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ABSTRACT

Digital Currency of Reserve bank of India called Digital Rupee or Central Bank Digital currency
(CBDC) represents one of the most significant developments in the evolution of the modern
monetary and financial system. It aims at transforming India’s financial sector, streamlining
financial transactions, reducing cash management. Unlike crypto currencies and privately issued
digital money, a CBDC is a digital form of sovereign currency issued and backed by a central bank.
In India, the Reserve Bank of India (RBI) introduced pilot programmes for the Digital Rupee (e3) in
both wholesale and retail segments. The retail CBDC pilot was launched in December 2022, with
commercial banks acting as intermediaries for distribution through digital wallets.

The introduction of CBDC has important implications for commercial banks because bank deposits
constitute a major source of bank funding and are central to the process of financial intermediation.
While CBDC can improve payment efficiency, reduce transaction costs, encourage financial
inclusion and create new opportunities for banks, it may also increase competition for traditional
bank deposits and potentially affect bank liquidity, lending and profitability. Recent empirical
evidence from India's live retail CBDC rollout suggests that CBDC eligibility reduced retail
deposits by approximately 2.7%, particularly liquid savings deposits, although the impact on
lending was initially negative and subsequently recovered.

This paper aims at examining the conceptual relationship between CBDC and commercial banks,
analyses the opportunities and risks arising from CBDC adoption, and evaluates the Indian
experience.
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