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An Inevitable Transition:  
The Future of Cash and Its 
Effect on Monetary Policy

History and Emergence 
Paying by cash, cheque, or card? How about no cash, no cheque, just 
card? 

Money, historically known as merely a tangible entity, has radically 
evolved over the centuries. Coins and sterling, once the conventional 
methods of payment have evolved to taps, swipes, and keystrokes. The 
emergence and integration of computer technology has achieved what 
was once a futuristic vision: a cashless society. 

The Imaginaire 

The idea of a cashless society - in which all transactions are processed 
electronically without any use of paper money or cheque - originated in 
the 1950’s but has remained popular, enjoying surges of ubiquity in the 
last 10 years (Bátiz-Lazo, Haigh, & Stearns, 2013). A cashless society 
was imagined as a social order adopting an emerging, unproven 
technology. The evolution of this technology would be altered and 
redefined as both the technology itself and the vision of the cashless 
future became ingrained within society. As a result, the success of the 
vision depended on convincing others of the existence of a future in 
which the innovation is not just accepted but required. The vision did 
not indicate what the future would contain but rather what it would 
not: cash.  

During the mid-twentieth century, the United States had a major crisis 
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that paved way to the uprising of a cashless 
society. Given the tedious nature of cheque sorting, 
routing and delivery, depositing institutions 
incurred significant handling, transportation and 
float costs. In the years following 1955, “the 
volume of [cheques] processed annually by the 
Federal Reserve rose from 14 billion in 1955 to 
nearly 22 billion [in 1965]” (Bátiz-Lazo et al., 
2013). With the looming crisis of transaction 
volume growth and banks beginning to adopt 
computerization, the solution became clear: 
eliminate paper from the system. 

Today’s Reality 

Today, a cashless society is no longer an 
imagination. In a survey conducted by ING Group, 
a Financial Services Company, “one in five people 
in Europe (21%) said they rarely carry cash. And 
if given the option, one in three in Europe would 
go completely cashless” (“ING Survey”, 2017). 
Sweden, which is regarded as a pioneer in the 
adoption of a cashless economy, currently makes 

80% of all transactions through a cashless form of 
payment (“Sweden”, 2016).  

Halfway across the world, China is also quickly 
replacing its traditional payment systems with 
mobile payment applications such as Alipay and 
WeChat Pay, resulting in over $5.5 trillion in 
purchases in 2016 (Kuhn, 2017). As “one of the 
world’s fastest growing FinTech hubs”, China is 
beginning to rival the United States’ presence in 
the financial technology space (Bhandari, 2017). 
Venmo, Apple Pay, and Square are all American 
payment solutions that have entered the market.  

In Europe, Sweden’s Swish and Norway’s Vipps 
are leading their respective countries’ payment 
application markets. As a result of the investment 
into financial technology, there has been a steady 
growth in the use of these technologies worldwide 
as seen in Figure 1. Lastly, the rise of the 
cryptocurrency has introduced a different type of 
financial transaction with the potential to have a 
serious impact on current financial systems.     

Figure 1: Mobile Payment Users by Region (Thousands of Users)
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As these cashless trends begin to manifest 
themselves in different countries, we are left with 
the question: how will changes to the traditional 
methods of payment impact the economy, and is it 
for the benefit of society as a whole? 

The Rationale for Cashless 
Systems 

The switch to cashless systems is very attractive 
to both governments and banks, the two players in 
the economy most closely tied to the distribution 
of cash besides consumers. A study on 
technological change in European banking 
suggested that countries may save up to 1% of 
their GDP annually by fully adopting electronic 
payments over paper-based payments, which in 
Canada is equal to over $20 billion CAD 
(Humphrey, Willesson, Bergendahl, & Lindblom, 
2006). Going cashless can not only reduce costs, 
but also increase revenues. Tax incentives for 
electronically traceable payments was shown to be 
an effective method of reducing the size of a South 
Korea’s shadow economy. It turned the formerly 
cash-based economy into a majority cashless 
economy, while simultaneously increasing 
government tax revenue (Sung, Awasthi, & Lee, 
2017).  

For commercial banks, cashless systems are 
accompanied by greater profitability. A regression 
analysis on bank profitability found that point of 
sale transactions (POST) and mobile banking 
transactions (MOBT), two types of cashless 
payment systems, both correlate positively with 
profitability (Kamboh & Leghari, 2016). A 1% 
increase in the volume of POST and MOBT 
yielded a 2.69% and 0.59% increase in the bank’s 
return on equity, respectively. Reducing the 
amount of cash in an economy helps to “reduce 
the cost of banking services and drive financial 

inclusion by providing more efficient transaction 
options and greater reach” (Odior & Banuso, 
2012).  

Given the large economic incentives, it can be 
presumed that government and commercial banks 
will actively support a transition towards a 
cashless society. However, the question remains: 
will a cashless economy benefit society? 

Societal Benefits  

A cashless society offers numerous security, 
convenience and speed benefits to users. By virtue 
of being traceable, cashless transactions overseen 
by regulated institutions can help prevent terrorist 
financing, money laundering, fraud, and tax 
evasion. Paper money, on the other hand, tends to 
emerge in the black market because of its limited 
traceability, thus encouraging criminal activity. In 
regard to convenience and speed, going cashless is 
the clear choice as most digital payments can be 
made with a tap or wave of a smartphone. 
Moreover, a cashless system makes it easier and 
faster to loan or borrow money. 

The Fear of Breached Cybersecurity 

The last few years have witnessed many high 
impact cybersecurity attacks, globally and across 
various sectors. These attacks have made 
cybersecurity one of the top risks associated with 
electronic money. A report compiled by KPMG, 
outlines Distributed Denial of Service (DDoS) as 
being one of the most widely used attacks (Kapur, 
2017). A DDoS attack is an attempt to make an 
online service unavailable by overwhelming it with 
traffic. These attacks particularly target financial 
institutions and prevent individuals from accessing 
important information.  

In the beginning of 2017, “Lloyds Banking Group 
came under a distributed denial-of-service attack 
that hampered access to its online banking 
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services for about two days…” (Kirk, 2017). 
Several other banks around the world have 
experienced similar waves of assault in the past 
few years. In the case that such an attack took 
place in a fully cashless economy, consumers could 
theoretically lose access to cash, which is why the 
idea of cashless methods of payments are 
continued to be perceived as high risk.  

Given that a cashless economy is a complex and 
large ecosystem with multiple variables that 
rapidly continue to evolve, cyberattacks are only a 
temporary side effect. Major institutions focusing 
on cybersecurity and governments around the 
world are continually developing tools to prevent 
cybercrimes. Formed in February 2017, “the 
Botnet Cleaning and Malware Analysis Centre, 
CSK, operated by Indian Computer Emergency 
Response Team (CERT-IN) focuses on desktop 
and mobile device security.” This is a step which 
has been taken by CERT-IN to address the 
increased number of incidents being reported 
[…]and is also part of the government’s ‘Digital 
India’ initiative…” (Kapur, 2017)  

India’s Struggle with Card Acceptance 
Infrastructure  

Additionally, the emergence of a cashless society 
faces difficulties in developing nations, where 
access and financial illiteracy are limited at best. 
There are certain areas around the globe that do 
not have access to technology hardware and the 
internet. India is struggling to keep pace with card 
acceptance infrastructure. In 2016, Prime Minister 
Narendra Modi, announced the demonetization of 
the Rs 500 and 1000 banknotes which pushed the 
economy away from the use of cash. However, the 
numbers in the economy paint a stark portrait. 
Merely 26% of India has internet access, and there 
are only 200 million users of digital payment 
services. According to the World Bank, “Indians 

are significantly less familiar with digital banking 
– the use of credit or debit cards, making 
transactions using mobile phones, and using the 
internet to pay bills – than their peers in middle-
income nations” (Khosla, 2016). 

The Link Between Cashless 
Systems and Monetary Policy 

The possibility of a cashless economy brings 
attention to a prominent concern: how will it 
affect the ability of central banks to dictate 
policy? Currently, there is no overall academic 
consensus on the impact of cashless systems on 
monetary policy. Economists are debating whether 
a transition to such an economy would cause 
central banks to lose their power to influence 
short-term interest rates and enact other 
directives, or if they will maintain or even increase 
their current power in such a future setting 
(Tabassum, 2013). 

The Problem of Price Indeterminacy 

Economists Costa Storti and De Grauwe (2001), 
argue that in a cashless economy, the central 
banks will be unable to avoid the problem of price 
indeterminacy, the idea that the demand for 
money can be resolved through combinations of 
money supply (i.e. the amount of cash, bank 
deposits and other highly liquid assets in the 
economy) and price level (i.e. the average current 
price of a large variety of goods and services in the 
economy). 

They argue that without a “guardian” overlooking 
this relationship, when the money supply falls the 
price level will rise and unhealthy inflation can 
occur within the economy. They suggest that since 
central banks would lose their primary monetary 
policy tools in such an economy, they would have 
to either become reliant on their respective 
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treasuries or adapt an entirely different economic 
role.  

The Decoupling of Central Banks  
from Financial Markets 

Benjamin Friedman, a professor of economics at 
Harvard University, argues that central banks will 
lose their power since in a cashless economy, 
private non-financial companies would be able to 
settle electronic transactions without the help of 
central banks, essentially “decoupling” the central 
banks from financial markets (Friedman, 2000). 
Friedman’s argument essentially states that in an 
economy where money can be guaranteed not only 
by the central bank but by other entities in the 
economy, actions undertaken by the central bank 
to control economic activity will become 
ineffective as the financial markets themselves are 
no longer reliant on the central bank’s liabilities: 
currency in circulation and bank reserves. 

The Rapid Emergence of 
Cryptocurrencies  

The rise of cryptocurrencies accompanied by the 
decrease in circulated banknotes is another factor 
that raises doubt as to whether central banks 
would still be effective in implementing effective 
monetary policy (Heller, 2017). Unlike centralized 
fiat currency, cryptocurrencies are a form of 
decentralized currency in which any individual 
around the world can create (or mine). The funds 
in a cryptocurrency environment are solely 
controlled by the individuals in the system 
creating a decentralized structure with no single 
point of control (e.g. central bank).  

Another major point of differentiation between fiat 
currency and cryptocurrencies is their reinjection. 
Fiat currency that is spent must await a long 
process before being deposited back into a 
financial institution whereas cryptocurrencies are 
immediately injected into the decentralized 

economy (Buntinx, 2015). The emergence of 
cryptocurrencies (e.g. bitcoin, litecoin) means that 
central banks no longer have sole control of the 
overall money supply in an economy, adding more 
variables into the policy-making process. Central 
banks would be obliged to respond with extreme 
caution to money demand changes in order to 
preserve the money market equilibrium (Sauer, 
2016).  

According to a report published by the 
International Economic Atlantic Society (2016), 
“the most important task ahead for central banks 
is to observe the growing influence of virtual 
currencies and collect data on their acceptance, 
development of supply, decisions of governments 
and other authorities concerning this matter.” 

The Influence of the  
Government’s Bank 

On the opposite side of the debate, economists 
such as Aqeela Tabassum, argue that central 
banks will not lose their ability to influence the 
economy via monetary policy. Ultimately, the 
central bank is the government’s bank, and should 
inherently retain power to influence settlement - 
the service of transferring money from one bank to 
another - balances, provide risk free settlement 
services and be a lender of last resort (Tabassum, 
2013). 

The Swedish Riksbank and  
Cash Growth 

One econometric analysis on Sweden’s central 
bank, the Riksbank, concluded that growths in 
M0, or the measure of the amount of currency 
within an economy, are not significantly related to 
growth in nominal GDP, real GDP, nor CPI 
(Dalebrant, 2016). Since most central banks have 
stopped targeting the money supply, instead 
favouring to influence short-term interest rates, 
Dalebrant concluded that not only will a reduction 
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in M0 (i.e. cash) not hurt the Swedish economy in 
terms of productivity, but also that the transition 
to a cashless economy would not diminish the 
Riksbank’s ability to conduct monetary policy.  

The Cashless Monopolist 

Research published in the International Business 
& Economics Research Journal even proposes that 
individual payment systems in a cashless economy 
are bound to be dominated by a monopolist, and 
that the central bank would be the optimal 
provider of such payment systems due to their 
inherent creditworthiness, their non profit 
maximizing goals, and their close connection to 
monetary policy (Duemmler & Kienle, 2012). 

Negative Interest Rate Policy 

What remains to be seen is the impact of a 
cashless society on negative interest rates. 
Negative interest rate policy (NIRP) is a measure 
implemented by central banks to encourage 
spending and investment. Instead of earning 
money on deposits, depositors must make regular 
payments to keep their money in a bank.  

According to Goldcore Limited and as seen in 
Figure 2, “seven countries have experimented with 

negative interest rates [since 2012]: Hungary, 
Germany, Denmark, Sweden, Switzerland, 
Bulgaria and of course, Japan” (Skoyles, 2016). 
The Financial Times speculates that “as long as 
people have access to cash, they may be able to 
avoid negative interest rates, limiting the scope for 
central banks to cut interest rates much 
further” (Tetlow, 2016). Through the hoarding of 
physical cash, or physical cash equivalents (such as 
gold or silver coins), consumers should 
theoretically be able to avoid the stimulating 
intentions of NIRPs. A cashless society that 
reduces the ability to hoard cash causes NIRPs to 
become more effective by removing methods that 
avoid their impact.  

Ultimately, by eliminating cash altogether in an 
economy, consumers are left with only two options 
when a NIRP is implemented – to spend their 
money or pay interest. With citizens perceiving 
that cash is being gradually taken away from 
them, they will be more likely to spend. In turn, 
this would allow central banks to properly control 
deflationary periods and boost GDP.  

Figure 2: Key Interest Rates

-1%

0%

1%

2%

3%

4%

5%

2007 2010 2013 2016

DNK JPN CH EA(19) SWE



SEPTEMBER 2017 PAGE �7

Cashless or Less-Cash: The 
Future Moving Forward 

A future where the economy is substantially less 
reliant on cash or fully cashless is unavoidable. For 
the general population, this is a positive; it is 
simply a technological advancement that will aid 
humanity in achieving greater societal welfare. It 
is the responsibility of world governments, their 
respective central banks, and other financial 
institutions to implement systems that will help to 
contribute to a smooth transition from a majority 
cash-based economy to a cashless one. 
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