CASH IS MORE THAN
A PUBLIC GOOD

By Héctor Labat, Franz Seitz and Guillaume Lepecq
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ABOUT CASHESSENTIALS

CashEssentials is a global, independent think tank, whose mission is to monitor ongoing
developments and undertake research and analysis on cash and its future, while providing
a platform for balanced inquiry and debate about cash, payments and monetary systems,
for the benefit, viability and well-being of all.

Banknotes and coins are a collective good integral to society and its proper functioning.
The evolution of cash, therefore, should be shaped collectively, that is, in the joint long-
term interest of individuals, businesses, regulators, non-state actors and society. In our
view, the future of money is not just a technology issue. It is fundamentally a socio-
economic issue: the future of the monetary system should be efficient; fair; inclusive;
resilient; sustainable; respectful of individual privacy and include a vision for human
betterment. A part of that solution is cash.

In a rapidly digitizing society, we believe in the imperative of keeping cash up-to-date and
open to change, as it possesses a set of unique attributes. Cash is non-discriminatory and
can be used by everyone; protects individual privacy; is a crisis safe-haven — cash does not
crash — and is a friend of the poor and unbanked.

ABOUT THIS PAPER

In September 2023, CashEssentials launched a research project addressing the questions
‘Is cash a public good? Is it a basic right?’ with the aim of clarifying the debate and
advancing policies. Within this framework, Labat (2024) reviewed the literature on the
topic, offering a comprehensive taxonomy to frame the discussion. A research seminar
was then held in Istanbul on 6 November, bringing together a multidisciplinary panel of
international specialists:

Héctor Labat, Research Fellow, CashEssentials

Tim Stuchtey Brandenburg Institute for Society and Security

Fredéric Allemand, Robert Schuman Institute, University of Luxembourg,
Carin van der Cruijsen, De Nederlandsche Bank

Franz Seitz, Weiden Technical University of Applied Sciences, Weiden,
Ursula Dalinghaus Ripon College,

The present document summarizes the main take-aways of the research project and the
discussions at the research seminar. We would like to extend our warm gratitude to both
the panelists and the participants who have made this research possible



EXECUTIVE SUMMARY

Banknotes and coins constitute a form of public money as they are issued by a
public institution, but like private money, serve private purposes, and thereby are not

a public good per se. However, cash contributes to several social benefits which are
of public interest:

The cash payments system and its collective benefits (financial and social inclusion,
economic stabilisation, resilience of the payments and system, protection of privacy)
are public goods in the economic sense. They are non-rivalrous in consumption, and
nobody can be excluded from using them. Economic theory suggests that, without
the participation of the government, their provision cannot be guaranteed.

Cash is a good of public access. Its tangibility makes it suitable for the elderly, the
unbanked and groups at risk and makes it possible to use it without a device, third-
party intermediation or being online. The public sector also issues and regulates cash
to guarantee its public access and its widespread acceptance. Cash ensures universal
access to the monetary system and economic life, promoting financial, social and
payments inclusion of all.

Cash guarantees the respect of several rights deemed important for society, such
as the right to privacy, freedom of choice and other civil liberties. In addition, it
contributes to guaranteeing a more resilient and cohesive society. Thus, cash is a
good of public interest.

Digital monies and electronic payment systems are only imperfect substitutes for

cash in any of its societal roles:

3

Being digital, they cannot fully ensure privacy protection, economic inclusion and
resilience to power outages, cyberattacks and crises.

Private monies and systems may contribute to efficiency but are profit-driven, which
limits the extent to which they can contribute to the public good.

Central Bank Digital Currencies (CBDC) can be potentially designed to serve the
interests of society in better ways than private alternatives do. However, due to their
digital nature, they cannot deliver public benefits to the same extent than cash does.

The future of cash is not a just a technological issue as different forms of money have
different implications for society. In order to preserve a resilient, inclusive and fair
society, ensuring a well-functioning cash ecosystem is a matter of public interest.
From a society's perspective, an efficient payment system is a mixture of both
physical and digital instruments.




The collective benefits of cash contribute to the public good.
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4 The use of cash depends on the stability of the cash ecosystem to which both the
private and the public sectors contribute. If the private sector disengages from its

role, then the public sector must react to realign private interests with the public
interest or fill the gap itself

The (active) use of cash must remain above a certain threshold to keep the cash
infrastructure (access, acceptance, availability, affordability) alive and profitable
for the private sector. The government can stimulate the use of cash through
information campaigns that raise awareness of the societal benefits (positive
externalities) of cash and new legislation favouring cash.

The cash system requires an appropriate legal framework and institutional support for
cash to be trusted and credible. The government should strengthen cash access (cash
deposit and withdrawal), convertibility (deposit into bank accounts) and acceptance
rules to support the use of cash and, establish rights to access and pay in cash.

The cash infrastructure must be adapted to the needs of cash users, who
otherwise will have no option but to shift to electronic payment alternatives.
This would generate negative externalities in terms of financial inclusion,
resilience of the payments infrastructure, the protection of privacy and civil
liberties as well as economic stabilisation in the case of a crisis. The cash
ecosystem and many of its collective benefits qualify as public goods as
everyone can enjoy them simultaneously without restriction. If cash is not
profitable for private providers, the government should fill the gap by, at least
partly, funding the private sector or taking direct responsibility for its provision.

In addition, it can set the scope for innovations that render the infrastructure
more efficient.




IR B N TRODUCTION

Demand for cash has been increasing in most countries, both in absolute terms and relative
to GDP (Heinonen'). However, the use of cash at the point of sale has been decreasing
steadily in many countries in the last years in favour of electronic alternatives, a phenomenon
that has become known as “the cash paradox” (Zamora-Pérez, 2021). Based on this, it is often
claimed that consumers are making an active choice for more convenient and efficient
digital forms of payment and that cash is becoming obsolete. However, further evidence
suggests otherwise. Even in countries where cash represents a low share of transactions

at points of sale, cash continues to be actively used by the majority of the population.
Consumers typically prefer different means of payment for different transactions, thus using
cash in parallel to other alternatives such as credit cards or mobile payments.

Moreover, most surveys around the world reveal that cash continues to be of great
importance to people and that the hypothetical disappearance of cash is widely rejected by
the public. In the euro area, the option to pay with cash is “important” or “very important”
for 60% of the population? In the UK, around 17% of the population “would struggle to cope
in a cashless society™, while 28% in the Netherlands “cannot do without cash” (van der
Cruijsen & Reijerink, 2023). In France, 83% of people are worried about the possibility of cash
disappearing® These findings support the idea that electronic payment service providers
play an important role in nudging consumers away from cash (Beretta & Neuberger, 2021).

Cash has some unique features that make it “virtually irreplaceable” (Dalinghaus, 2019).
Cash is tangible, issued by public institutions and needs no intermediary to settle
transactions. These features enable cash to provide a series of further unique benefits that,
regardless of consumers’ individual choices, are important for society (Krueger & Seitz, 2017).

Cash protects consumers’ privacy. Using cash requires no transaction records, unlike
electronic means of payment, but only the physical transfer of banknotes and coins,
which is difficult - albeit not impossible - to trace (Spaanderman, 2020).

Cash constitutes a critical infrastructure. It can be a backup for electronic payment
systems in case of breakdowns, power outages, natural disasters or cyberattacks®.

Cash can also be the basis for a payments system that protects national sovereignty
by granting independence from foreign payment service providers.

Cash promotes competition in retail payments, which puts downward pressure on
electronic payments' fees, notably payment cards.

Cash plays a stabilising role in financial crises. Cash is trusted as the only truly
tangible and public form of money. When uncertainty and mistrust in banks increase,
the possibility of converting bank deposits into cash reasserts clients, helping to
restore trust in the financial system (R&sl & Seitz, 2022).

Heinonen, A. (2023). A Demand for Cash Under Uncertainty: A Global Update fro 2020. CashEssentials._https://cashessentials.
org/demand-for-cash-under-uncertainty-a-global-update-for-2023

2ECB's SPACE survey.

3Cash Review Final Report, available at_https://www.accesstocash.org.uk/media/1087/final-report-final-web.pdf.

“IFOP Annual Survey on cash.

5 Although cash payments are not dependent on electricity, cash distribution relies on an infrastructure that is also
vulnerable to these risks. Nevertheless, if consumers keep an emergency cash reserve, as some governments recommend,
cash payments become less dependent on the infrastructure. In addition, energy-autonomous mobile ATMs can also be

deployed where needed.
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Cash guarantees the social inclusion of the population that struggle with electronic
payments. In the absence of cash, groups at risk, such as the elderly, people with
disabilities, those who are digitally illiterate®, low income or undocumented persons,
would be virtually excluded from economic and social life (van der Cruijsen &
Reijerink, 2023).

Cash is also convenient for budget management and controlling spending. This is
especially important for people who find it difficult to make ends meet.

Cash provides tourists and foreign visitors to a country with a certainty about being
able to pay.

In light of these benefits, many qualify cash as a public good that has to be supported

by the government or as a basic right that has to be protected by law (Labat, 2024). It is
difficult to argue that banknotes and coins are themselves a public good or a basic right.
However, some aspects of cash do involve elements of a public good nature and help
safeguard certain individual rights. To better understand this, we need to consider cash as
an ecosystem that is not just a set of physical tokens exchanged between individuals but
also a payment system and an institution.

B ] THE CASH ECOSYSTEM

Using cash is simple. Cash is typically used to educate children about the value and the
logic of money. However, the use of cash relies on a complex supply chain involving many
different actors and elements of society (see Figure 1).

FIGURE 1: THE CASH ECOSYSTEM

End users
Demand for acceptance of cash

BANKNOTES

AND COINS
Material Profitability Trust Immaterial
condictions condictions

Cash infrastructure Institution of cash
CB (issuance), CITs (transportation), Citizens (trust), CB and banks

banks and ATM networks (cash- (issuance and convertibility rules),
deposits convertibility) government (acceptability rules)

Notes: CB stands for central banks and ClTs for cash-in-transit companies.
Source: Labat (2024).

& According to Eurostat, 46% of people in the EU aged 16 to 74 didn't have basic overall digital skills in 2021.



First of all, the use of cash requires complex logistics. The cash infrastructure puts
banknotes and coins into circulation, distributes and relocates them throughout the
economy following the cash cycle (Figure 1, bottom left-hand side). The core of this
infrastructure consists in:

Central banks Cash-in-transit Banks and non-bank Merchants who
or monetary companies (CITs) providers operating accept cash,
authorities transporting, the interface for cash provide change,
issuing and distributing and withdrawals and deposits, and deposit
providing cash recirculating cash through their branches and cash into bank
to banks ATM networks that make accounts

cash accessible to the public

For the cash payment system to work, the cash infrastructure must be accompanied by
a series of rules, principles and conventions regulating the issuance, convertibility and
acceptance of cash: the institution of cash (Figure 1, bottom right-hand side).

A We can use cash because everyone trusts it as currency. Anyone that accepts cash
éﬂ' does so because he is confident that others will later accept it in exchange for
other goods and services (general acceptability).

central bank which as the State’'s monetary authority must protect the value of

I Trust in cash is supported by legislation, notably legal tender rules, and by the
cash and the stability of the monetary system

Finally, a series of rules govern the issuance and convertibility of cash into
ll bank deposits. Cash is issued by the central bank through the intermediary of
E commercial banks (MclLeay et al,, 2014; Banque de France, 2022). When clients
withdraw cash from their bank deposits, the amount of banknotes and coins
available to end users increases, but the money supply does not.

Cash exists in an ecosystem that relies on a certain balance between its participants.
Any disruption in any of them affects the others and can destabilise the ecosystem
endangering the use of cash.

The cash infrastructure and the institution of cash provide, respectively, the material
(issuance, access and distribution) and immaterial conditions (trust and regulations)
for end users to enjoy cash. Thus, an infrastructure that does not meet the needs of
consumers and merchants may cause them to resort to more convenient alternatives.
For instance, when merchants display ‘'no cash’ signs it undermines consumer trust

in the institution. The same is true when convertibility and acceptability rules are not

advantageous enough for cash users.
S




The use of cash is subject to network effects: the more people use it, and the more
merchants accept it, the more useful it is for current users, and the more attractive it
becomes for prospective ones. The same principle driving this virtuous circle may cause
a vicious spiral in which less use feeds back on itself. If big enough, it may undermine
trust in the social convention of cash as universally accepted money.

How much people use cash also determines, to some extent, the size of the cash
infrastructure, but other factors play a role as well such as seasonality, the need for a
robust infrastructure as well as competition and interoperability. This infrastructure is
mainly privately run and follows economic incentives: banks want to retain and attract
clients while avoiding maintaining idle infrastructure. Less usage makes comypetition
for cash services less important and renders the current infrastructure less profitable”.
In addition, the fewer people use cash actively, the more the circulation of cash has

to build upon the cash infrastructure, as cash received in payments is less likely to be
directly used for further payments but re-deposited at banks (Krueger & Seitz, 2017).

B { PUBLIC GOODS AND BASIC RIGHTS
IN THE CASH ECOSYSTEM

A well-functioning cash ecosystem gives rise to a series of elements that can be identified
as public goods and basic rights that are deemed important to society. This suggests
public support for the stability of the cash ecosystem, which, as we saw above, the private
sector alone cannot guarantee. There are four approaches to qualify a good as public
(Labat, 2024):

In economics, public goods are consumed collectively in contrast to private goods,
which are consumed individually. Public goods display two inherent features: (i) they
are non-rivalrous because they can be consumed simultaneously without conflict and
(i) they are non-excludable as it is impossible to prevent any individual from consuming
them. Public goods are prone to the free-rider problem: if consumers cannot be
prevented from using them without paying, markets will under-produce them in
relation to the social optimum, which justifies its provision by the State (directly or
indirectly).

Most elements of the cash ecosystem are not public goods in the economic sense, as

is the case for banknotes and coins and the cash infrastructure®. However, the cash
system and many of its collective benefits qualify as public goods as everyone can
enjoy them simultaneously without restriction (Davoodalhosseini & Rivadeneyra, 2018;
Garratt & Oordt, 2021). Thus, public goods economic theory provides some basis for the
Sate to protect the stability of the cash ecosystem.

7 Recent developments in the Netherlands and Sweden show that the cash infrastructure can shrink quite quickly.

8 Two individuals cannot pay with the same banknote simultaneously (Chapman & Wilkins, 2019; Mangal, 2021). Meanwhile,
although individuals and businesses can simultaneously use the cash infrastructure, the latter has limited capacity, which
makes its consumption rival. Moreover, private providers can exclude clients through the fees they charge for their services.
Even bank clients that enjoy free withdrawals at their bank's ATM networks pay indirectly for it through other fees or interest

rate payments.
O



Outside economics, goods are also deemed public if they are universally accessible
by law, in contrast to goods for which access is selective. Everyone can enjoy public
(access) goods regardless of their personal condition. These goods are crucial for society
as they establish equal conditions for every individual, contributing to strengthening
social cohesion and the sense of citizenship. Granting public access to a good may be
justified by a moral right or by the existence of positive externalities from which the
whole society benefits. For example, universal access to education is considered a basic
human right as it guarantees minimum conditions for everyone, while a more educated
society is likely to be more prosperous.

Cash is a public (access) good as it constitutes the only part of the monetary system
available to all individuals, poor and rich, abled and disabled, banked and unbanked
alike (Dalinghaus, 2019). Therefore, the cash system has a crucial role in ensuring social
cohesion and economic and social progress.

Goods can also be deemed public when they contribute to the general or public
interest, and private when they serve individual or private interests. This definition
distinguishes what is good for the collective from what is bad from an ethical point of
view. As private interests may not always align with public interests, the intervention of
the State may sometimes be necessary to protect society. For example, some private
businesses and consumers may benefit from uncontrolled pollution, but its dire
consequences for everyone make environmental legislation necessary.

Individuals use cash to pursue their private interests, which may or may not contribute
to the common good. However, a well-functioning cash system allows several
important rights to be respected, such as the right to privacy, the freedom to choose
among different payment methods and the right to economic inclusion (Dalinghaus,
2019; ECB, 2023). Similarly, a stable ecosystem is of public interest as it yields collective
benefits, such as protection against disruptions in digital payments and stabilisation in
crises (Lepecq, 2015).

From an administrative point of view, a good is public when it is managed by the
State. The public sector does not need to follow the profit-based market principles but
can pursue agreed collective goals. Thus, it can provide economic public goods that the
market cannot, guarantee the universality of public access goods and promote goods of
public interest for society.

Cash is public money in that it is issued by public institutions with public mandates.
As the government sets the main rules that regulate the cash system, the governance
of cash can be geared towards achieving the common good. However, the cash system
also needs the private sector and relies on the alignment of private and public interests.
Central banks mainly interact through financial intermediaries which follow their own
market-driven interests. Similarly, cash distribution logistics are run by the private
sector. Finally, cash acceptance requires trust and credibility of all stakeholders.




B -] cLECTRONIC MONIES ARE NEITHER A PUBLIC GOOD
NOR A BASIC RIGHT

Electronic moneys and digital payment media are ubiquitous nowadays. Most of them are
privately run, such as card schemes. Private monies have always co-existed with public
money and been a source of innovation and efficiency gains. However, they tend to lack
stability. Thus, most private payment systems do not rely on purely private monies. Trust
on privately issued moneys is contingent upon their convertibility at par into central bank
money?. Ultimately, people trust bank deposits because they can be converted at par into
cash, which is currently the only form of public money available. More recently, central
bank digital currencies (CBDCs) have appeared in the debate as a digital version of central
bank money

Digital or electronic moneys and payment systems may prove convenient for certain
transactions and may contribute to economic efficiency. However, by design they cannot
fulfil the important functions of cash that arise from its physical nature.

They cannot ensure privacy, as they are not anonymous but at most pseudonymous.
Typically, an alphanumeric code identifies each user.

They are vulnerable to breakdowns, power outages and cyberattacks. As the supply
chains grow increasingly complex, the vulnerabilities increase.

They are not fully inclusive. Users need a device, typically a card or a smartphone which
is costly. In addition, digital technology is not easy to use and not always suitable for
groups at risk.

In addition, private issued monies and payment systems are primarily run in the
pursuit of private interests. They are operated for profit. This is not inherently bad but
makes them less capable of contributing to the public good than cash:

— Payment services are provided in exchange for fees, excluding those who cannot
afford them. Thus, they cannot guarantee equal rights for everyone as the cash
payment system does.

— The providers of private payment systems can sometimes compromise the
interests of their clients, for example, through abusive fees or data collection.

— Fully private monies lack the backing of the State as representative of the public.
Hence, trust in them tends to be more unstable and their value more volatile .

— There are segments that are simply not covered by digital payments - remote areas,
areas with no electricity or network... - as well as population groups - children, those
without formal identification, or with a criminal record... - who do not have access to
digital forms of money.

?The government guarantees bank deposits up to a certain amount via deposit insurance and accepts them to discharge
tax duties. Meanwhile, the central bank provides commercial banks with lender-of-last-resort facilities and supervises the

stability of the banking and payment system.
D



The recent development of CBDC projects seeks to overcome the private-interest
limitations of private monies and payment systems. Among the main arguments
supporting central banks’ research are putting downward pressure on fees by

reinvigorating competition in retail payments, reducing reliance on foreign provision

of payments systems and protecting monetary stability from the displacing of cash by
private digital monies (Auer et al,, 2020; BIS, 2018; ECB, 2023). However, even if CBDCs may
beat private monies on these aspects, as digital money, CBDCs cannot match the physical
features of cash.

Universal access to CBDCs cannot be ensured without addressing financial or
payments exclusion. Thus, as the ECB (2023, p. 34) acknowledges, “Barriers to [CBDC]
inclusivity are not expected to differ from those observed for other digital payment
solutions”.

CBDCs can be designed to ensure a great degree of anonymity. However, this cannot
be absolute due to anti-money laundering rules and laws against terrorism financing
(Sands, 2017; BIS, 2018; ECB, 2023). The potential “programmability” of CBDCs raises
similar concerns (Prasad, 2023).

An infrastructure that is not designed according to profitability goals can be more
robust against power outages and cyberattacks, but not fully immune to them.

As CBDCs may potentially compete with commercial bank deposits, one possible
solution to protect the banking system's stability is imposing caps on the CBDC
balances that individuals can accumulate (Bank of Canada et al., 2020). However, such
limits would undermine the use of digital public money for precautionary motives.

CBDC should only be used for transactional purposes, not for store-of-value or
investment motives. This implies, it is more a competitor for private monies and
payment media than for cash.

Thus, most central banks envisage CBDCs as complements, not substitutes of physical
cash (ECB, 2023). In any case, CBDC projects are still at the research stage in most
countries. The extent to which CBDCs may ultimately contribute to the public interest will
importantly depend on their characteristics and whether they are trusted by the public. So
far, the debate has been kept at a technical level and on supply-side considerations, and
most citizens know very little about CBDCs'!°. Most of all, the business case and the use
case of CBDC are still not unambiguously pointed out.

©1n Spain, only about 20% of people know anything about the ECB's digital euro project (Banco de Espafa (2023). In France,
the share barely reaches 10% (IFOP Annual Survey on cash).




B C ONCLUSION: ENSURING THE FUTURE STABILITY OF THE
CASH ECOSYSTEM AND THE PAYMENT SYSTEM

If neither private nor public digital monies and electronic payment systems can substitute
the societal functions of cash, then we need to guarantee the stability of the cash
ecosystem. This is the only way to preserve the collective benefits of cash. Currently,

the main destabilising force stems from the misalignment between private and public
interests. The government can act on each of the three elements of the ecosystem to

stabilise the cash ecosystem:

Stimulating the use of cash can break the vicious feedback

h?f loop of less cash use, making the maintenance of the cash
infrastructure more profitable for the private sector:

In parallel to promoting digital literacy to address financial exclusion, information
programs could raise awareness on the societal importance of cash and stimulate its use

and guarantee payments inclusion”.

Meanwhile, it is important to assess carefully any other public endeavour that may
potentially undermine the utility of cash, such as caps on cash payments and the risk of
cash being partially displaced by CBDCs (BIS, 2018).

é Strengthening the institution of cash through new
legislation that protects and promotes the use of cash:

Minimum access conditions (in terms of distance to an ATM, time to reach an ATM,
withdrawal costs, etc.) can be established to ensure that the cash infrastructure meets

societal needs.

The acceptability of cash can also be strengthened with new legislation that ensures
that cash can be used at any point of sale under reasonable conditions.

The recognition of certain rights on cash, such as the right to access cash or the right to
pay in cash, could back these legal changes.

"See, e.g., the “Initiative Cash” and the campaign “Truths about Cash” of the Mint of Austria (MUnze Osterreich).



e’ Counteracting the retreat of the private sector from the
‘ responsibility of maintaining an adequate infrastructure:

The government can fill the gap by subsidising banks or paying other companies to
provide the service, as many municipalities are doing in Spain, Belgium and France. If
pertinent, the State could even run the necessary additional infrastructure itself.

The government can also increase the efficiency of the cash system by encouraging and
promoting innovation. Many countries are implementing innovative solutions that could
be exported to other countries. In New Zealand, the Reserve Bank is launching cash

trials in communities lacking a commercial bank branch or an ATM to test new ways for
people and retailers to withdraw and deposit cash, including change at little or no cost.
Several countries, including Sweden, the Netherlands, and Ireland, are adopting legislation
mandating that banks, or at least the large banks, ensure minimal access to cash. In the
Netherlands, the largest banks have pooled their ATM network reducing their costs for
maintaining the infrastructure. In Ireland, the UK and Australia post offices are widely used
to withdraw and deposit cash. In Germany, Spain and Turkiye mobile branches are used
to serve rural areas. Meanwhile, in a growing number of countries, a significant share of
retailers offer cash-back and cash-in-shop services, as an alternative distribution channel to
bank branches and ATMs
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