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Dr.Oriol Caudevilla

The Digital Rupee
An important tool to promote financial inclusion.



The ongoing COVID-19 pandemic has 
undoubtedly confronted the whole world 
with an unprecedented challenge, but, at the 
same time, it has turbocharged a financial 
technology (Fintech) revolution worldwide. 
COVID-19 is changing consumer behavior, 
quite likely forever, and the banking and 
financial services industry urgently needs 
to adapt. Digital transformation has quickly 
become the top priority for those countries 
not wanting to be left behind.

FinTech is fostering innovation in financial 
services globally and changing the nature 
of commerce and user expectations for 
financial services. FinTech is commonly 
considered to cover the application of AI, 
blockchain, cloud computing and big data 
in areas such as payments, clearing and 
settlements, deposits, lending and capital 
raising, insurance, investment management, 
and market support.

One of the areas that has boosted these last 
few months is that of Central Bank Digital 
Currencies (CBDCs). The interest for CBDCs 
is not new, and, even without the pandemic, 
we would have eventually talked about 
them and we would have seen countries 
deploying them in the future, but COVID-19 
has undoubtedly sped it all up a few years. 

A CBDC is a new form of Central Bank money 
accessible to the general public, accepted 
as a means of payment, legal tender, safe 
store of value by all citizens, businesses 

and government 
a g e n c i e s . 
T h e o r e t i c a l l y , 
a CBDC should 
enable cheap, 
secure and real 
time transfer 
of value, be 
a c c e s s i b l e 
without a bank 
account and be 
built on an open 
i n f r a s t r u c t u r e 
to foster 
competition and 
innovation.

In other words, 
a CBDC is a 
digital form of 

central bank money that could be used 
by households and businesses to make 
payments, hence we are starting to speak 
about the digital yuan, the future digital 
euro, and so on.

Unlike decentralized cryptocurrency 
projects like Bitcoin, a CBDC would be 
centralized and regulated by a country’s 
monetary authority, being several the 
possible motivations behind CBDCs: to 
replace physical bank notes, monetary policy 
purposes -to reduce the lower bound on 
interest rates-, as a tool to improve financial 
stability, to achieve financial inclusion, 
as a tool to prevent financial crime, for 
geopolitics purposes -especially when used 
for cross-border transactions-… CBDCs are 
not actually cryptocurrencies, since cryptos 
are established by private entities and 
supported by numerous distributed nodes 
that are incentivized through block rewards 
to maintain the network. CBDCs are normally 
supported by one central network, driven to 
serve only the public policy of the sovereign 
State that issues them.

However, to some extent, CBDCs aim to take 
from cryptocurrencies the convenience and 
security and combine those features with 
the major characteristics of the conventional 
banking system, in which money circulation 
is regulated and reserve backed.

In general, CBDCs don´t need Blockchain, 

but it might be compatible, and useful, to 
use this technology. It is considered that 
blockchain could be useful for wholesale 
CBDC. In contrast to retail CBDC, wholesale 
CBDC is limited to commercial banks, 
clearing institutions or other entities that 
have traditionally had access to central bank 
reserves.

CBDCs can be an effective tool when 
promoting financial inclusion, since they 
can address the needs of unbanked and 
underbanked people. CBDCs will hold 
even greater power than private payments 
platforms in empowering individuals to 
access fiat currency, especially in countries 
where banking penetration is low.

Even though, according to a report published 
by the Bank of International Settlements 
(BIS) in early 2020, 80% of Central Banks in 
the world are currently working on CBDCs 
(some are just at an initial research stage, 
though), Asia seems to be the place where 
CBDCs arouse more interest.

For the purpose of its 
report, the BIS made a 
differentiation regarding 
the nature of the CBDC to 
be ushered in by central 
banks. Wholesale or 
“token-based” CDCs were 
classified as “restricted-
access digital token(s) for 
wholesale settlements”, 
which could be used for 
“interbank payments or 
security settlements”. 
Conversely, general 
purpose CBDCs were 
classified as “CBDC 
available to the general 
public”, which would in 
effect be subject to the 
tokens and/or accounts 
held by individual 
citizens. By large, the 
use of general purpose 
CBDCs would be for 
retail payments.

CBDCs in Asia.

In this sense, the major economy leading the 

CBDC race in Asia (and in the whole world) is 
China. In April, after several years of work (the 
research commenced in 2014), the Chinese 
Government announced the starting of the 
tests of the country’s central bank digital 
currency (CBDC), DCEP (Digital Currency 
Electronic Payment), in four major cities 
(Shenzhen, Suzhou, Chengdu and Xiong’an), 
notwithstanding the COVID-19 crisis. On 
August 14, China took a step further: its 
Ministry of Commerce announced that a 
pilot run of the country’s CBDC would begin 
in several new areas very soon, the Greater 
Bay Area (GBA) among them, which includes 
the two Special Administrative Regions of 
Hong Kong and Macau. 

DCEP stands for “Digital Currency Electronic 
Payment” and it has been introduced by 
the People’s Bank of China (PBOC). PBOC’s 
development was aided by the country’s 
four biggest state-run banks, including 
Agricultural Bank of China, which made the 
digital wallet app. 

The digital yuan is structured on a two-tier 
monetary system: (1) a central bank-issued 
digital currency for commercial banks, and 
(2) a commercial bank-issued digital currency 
focused on the public and it is intended to 
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replace some of China’s monetary base, or 
cash in circulation.

Furthermore, the PBOC will issue the 
digital currency to commercial banks and 
institutions without the employment of 
blockchain technology, but the financial 
institutions could give out the digital yuan to 
the public through blockchain

This State-ruled digital currency will have 
two main advantages. First, it will allow 
China to create a very powerful soft-power 
tool; secondly, it will allow China to fight its 
shadow banking system. Shadow banking 
in China was tolerated by the authorities 
as a way of meeting the funding needs of 
private companies and small and medium-
sized enterprises, but, because of its rapid 
growth and increase in debt, the mainland 
authority has closed thousands of peer-to-
peer platforms. 

Aside from China, many other Asian countries 
have shown their interest in developing and 
potentially deploying their own CBDCs. This 
list includes Thailand, Cambodia, Vietnam, 
Philippines… as well as Korea and Japan 
(both the Bank of Korea and the Bank of 
Japan announced that tests of their own 
CBDCs will be conducted in 2021). 

India´s Digital Rupee.

What about India, though? Is India doing 
research on its own CBDC, and would it 
be useful for India to deploy it eventually? 
In India, same as in many other countries, 
committees have suggested a digital rupee. 

So far, however, this idea of a digital rupee 
has been explored in India, but it has not 
gained much traction, which, to me, is a 
mistake, since a digital rupee would definitely 
help promote financial inclusion.

According to the World Bank´s Global 
Findex database, globally, 1.7 billion 
people do not have a bank account, and 
policymakers struggle to provide affordable, 
safe and accessible financial services to 
the unbanked population. With about 190 
million unbanked adults, India is second 
only to China among developing countries 
in the number of residents who don’t have 
bank accounts or participate in the formal 
financial sector, followed by Pakistan (100 
million), and Indonesia (95 million).

Those without an account, men as well as 
women, tend to be concentrated among 
poorer households. The 2017 Global Findex 
survey asked adults without an account 
at a financial institution why they do not 
have one: 30 percent of adults without 
an account at a financial institution said 
that they do not need one, making this the 
second most common reason cited, but only 
3 percent cited it as their only reason for 
not having an account. This suggests that 
among those reporting lack of need as one 
of several reasons, some might be open to 
using financial services if the services are 
accessible and relevant to their lives.

It is true that the situation has steadily 
improved in India these last few years, since  
the The World Bank’s 2017 Global showed us 
that nearly 80 percent of Indian people had 

a bank account at the time of the 
survey, up from 53 percent in 2014. 
This rapid growth has been driven 
by Prime Minister Narendra Modi‘s 
flagship Jan Dhan – “people’s wealth” 
– programme, which opened more 
than 355 million accounts in India’s 
state and private sector banks in 
five years.

However, as I said, 190 million adults 
are still unbanked in India, and this 
is a huge amount of people. A digital 
rupee would clearly help to reduce 
this amount drastically.

The idea of a CBDC has been discussed in 
India for the past few years. In its 2017-18 
annual report, the Reserve Bank of India said 
that an inter-departmental group had been 
constituted by the Reserve Bank, whose goal 
was to study and provide guidance on the 
desirability and feasibility to introduce a 
CBDC.
In 2019, a panel headed by then Finance 
Secretary Subhash Chandra Garg had 
recommended a digital rupee, while 
simultaneously suggesting a crackdown 
on private cryptocurrencies. In its 
recommendations, the panel said that it 
would be advisable to have an open mind 
regarding the deployment of a CBDC in 
India. The panel suggested that a group be 
constituted by the Department of Economic 
Affairs for examination and development of 
an appropriate model of digital currency in 
India. The group should have representatives 
from the RBI, Ministry of Electronics and 
Information Technology, and Department of 
Financial Services.

The report also stated that if, in due course 
of time, it is decided to issue a digital 
currency in India having the status of a legal 
tender, the RBI should be the appropriate 
regulator of such digital currency by virtue 
of its powers under Section 22 of the RBI Act.

Nevertheless, discussions do not seem to 
have progressed in this area. Unlike Korea 
and Japan, that will stat their CBDC tests 
early in 2021, India has not planned to do so, 
since it is still in the research stage. 

To sum up, CBDCs are the future, due to 
its many advantages, among them the fact 
that they can be an effective tool when 
promoting financial inclusion, since they 
can address the needs of unbanked and 
underbanked people, which, in a country like 
India, would be very important. 190 million 
adults are still unbanked in India, and, even 
though the idea of a digital rupee has been 
analyzed, discussions do not seem to have 
progressed much in this area this last year. I 
humbly encourage the Government of India 
and the Reserve Bank of India to move this 
project forward and start testing the digital 
rupee within the next 1-2 years, since, to me, 
a digital rupee would have many more pros 
than cons.

What about India, though? Is India 
doing research on its own CBDC, and 
would it be useful for India to deploy 
it eventually? In India, same as in 
many other countries, committees 
have suggested a digital rupee
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