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Why This Paper Matters Now

Global Momentum: Over 130 central banks — including the ECB, Bank of
England, and Federal Reserve — are actively exploring central bank digital
currencies (CBDCs).

Design Tradeoffs Are Central: Key questions arise:

How to prevent deposit flight from banks?
Will CBDCs raise financial stability concerns?
Should there be limits or tiered remuneration?

Policy Relevance: The ECB’s digital euro project is in its preparation phase.
Policy decisions on holding limits, remuneration, and regulatory safeguards are
imminent.

This Paper’s Contribution: Links CBDC news to bank risk perceptions
empirically, then quantifies implications for optimal capital regulation using a rich
DSGE model calibrated to the euro area.

Timely, policy-relevant, and grounded in both data and theory.
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Digital Euro News and Bank Risk

Perceived Risk Increases: CBDC-related news led to a moderate
rise in bank CDS spreads ( 10 bps after 1 year), especially among
low-capitalized banks.

Capital Response: Banks responded by increasing capital (e.g. +0.2
p.p. CET1 after 2 years), especially those below the median buffer.
This helped normalize risk perception over time.

Figures 2 and 3 in the paper illustrate CDS and capital adjustments.
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DSGE Model: Key Channels

Deposit Substitution: CBDC and deposits are imperfect substitutes.
Households shift some funds from deposits to CBDC, reducing banks’
funding base.

Cost of Funds Rises: Deposit rates increase to retain funds, raising
banks’ WACC and squeezing margins.

Mild Risk Impact: Bank default probability rises slightly, more so for
weakly capitalized banks.

Loan Contraction: Banks reduce credit supply and equity; lending
falls.

Small Macro Effects: Output falls modestly. CBDC boosts
seigniorage and liquidity services, supporting consumption.

See Figure 4 for comparative statics.
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CBDC Holding Limits Mitigate Risk

Design Feature: An individual cap on CBDC holdings directly limits
deposit outflows.

Risk Neutralization: With a binding limit, impacts on risk, lending,
and capital needs are nearly neutralized.

Policy Leeway: Under capped CBDC (Regime C), optimal capital
ratios are similar to the no-CBDC baseline. Bank intermediation is
preserved.

Figures 5 and 6 show policy scenarios.
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Capital Tools and CBDC Risk

Structural Buffers: Raising steady-state capital () reduces bank risk
and credit contraction from CBDC shocks.

Cyclical Buffers: A responsive CCyB rule helps stabilize credit and
reduce output volatility.

Coordination: CBDC design and bank regulation should be calibrated
jointly. Higher capital is needed when CBDC uptake is unconstrained.

Figures 7–9 demonstrate interaction effects.
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Policy Implications

CBDC Holding Limits: Simple and powerful tool to contain deposit
substitution and protect bank funding.

Capital Buffers: Structural capital requirements mitigate
disintermediation risk.

CCyB Design: Cyclical buffers can complement CBDC’s stabilization
effect.

Integrated Approach: A jointly designed CBDC-capital framework
can preserve financial stability while expanding digital payment
options.
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Comment 1: Selection Effects & Exogeneity

Empirical identification:

The event-study ties stock returns to CBDC news.

Key concern: are weaker banks more sensitive to any bad news, not
just CBDC?

Selection concerns:

Could “negative CBDC shocks” reflect underlying fragility?

Lower-buffer banks might underperform systematically.

Suggested robustness:

Use placebo tests or fake announcement dates.

Check pre-trend alignment: did low/high-buffer banks diverge before
CBDC news?

These steps would help confirm true causal identification.
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Comment 2: Beyond Binary Capital Buffer Split

Binary vs. continuous:

Analysis uses a high/low buffer split at 2.8 p.p.

Suggest exploring quartiles or continuous variation.

Granular insight:

Do very low-buffer banks react more sharply?

Test for non-linear effects or threshold behavior.

Other heterogeneity:

Explore differences across countries or business models.

E.g. retail vs. investment banks, or different supervisory traditions.
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Comment 3: Interpreting CDS Spreads

Magnitude of effect:

A 1 std. dev. CBDC shock raises CDS 10 bps.

This is modest but significant — what does it signal?

Compare with other risk indicators:

Did bond spreads or equity volatility move too?

If yes, this strengthens the risk re-pricing interpretation.

Time profile:

CDS spread effects fade over time — banks adapt.

Highlights importance of bank responses and policy signaling.
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Minor Comments and Clarifications

Key variable definitions:

Clarify “capital buffer” = CET1 – regulatory threshold.

“Negative CBDC shock” = inverse of cumulative abnormal stock
returns.

Heterogeneity:

Note potential differences across countries or bank types.

Robustness suggestions:

Include placebo dates or shorter event windows.

Confirm that effects are tied specifically to CBDC announcements.

Policy scope:

Capital is key, but liquidity regs and deposit insurance also matter.

Technical clarifications:

How is the CBDC shock series constructed?

Key DSGE assumptions: bank capital choice, CBDC limit.
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Closing Thoughts

This is a highly relevant and timely contribution to the CBDC policy
debate.

The paper offers a rare combination of:

Empirical evidence on market reactions to CBDC developments
A rigorous DSGE model linking CBDC design to bank regulation and
macro outcomes

It tackles real trade-offs faced by central banks today and offers clear
guidance on how design and regulation can work together.

Thank you!
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