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Introduction

* (Retail) CBDC is a means of payment which is a liability of the

central bank, similar to cash but in digital form.
* Central banks worldwide are exploring various aspects of CBDC.

* We focus on the potential impact on the banking system.
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Motivation and Research Questions

* How does the introduction of CBDC affect the banking system

and the economy?

 How does a possible interest rate on CBDC influence these
effects? (CBDC design)

* How does the economic environment shape the outcomes?

(Number of banks, bank profitability)



:N7272301 NIYTN NIMI7110D .
W at We O DINXTENNINDN - %=

T

* Develop a theoretical stylized micro-founded model with a banking system.

* An analytical framework for thinking about some of the potential channels

of impact.

* Analysis within a structural model enables us to take into account the

optimal responses of banks, households and firms.

e Analyze the equilibrium in the long term (steady state) following the
introduction of CBDC.
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Our work in relation to the literature

Our work: Normal times, Long term

A

Balance-sheet accounting exercises
(e.g. Bank of Israel, 2022)

Other assumptions and modeling

VS E.g., Liquidity & capital considerations
Perfect competition (Burlon et al., 2024),

Monopoly (Andolfatto, 2021), Monopolistic
competition with a continuum of banks
(Bacchetta and Perazzi, 2025), Cournot (Chiu
et al., 2023)




Model

Overview

Households Entrepreneurs/Firms

Government and
Central Bank

RETTE Consume and save in . Issue bonds, cash,
Compete in the bonds and in liquid Need to borrow in bank reserves and
deposit and loan assets (means of BIFEIEIT D [PIEEEE CBDC. Set the
markets (Oligopoly) gEyhnEniis) ) el interest rates on
Bank deposits and

CBDC these assets
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Households save in liquid and illiquid assets.

Before CBDC: Liquid assets consist of Cash (M) and Bank deposits (D), which are imperfect substitutes:
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The impact of CBDC

CBDC competition to deposits reduces banks’
market power, inducing higher deposit rates:

(1-markdown)
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Higher deposit rates reduce banks’ profits and capital,
inducing a tightening of credit supply:
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Results

The Impact of CBDC Issuance

(Four symmetric banks)
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Bank deposits remain stable and total liquid asset holdings increase
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Banks raise loan interest rates due to reduced profits and capital, 0N NNnn. 578
leading to a decline in bank credit volumes
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Credit disintermediation is limited in highly-concentrated BANK DN

highly-profitable markets
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CBDC is more likely to increase welfare the more concentrated is the banking syste;ﬁy

Welfare Change (%C w.r.t No-CBDC) @
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 We present a stylized model that provides a theoretical framework for considering the
potential impact of CBDC introduction on the banking system.

 The model highlights a capital channel, whereby CBDC introduction may reduce banks’
profits, potentially leading to a tightening of credit supply.

 The impact on credit is limited in markets that are highly concentrated and profitable.

* Our model points to possible channels and effects. A more comprehensive and detailed
analysis is needed to explore additional channels and to conduct quantitative assessments

of potential outcomes.
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