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Abstract:

This study aims to analyze the potential effects of Central Bank Digital

Currencies (CBDCs) on the effectiveness of monetary policy transmission

mechanisms and the advancement of financial inclusion within the context of

developing countries. These economies often face unique challenges, including

large unbanked populations, high reliance on cash, and less developed financial

infrastructures, making the introduction of CBDCs a transformative, yet complex,

policy decision.

Methods: A comparative analytical approach is employed, drawing upon

theoretical models of monetary economics and empirical evidence from developing

countries currently piloting or actively researching CBDC implementation. The

analysis focuses on two primary channels: (1) the impact on interest rate

transmission and liquidity management, particularly concerning the potential for

bank disintermediation; and (2) the role of CBDCs in providing access to digital

payments and formal financial services for the underserved population. Data sources

include central bank reports, academic literature, and cross-country financial

inclusion indicators.

Results: The introduction of CBDCs in developing countries presents a

significant opportunity to enhance financial inclusion by offering a secure, low-cost,

and universally accessible digital payment method, potentially bypassing traditional

banking hurdles. However, the study highlights critical risks to monetary policy

effectiveness. Specifically, poorly designed CBDCs (e.g., those offering high
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remuneration or unlimited holdings) could trigger substantial shifts from

commercial bank deposits to the central bank balance sheet (disintermediation),

complicating liquidity management and potentially increasing the cost of credit. The

optimal design of a CBDC—particularly regarding its interest-bearing status and

holding limits—is crucial for balancing the goals of inclusion and monetary stability.

Conclusion: CBDCs hold immense promise for fostering financial inclusion

and modernizing payment systems in developing countries. However, realizing

these benefits without undermining monetary policy effectiveness requires a

cautious, phased implementation strategy. Policymakers must carefully design the

CBDC architecture to mitigate the risk of bank disintermediation and ensure that the

new digital currency complements, rather than replaces, the existing financial

ecosystem. Success ultimately depends on robust regulatory frameworks, public

trust, and complementary investments in digital literacy and infrastructure.
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Introduction

The global financial landscape is undergoing a profound transformation

driven by rapid technological advancements, notably the emergence of distributed

ledger technology and digital assets. Central Bank Digital Currencies (CBDCs)—a

digital form of a country’s fiat currency, issued and backed by the central bank—

have moved from theoretical concept to a tangible policy consideration for central

banks worldwide. While developed economies primarily explore CBDCs to enhance

payment efficiency and maintain monetary sovereignty in the face of private digital

currencies, the rationale for their adoption in developing countries is often

fundamentally different and more urgent. Developing countries frequently grapple

with structural economic challenges, including a large segment of the population

excluded from formal banking services (financial exclusion), inefficient and costly

cross-border payment systems, and a high reliance on physical cash, which

complicates the implementation of effective monetary and fiscal policies. In this
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context, a CBDC is envisioned as a potential panacea: a tool that could

simultaneously modernize the payment infrastructure, significantly accelerate

financial inclusion by providing a secure, low-cost alternative to cash, and

potentially refine the mechanisms through which monetary policy is transmitted.

However, the introduction of a CBDC is not without significant risks, particularly in

fragile financial ecosystems. Key concerns revolve around the potential for "bank

disintermediation"—a mass shift of commercial bank deposits into the safer, central

bank-backed digital currency—which could destabilize commercial banking

liquidity and impair their ability to extend credit, thereby undermining economic

growth. Furthermore, the design choices of the CBDC (e.g., whether it is interest-

bearing, whether it has holding limits, and its degree of anonymity) directly

influence its impact on both monetary policy effectiveness and financial stability.

This paper addresses this critical nexus by examining the dual impact of CBDCs on

the monetary policy effectiveness and financial inclusion within developing

countries. By analyzing the unique structural constraints and opportunities present in

these economies, this study seeks to provide a nuanced understanding of how

CBDCs must be designed and implemented to maximize their benefits in promoting

inclusive growth while safeguarding the stability and operational capacity of the

central bank to manage the money supply and maintain price stability.

Results and Discussion

The analysis of the potential effects of Central Bank Digital Currencies

(CBDCs) in developing countries reveals a complex interplay between opportunities

for financial modernization and significant risks to financial stability and monetary

policy efficacy. The findings are categorized into the two primary areas of

investigation: financial inclusion and monetary policy effectiveness.

Results:

The introduction of a well-designed CBDC offers substantial promise for

advancing financial inclusion in developing countries. The key findings indicate:
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Bridging the Access Gap: CBDCs provide a secure, state-backed, digital

medium of exchange accessible to individuals without traditional bank accounts. By

leveraging mobile technology, CBDCs can reach remote or underserved populations,

significantly lowering the barrier to entry for formal financial services.

Reduced Transaction Costs:For countries heavily reliant on cash, CBDCs

eliminate the physical costs associated with cash management (printing, distribution,

security) and drastically reduce the high fees often charged by private payment

providers for small transactions, making digital commerce more viable for low-

income individuals and micro-enterprises.

Enhanced Government Transfers: CBDCs facilitate direct, immediate, and

traceable distribution of government benefits, subsidies, or emergency aid. This

efficiency reduces leakage, improves targeting, and ensures rapid delivery, which is

critical in economies with weak institutional capacity.

The results confirm the "leapfrogging" potential of CBDCs. Developing

countries can bypass the slow, expensive process of building out traditional branch

networks and move directly to a digital infrastructure. However, realizing this

potential is contingent upon **digital literacy** and **infrastructure investment**.

If the population lacks the necessary skills or reliable internet/electricity access, the

inclusion benefits will be limited, potentially creating a new "digital divide" rather

than closing the existing financial one. Furthermore, the CBDC must be designed

with offline capabilities to truly serve remote areas.

2. Monetary Policy Effectiveness and Financial Stability Risks

Results:

The impact of CBDCs on monetary policy effectiveness is highly dependent

on their design, particularly whether they are interest-bearing and subject to holding

limits.

Risk of Bank Disintermediation (The Primary Concern): The most significant

finding is the pronounced risk of bank disintermediation. If a CBDC is perceived as

https://scopusacademia.org/


JMEA Journal of Modern Educational Achievements
Volume 10, 2025 https://scopusacademia.org/

221

a perfectly safe, liquid, and potentially interest-bearing alternative to commercial

bank deposits, large-scale shifts of funds could occur, especially during periods of

financial stress (a "digital bank run"). This risk is amplified in developing countries

where public trust in the commercial banking sector may be lower.

Complications for Liquidity Management: Sudden deposit shifts would

severely constrain commercial banks' lending capacity, potentially increasing the

cost of credit and slowing economic activity. Central banks would need to develop

new tools to manage system-wide liquidity and ensure the smooth functioning of

interbank markets. Enhanced Policy Transmission (Potential Benefit): If

implemented effectively, CBDCs could offer a new, direct channel for monetary

policy transmission. For instance, the central bank could potentially adjust interest

rates on the CBDC itself, or use it for targeted liquidity injections, offering a more

precise and rapid mechanism than traditional open market operations.

Conclusion

The introduction of Central Bank Digital Currencies (CBDCs) represents a

pivotal moment for monetary systems globally, carrying particularly profound

implications for developing countries. This study confirms that CBDCs offer a

powerful mechanism to address persistent structural challenges, primarily by

significantly advancing financial inclusion and modernizing outdated payment

infrastructures. By providing a secure, low-cost, and universally accessible digital

alternative to cash, CBDCs can effectively "leapfrog" traditional banking barriers,

bringing marginalized populations and micro-enterprises into the formal economy.

However, the findings underscore that these transformative benefits are inextricably

linked to significant risks to monetary policy effectiveness and financial stability.

The potential for large-scale bank disintermediation—where commercial bank

deposits flow into the central bank's balance sheet—poses the single greatest threat.

If not carefully managed, this could severely restrict commercial lending, increase

the cost of credit, and complicate the central bank’s ability to manage liquidity and

transmit interest rate signals effectively. Therefore, the successful implementation of
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a CBDC in developing countries necessitates a cautious, strategic, and design-

focused approach. The optimal CBDC architecture must adhere to the principle of

"do no harm" to the existing financial ecosystem. This mandates the adoption of key

design features, such as non-interest-bearing status and strict holding limits,

ensuring the CBDC functions primarily as a transactional medium rather than a

savings vehicle that competes directly with commercial banks. Ultimately, the

impact of CBDCs will be determined not solely by the technology itself, but by the

policy choices made by central banks. To maximize the gains in financial inclusion

while safeguarding monetary stability, developing countries must invest

concurrently in digital infrastructure, promote digital literacy, and establish robust,

clear regulatory frameworks. Only through this balanced and comprehensive

strategy can CBDCs fulfill their promise as a catalyst for sustainable and inclusive

economic growth in the developing world.
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