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Key results

@ Two-country NK model with banks and fiscal sector to
assess international financial/monetary spillovers of
CBDC.

@ Interest-rate paying CBDC raises long-run activity and
welfare.

@ CBDC interest rate rule responding to credit gaps and
aggressive Taylor rule are very effective in stabilizing
business cycle.

@ CBDC policies reduce capital flows and exchange rate
volatilities.



Transmission mechanism
°

Transmission mechanism

@ To stimulate economy, central bank buys risky sovereign
debt by issuing CBDC:



Transmission mechanism
°

Transmission mechanism

@ To stimulate economy, central bank buys risky sovereign
debt by issuing CBDC:

o lower interest payment on public sector liabilities =
lower taxes;



Transmission mechanism
°

Transmission mechanism

@ To stimulate economy, central bank buys risky sovereign
debt by issuing CBDC:

o lower interest payment on public sector liabilities =
lower taxes;

e lower transaction costs.



Transmission mechanism
°

Transmission mechanism

@ To stimulate economy, central bank buys risky sovereign
debt by issuing CBDC:

o lower interest payment on public sector liabilities =
lower taxes;

e lower transaction costs.

@ Higher interest rate on CBDC has expansionary
macroeconomic effects:



Transmission mechanism
°

Transmission mechanism

@ To stimulate economy, central bank buys risky sovereign
debt by issuing CBDC:

o lower interest payment on public sector liabilities =
lower taxes;

e lower transaction costs.

@ Higher interest rate on CBDC has expansionary
macroeconomic effects:

e higher households’ CBDC holdings = lower transaction
costs = higher aggregate spending.



Transmission mechanism
°

Transmission mechanism

@ To stimulate economy, central bank buys risky sovereign
debt by issuing CBDC:

o lower interest payment on public sector liabilities =
lower taxes;

o lower transaction costs.
@ Higher interest rate on CBDC has expansionary
macroeconomic effects:
e higher households’ CBDC holdings = lower transaction
costs = higher aggregate spending.

@ Interest rate-CBDC-based rule responding to credit gap is
effective: credit markets directly affected by financial
shocks.
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Comment: transmission mechanism

@ It could be of interest to disentangle role of:

e fiscal channel of CBDC;
o (domestic and foreign) transaction cost reduction;

e monopolistic competition in bank deposit market.

@ Burlon et al. (2023):

o steady-state GDP does not increase following CBDC
introduction;

e optimal amount of CBDC in circulation for the euro area
lies between 15% and 45% of quarterly GDP in
equilibrium
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Comment: CBDC rule

@ In the model: recessionary financial shock = response is
higher interest rate on CBDC = higher aggregate
demand.

@ Recessionary financial shock = higher uncertainty =
higher precautionary saving = CIA constraint not
necessarily binding as CBDC safe asset (will CBDC be
used for spending?)

@ Is second-order solution of the model enough?

@ Rule implementation: risk of creating collateral scarcity
for central bank borrowing (disintermediation)? Role of
sovereign bond supply?
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Comment: model validation

@ Two-country model to assess international
financial /monetary spillovers of CBDC.

@ Estimation:

e only US observables; rest of the world observables?
o Neither financial quantities nor fiscal variables among
the observables.
@ = They could informative about the elasticity of
substitution among assets
@ Is the model able to replicate observed international
financial flows and exchange rate dynamics?
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Comment: model specification

@ Model calibrated/estimated using US data.

@ US sovereign bonds internationally traded (US
international safe and liquid asset).

@ In the model, sovereign bonds are not internationally
traded.

e = Implications for substitutability between sovereign
bonds and CBDC? For international spillovers?
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Comment: international spillovers

@ Moro and Nispi-Landi (2023): Increase in preference for
foreign CBDC has a negative impact on GDP, the greater
the more the foreign CBDC is perceived as deposit-like.

@ Minesso et al. (2022) CBDC can amplify international
spillovers of shocks and increase international linkages.

@ Cova et al. (2022) When global SC prevails as a means of
payment, effects of an expansionary monetary policy
shock can be larger if supply of SC sufficiently increases.

@ Systematic analysis of determinants (rules vs other
structural features) of cross-country spillovers, financial
flows, cross-country welfare?
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Comment: international spillovers

@ Alternative rules:
e tax on foreign CBDC?
e FX intervention?
e macroprudential requirements?

e cross-country coordination?

@ What is the optimal amount of CBDC in circulation from
a global perspective?

@ Impossible trinity/dilemma?
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Thanks!
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