Should We Fear a Cashless Society?

I. The Irreversibility Asymmetry

Consider what it would take to rebuild a cash network after the last ATM has gone dark. Not slow
the transition — reverse it. You would need governments to subsidise infrastructure the market has
already written off, in constituencies with little political weight, across timelines that outlast
administrations. No plausible political coalition sustains that effort. Which means that once the
transition has happened, it has happened. The question was never whether to go cashless. It was
whether anyone was paying attention to the conditions under which it occurred.

Arrow, Fisher, and Henry formalised this asymmetry in 1974: when a decision is partially
irreversible and new information arrives over time, there is positive option value in delay. Dixit and
Pindyck identify the conditions under which that option premium is highest: irreversibility,
uncertainty about future states, and a genuine ability to wait.! Cash transitions meet all three. The
people most harmed rarely show up in aggregate data until the harm has already compounded;
digital penetration, once it crosses a threshold, moves fast enough to close the correction window
before anyone has measured what they lost. The populations with the most at stake have the least
leverage over the decisions that drive the transition.

Cash network viability depends on fixed costs that only make commercial sense above a usage
threshold. Once digital penetration pushes cash use below that line, no private operator rebuilds the
network. Norway and Sweden maintained cash access after their markets failed — but only
through permanent public subsidy, only after recording significant exclusion, and only because
both countries have unusually functional regulatory institutions.? The correction arrived after the
harm, and it depends on future governments holding the same view as current ones. That is not a
robust foundation. The ECB is implementing a digital euro. The Riksbank is deciding right now
whether to mandate cash acceptance or let the market finish what it started. These are not
hypothetical choices.

I1. The Efficiency Case and Why It Isn't Enough

In Sub-Saharan Africa, mobile money drove adult account ownership from 23 to 55 percent
between 2011 and 2021.° Pomeranz’s study of Chilean firms found digital payment trails raised
VAT compliance substantially — not through audits, but because records made evasion visible to
the firms themselves. The same household that loses wages to a poorly managed cashless
transition also loses money to the cash-based middleman the digital trail would have exposed. The
sequencing question is about which harm comes first — and who bears the cost of getting the order
wrong. The financial inclusion literature is better on direction than on timing, and I am not sure that
gap has been adequately noticed.

The zero lower bound is the efficiency case at its strongest. Kenneth Rogoff’s argument in The
Curse of Cash is that eliminating high-denomination notes — and ultimately cash itself — would
open a qualitatively different monetary policy space: real rates of negative three percent or below,
not the modest negative territory achievable while cash hoarding remains an option.> Swanson and
Williams showed that policy effectiveness deteriorates the longer ZLB binding persists;
Reifschneider and Williams formalised the framework within which those losses compound.® In a
sustained deflationary episode — Japan in the 1990s, the eurozone after 2012 — that additional
space would be the deciding variable. The ZLB case is real. Rogoff’s argument has not been



substantially revised since 2016, and the post-pandemic inflation cycle — which required the
sharpest rate rises in a generation rather than deeper negative rates — is an awkward decade for it.
It is also the argument that sounds most technically respectable while doing the most political
work, which is a combination worth being suspicious of.

When both thresholds are breached and conventional tools are exhausted, the welfare calculus
shifts — but only if the trigger is pre-specified and observable, not self-assessed by the institution
that gains discretion from classifying itself as constrained. ZLB conditions are defined partly by the
same models used to justify policy, so triggers must draw on external data: unemployment figures,
output gap estimates from independent agencies, deflator readings — not the institution’s own
assessment. You cannot protect a trigger from capture by using a trigger to define what counts as
capture.

IT1. What Happens When It Goes Wrong

The cleanest failure case is also the most extreme.

In November 2016, 86 percent of India’s currency by value was withdrawn from circulation
overnight. Chodorow-Reich, Gopinath, Mishra, and Narayanan found that employment and output
growth fell roughly two percentage points in the districts most exposed.” Two percentage points
sounds like an economic variable. In a district where cash is the medium of daily commerce — the
morning tea, the daily wage, the credit informal lenders extend because they know their borrowers
— withdrawing it overnight without adequate digital infrastructure does concentrated, immediate
harm to people with no alternative. Those were people’s wages.

Demonetisation was a government decision, imposed in days. A market-driven transition is slower
and less legible, but the endpoint is the same: cash becomes functionally unavailable before the
institutions capable of managing that fact exist. China scaled to a billion users in under a decade
and generated large inclusion gains alongside exclusion severe enough that the People’s Bank of
China mandated cash acceptance in December 2020.* The PBOC intervention is better read as
evidence of what embarrasses governments than of what they intend: the correction only happened
once the exclusion was visible enough to create political cost.

Before M-Pesa, cash in rural Kenya was itself the exclusion mechanism — a day’s travel, a theft
risk, an unreliable arrival. Jack and Suri found M-Pesa lifted 194,000 households out of extreme
poverty, concentrated among female-headed households.’ The argument for protective conditions
is an argument for people cash already serves — not for people it has already abandoned.

IV. Who Designs the Architecture Decides Who Gets Watched

Surveillance risk in digital payment systems follows from design decisions, not from going digital
itself. Brunnermeier, James, and Landau establish that privacy architecture is a parameter, not a
given.” Chaum's blind signature protocol and BIS Project Tourbillon demonstrate that
cryptographic anonymity for retail CBDC is technically achievable." The question is not whether
privacy-preserving design is possible. It is whether the political conditions under which it gets built
are normal or exceptional.

Culpepper’s work on low-salience institutional decisions shows what happens next: on technical
questions that don’t generate public attention, organised interests shape outcomes without electoral
constraint.” In CBDC design, those interests include financial intelligence units, law enforcement,



and the payment platform operators who have commercial reasons to want transaction data— none
of whom are accountable to the people whose privacy the architecture will determine for the next
several decades. During the GDPR process, even with Snowden generating unusual public
attention to exactly this question, security services shaped the Article 23 national security
exemptions in ways that the people lobbying for them have since described as going further than
they expected to get away with — which tells you something about what happens when public
attention moves on."” Without something comparably disruptive to concentrate public attention on
CBDC design, the outcome is worse. Probably much worse.

A government that wants to see transaction data will not announce the intention. It will define
thresholds, insert exemptions — each step defensible, the cuamulative result a payment system that
records everything. On current trajectory, the digital euro will tell the ECB more about European
spending behaviour than the ECB’s own economists currently think they want to know.

V. Four Conditions, None of Which Is Currently Met

Privacy erodes because architecture decisions made at deployment get locked in — which means
anonymity for low-value retail transactions has to be built into the protocol through Chaum-type
cryptographic design, not promised by legislation a future parliament can repeal. I am not sure
where exactly the line falls between privacy that is robust and privacy that is merely defended in
court, but I am fairly confident the ECB’s current approach is on the wrong side of it. The ECB’s
current digital euro design documentation specifies ‘privacy by regulation’ rather than privacy by
cryptographic architecture, which means it fails this condition on its face. Exclusion continues
because cash protection statutes without enforcement produce paperwork rather than access —
enforceable acceptance requirements with real penalties; Norway's mandatory acceptance model is
the precedent.* Governments report access rates that justify decisions already made, which is why
coverage verification must be done by an independent auditor before physical alternatives are
removed, above 99 percent adult coverage. The threshold is not arbitrary: at an Atkinson inequality
parameter of one, the welfare weight on the excluded fraction exceeds the average, making 99
percent a conservative bound.*”

Both the China and Norway corrections arrived after the harm — which is why offline payment
capacity and geographic redundancy have to be built in from the outset. Retrofitting means the
exclusion has already happened.

Each of these conditions can be hollowed out, which makes enforcement the central question. The
Congressional Research Service’s analysis of the Unfunded Mandates Reform Act found it
reduced unfunded mandates primarily by raising the political cost of non-compliance, even though
points of order were sustained only three times in its first decade."® The federal-state context
doesn’t map cleanly onto cash protection; what matters is that visible non-compliance changed
behaviour upstream.

VI. The Asymmetry of Regret

Cash protection is not symmetric precaution — precaution also argues against the status quo, given
that cash sustains corruption and keeps rural borrowers out of formal credit markets. The argument
is about a specific structural asymmetry: the populations who bear the highest cost of a failed
transition are also the ones least able to register it in the processes that would need to respond. A
market-driven threshold effect, where cash viability collapses non-linearly once penetration



crosses a certain point, combines with this structural exclusion from political voice to produce an
error that self-conceals: the people harmed are not represented in the data that would trigger
correction, and not represented in the institutions that control the data. Norway’s 2017 cash review
caught the exclusion because Norway had an independent oversight body tracking unbanked
populations — the signal existed before the harm compounded. In India in 2016, the districts most
harmed by demonetisation were precisely the districts least represented in the data policymakers
were reading. The difference is whether the excluded are inside the measurement system. Ordinary
mismanagement leaves traces. This kind doesn’t.

Who decides when the four conditions are met? With what accountability to the people who bear
the cost if the decision is wrong? The two-regime framework and pre-specified observable triggers
exist to make those questions answerable — to prevent self-classification by actors with incentives
to override the triggers. These institutions have to be built before the transition, when cash still
functions and the political urgency for protection is lowest, and when the organised interests that
would prefer no such institutions exist are most able to prevent their formation quietly. I don’t have
a fully satisfying answer to how you build those institutions against the interests that would prefer
they not exist. The essay identifies the problem more cleanly than it solves it.

Designing enforcement mechanisms that remain credible across administrations, against organised
interests with structural incentives to erode them, tends to fail. Not dramatically — no one
announces the retreat. They get hollowed out. The legal commitment stays on paper; the interest
groups that benefit from the weaker version outlast the coalitions that built the stronger one. Most
statutory protections die this way — though most protect things that can be rebuilt. Cash networks
cannot. What distinguishes the cash case is that once the network threshold has been crossed, the
excluded population has already lost its main source of economic leverage. By then, the choice has
already been made for them.

The worst outcome is not that cashlessness happens too slowly. It is that it happens before the
institutions capable of managing it exist, and that by the time exclusion is visible, the option to
reverse it has closed.
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