies-pacific.pdf
Dakila F. G. (2022). Deliberations of an emerging market economy central bank on central bank digital
currencies. BIS Papers No 12. https://www.bis.org/publ/bppdf/bispap123_r.pdf
Gnan E., & Masciandaro D. (2018). Do We Need Central Bank Digital Currency? Economics, Technology
and
Institutions.
SUERF/BAFFI
CAREFIN
Centre
Conference.
Vienna.
https://www.suerf.org/docx/s_cf0d02ec99e61a64137b8a2c3b03e030_7025_suerf.pdf
Kiff et. al. (2020). A Survey of Research on Retail Central Bank Digital Currency. International Monetary
Fund.
IMF
Working
Paper.
https://www.imf.org//media/Files/Publications/WP/2020/English/wpiea2020104-print-pdf.ashx
Kshetri N., & Loukoianova E. (2022). Data Privacy Considerations for Central Bank Digital Currencies in
Asia–
Pacific
Countries.
THE
IEEE
COMPUTER
SOCIETY.
https://ieeexplore.ieee.org/stamp/stamp.jsp?arnumber=9734266

Kumhof M., & Noone C. (2018). Central bank digital currencies — design principles and balance sheet
implications.
Staff
Working
Paper
No.
725.
Bank
of
England.
London.
https://deliverypdf.ssrn.com/delivery.php?ID=5301120700660740020870130680970690220090560330
20093009075021083091005077125006118023004010006016122030040068026104007118127106056
01402505501712608207606901607609709500501307010806700502008712308901309012611010400
5116084109116087024117126091089123026&EXT=pdf&INDEX=TRUE
Ligon E., Malick B., Sheth K., & Tranchtman C. (2019). What explains low adoption of digital payment
technologies? Evidence from small-scale merchants in Jaipur, India. PLoS ONE 14(7): e0219450.
https://doi.org/10.1371/journal.pone.0219450
Mancini- Griffoli et. al. (2018). Casting Light on Central Bank Digital Currency. IMF Staff Discussion note.
https://www.imf.org/-/media/Files/Publications/SDN/2018/SDN1808.ashx
Monetary Authority of Singapore. (2021). A Retail Central Bank Digital Currency: Economic Considerations
in the Singapore Context. Monetary Authority of Singapore. Singapore. https://www.mas.gov.sg//media/MAS/EPG/Monographs-or-Information-Paper/A-retail-CBDC---Economic-Considerations-in-theSingapore-Context.pdf
Medina A. F., (2022, April 4). Philippines Central Bank to Launch Digital Currency Pilot Program.
https://www.aseanbriefing.com/news/philippines-central-bank-to-launch-digital-currency-pilotprogram/
Payments Canada. (2022). Central Bank Digital Currency (CBDC): Wholesale CBDC Global Developments.
Central
Bank
Digital
Currency:
The
Series,
Vol.
4.
http://www.payments.ca/sites/default/files/cbdc_series-paper_4wholesale_cbdc_global_developments.pdf
Popescu A. (2022). Cross-Border Central Bank Digital Currencies, Bank Runs and Capital Flows Volatility.
IMF Working Paper. https://www.imf.org/-/media/Files/Publications/WP/2022/English/wpiea2022083print-pdf.ashx
PwC
(2021).
Central
Bank
Digital
Currencies
and
the
Future
of
Money.
https://www.pwc.com/m1/en/media-centre/2021/documents/central-bank-digital-currencies-and-thefuture-of-money-part1.pdf
Sahi A. M. et al., (2021). The Evolving Research of Customer Adoption of Digital Payment: Learning from
Content and Statistical Analysis of the Literature. J. Open Innov. Technol. Mark. Complex. 2021, 7, 230.
https://doi.org/10.3390/ joitmc7040230
Segal S. (2020, December 18). Central Bank Digital Currency, Design Choices, and Impacts on Currency
Internationalization.
https://www.csis.org/analysis/central-bank-digital-currency-design-choices-andimpacts-currency-internationalization
Shirai S. (2019). MONEY AND CENTRAL BANK DIGITAL CURRENCY. ADBI Working Paper 1022. Tokyo: Asian
Development Bank Institute. https://www.adb.org/sites/default/files/publication/534311/adbiwp1022.pdf
Soderbeg G., Et. al. (2022). Central bank digital currency behind the scenes: emerging trends, insights, and
policy lessons. International Monetary Fund. ISBN 9798400201219.

Wang Y., Lucey B. M., Vigne S. A., & Yarovaya L. (2022). The Effects of Central Bank Digital Currencies News
on Financial Markets. Technological Forecasting and Social Change. Volume 180. ISSN 0040-1625,
https://doi.org/10.1016/j.techfore.2022.121715.
World Economic Forum (2021). Digital Currency Governance Consortium White Paper Series.
https://www3.weforum.org/docs/WEF_CBDC_Technology_Considerations_2021.pdf
Yaron, J., Benjamin, M., & Charitonenko, S. (1998). Promoting efficient rural financial
intermediation.World Bank Research Observer, 13, 147-170. http://www.jstor.org/stable/3986336
Zhang, T. (2020, October 30). New Forms of Digital Money: Implications for Monetary and Financial
Stability. https://www.imf.org/en/News/Articles/2020/10/30/sp103020-new-forms-of-digital-money

