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Weak competition for deposits is a source of bank profit

Wholesale (blue) and retail (red) bank interest rates, November, 2024
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Data sources: Federal Reserve (FRED) and Federal Deposit Insurance Corporation.



A monopolistic bank that funds all loans with deposits
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For small monopolistic banks:
Loan provision declines as deposit-market competition rises
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Competitive loan and deposit market equilibrium
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Monopolistic loan and deposit market equilibrium
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CBDC competition for deposits might increase deposits and lending
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Disruptable bank-based payment system revenues
Ratio of payment revenues to GDP: North America 2.3% versus EMEA: 1.5%

Six trends will define the next five years
Over the past decade, the combined market capitalization of specialist payments companies has increased 
from $400 billion to $1.4 trillion.4 In addition, over the past five years, there has been an explosion in fintech 
unicorns; more than 384 with a combined valuation of $1 trillion came online, a tenfold increase from 39 
unicorns five years ago. These conditions set the backdrop for the six trends we expect will define the next 
five years.

1. The decline of cash will continue unevenly
Global cash usage now stands at 80 percent of 2019 levels and continues to decrease at 4 percent a year. 
The $26 trillion in payments still made in cash represents a massive opportunity for digitization, but the 
transition will unfold differently in different regions.

4	 McKinsey Panorama Innovation; Dealroom.com.

Exhibit 2 continued 

Global payments revenue, by type and location, 2023

Note: Figures may not sum to 100%, because of rounding.
1Europe, Middle East, and Africa. 2Cross-border payment services (B2B, B2C). 3Net interest income on current accounts and overdrafts. ⁴Fee revenues on 
domestic payment transactions and account maintenance (excluding credit cards). ⁵Remittance services and C2B cross-border payment services.
Source: McKinsey Global Payments Map

Asia–Paci�c accounts for nearly half of global payments revenue.
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Fast payment systems add speed and efficiency

▶ Key defining properties:

1. 24× 7× 365 availability.
2. Real time gross settlement (RTGS).

▶ Examples:
▶ Korean Electronic Banking System, established 2001.
▶ Bank of Mexico’s Sistema de Pagos Electrónicos Interbancarios.
▶ Swish, a private mobile payment system available in Sweden.
▶ The United Kingdom’s non-profit utility, Faster Payments.
▶ Singapore: Fast and Secure Transfers (FAST).
▶ The European Central Bank TARGET Instant Payment Settlement (TIPS), based on the

SEPA Instant Credit Transfer platform.
▶ The US: Real-Time Payments System and Fed RTGS fast payment system, FedNow.
▶ Brazil’s Pix.

http://www.fasterpayments.org.uk/media
https://www.ecb.europa.eu/paym/target/tips/html/index.en.html
https://www.theclearinghouse.org/payment-systems/rtp


A fast payment with alias resolution is much like a CBDC payment

Alias resolution

Fast payment
system

Account
Provider

Account
Provider

Payment
initiator

Alice

Bob



Brazil’s Pix adoption has been rapid
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CBDC design considerations
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Interoperability is crucial

Alice Bob

PSPa central bank PSPb

CBDC CBDC CBDCCBDC

Is this CBDC payment feasible?



Case example: The design of a tentative digital pound

1. The Bank of England “mints” and transfers the digital pound on a core ledger,
which could be a blockchain or a traditional centralized database.

2. User passthrough wallets are provided only by private-sector services.

3. Privacy would be like that for existing cards and bank accounts. The government
and central bank get no personal data.

4. Accessible to UK and non-UK households and businesses, interoperably online and
on smartphones and cards.

5. Offline viability depends on control of double-spend risk, and is to be determined.

6. No interest paid on CBDC balances.

7. A limited amount per user, such as 10,000 or 20,000 pounds, at least initially.

8. No programmability by the official sector.



The Bank of Canada surveyed support by Canadians for a CBDC

▶ “. . . broad early adoption is unlikely given that available payment methods meet
the needs of most users.”

▶ “Financially vulnerable segments often have the most to gain from this new
payment method but are most resistant to adoption.”

▶ “Important considerations for appeal and adoption potential include universal
merchant acceptance, low costs, easy access, simplified online payments, shared
payment features, budgeting tools, and customizable security and privacy settings.
Participants cited these features far more often than offline functionality and the
ability to make anonymous payments.”

▶ “Our results also show that cash remains an important method of payment and
that certain groups may strongly resist a Digital Dollar if they conflate its launch
with the end of cash issuance.”

▶ “We find a hypothetical Digital Canadian Dollar requires the support of an
information campaign to be understood, valued and adopted.”



Major hurdles for U.S. adoption of a digital dollar
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Politics, privacy, and the crypto industry

“Heritage’s campaign illustrates the extent to which anti-CBDC skepticism is
becoming ingrained on the right, fueled by fear that a revamped digital dollar would
give the government new control over everyday life. Former President Donald Trump
recently joined the movement, vowing to stop the Federal Reserve from launching a
CBDC in the name of protecting Americans from ‘government tyranny.’

It also comes as the GOP increasingly embraces the crypto industry, which is helping
stoke opposition against a government-run digital currency. The upshot is that it’s
going to be very hard—and potentially impossible—for the U.S. to get to a place
where Congress blesses the idea of the Fed launching a CBDC.”

Politico, March, 2024


