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CGl's experts discuss:
\Vioving towards a cashless society

As part of our Banking. Transformed. roundtable series, this roundtable explores key
issues related to the move toward a cashless society. CGl banking experts Jerry
Norton, Andy Schmidt, Charlotta Wark, Joe Knightly and Robert Book discuss their
perspectives on this topic.

Question: We are increasingly hearing about the move towards
societies becoming “cashless,” with some countries strides ahead
of others. What are the key issues facing banks in responding to this
emerging trend?

Jerry: This is a hot topic because, in some countries and particularly in Sweden, there has been a
relentless move toward electronic money transfers, which is leaving only a minority of transactions to
happen in cash. This leads to many issues. First, the use of cash is free, but the cost of cash isn’t. The
cost of processing cash is enormous and, in a majority of cases, picked up by the banks as part of a
public duty obligation.

However, what about the new digital-first competitors? They don’t handle cash. Instead, they process
only electronic transactions. Is it fair that the cost of processing cash falls to the traditional banks?
Should they “exit” from processing cash altogether? What should they do with their ATMs if they no
longer have any value? Should challenger banks pay a levy for cash handling? These are some of the
questions facing banks, and | don’t think there is a simple answer.

Robert: Here in Sweden one rationale that has been pushed for having a cash free society is the risk of
robbery. If you don’t have cash, you have less risk of being robbed.

Andy: Interesting, because here in the States, this isn’t really an issue. In fact, it's much easier to rob a
bank electronically; physical safety is less of a factor. However, one of the primary considerations, at least
here in the States, is access. Consider, for example, estimates that show a quarter of the U.S. population
is “unbanked” and without access to this new cashless world. So, any move towards a cashless society
has to move hand-in-hand with a move toward 100% banking. Otherwise, you're going to exclude
people.

Charlotta: Yes, and, in fact, this also is an issue in Sweden. For example, | sent my 10-year-old off with
a pocket full of change to buy a drink at a children’s party. She came back and said they don’t except
cash. So, we see many times in Sweden young children, the elderly, immigrants and tourists struggling to
pay for things without access to electronic payments. You can't, for example, use cash to pay for a bus ride.




Robert: Yes, and cash was banned on buses when bus drivers were threatened with robbery. The bus
driver unions didn’t want to expose their drivers to this risk.

In addition, what’s quite unique here in Sweden is that shop owners can post a note in the window to
state that they only accept card payments. This then becomes binding when the customer steps into the
store, and there is no obligation for the store to accept cash. Stores can choose their preferred payment
method.

Jerry: Interesting, because here in the UK, the current conversation focuses on the opposite approach.
Government is suggesting that shops should be required to accept cash.

Joe: In the Netherlands, the approach is very similar to that of Sweden. There is no obligation to accept
a particular payment type. It's up to the shop to decide the payment method it wants to accept.

Charlotta: There are some other key issues, too. For example, what happens when there is no cash
and there is a power outage or your battery dies? In addition, when you don’t use cash frequently, you
become unfamiliar with what it looks like, which increases the risk of fraud.

Jerry: Yes, great point. As we know, central banks have systemic responsibilities in their respective
countries, and they share this concern. In switching to digital systems completely, power and system
outages become a systematic risk.

Another risk goes back to Andy’s point about the unbanked. There are legitimate concerns about
disadvantaging those who do not have access to electronic money (e.g., the elderly or people with
disabilities). This is a big issue. It’s completely unfair for these groups to foot the bill for any cash
processing costs banks decide to charge. Going cashless is a social issue.

Andy: Yes, and a good example is Amazon Go. Originally, not only did you need access to electronic
funds, but you also needed a mobile device to participate. However, recently Amazon Go retracted this
decision based on a series of announcements in Philadelphia, New Jersey and Massachusetts banning
cash free stores. More and more view providing equal access to cash when buying goods and services
as important.

However, I'd also be in favor of reducing cash for two key reasons: money laundering and tax fraud.
Having funds travel through a transparent system, where you can see and monitor the flows, helps to
safeguard society.




Question: So, if banks need to continue processing cash to ensure
equal access, what can they do to reduce cash processing costs?

Jerry: The act of moving cash is ridiculously complex. It's both manual and open to fraud and therefore
the physical cost of processing cash is high. Despite this, even though a majority of customers in many
banks are using electronic payments, traditional banks are somewhat morally obliged to continue to
process cash. This gives them yet one more disadvantage when compared to challenger banks that
don’t have to bother and can set themselves up as ‘100% digital’ from the start. Therefore, reviewing the
management of cash processing and keeping it low-cost and ubiquitous is vital.

Robert: Yes, in Sweden, in general, banks don’t want cash at all and are removing it from their branches.
Having said that, there are a few banks using cash processing as a competitive advantage.

Charlotta: Correct, in fact, banks in Sweden now charge customers for making cash deposits, and a
sizeable amount, too.

Jerry: Wow! That’s certainly not true of the UK.

Joe: In the Netherlands, higher frequency or higher value cash deposits are charged. The big change
is that banks are seeking efficiencies through ATM pooling. While the overall number of ATMs will be
reduced, the initiative strives to maintain optimal coverage across the country by applying the so-called
five-kilometer standard—a norm that residents can withdraw cash within a five kilometer radius. In a
number of other countries, consortia are forming to create similar shared networks.

Robert: Yes, in Sweden, similar discussions about the nature of ATMs are taking place. How many will
there be? What they will look like? We have unique issues in Sweden because our population spreads
across vast areas, which adds to the cost. So, we’re looking at alternative ideas, including using retail
merchants for cash withdrawals, cash recycling machines, and ATM pooling. Of course, as more and
more people stop using cash, these infrastructures will become less important over time. Indeed, there
is an interesting study here in Sweden that suggests that by 2023, Sweden will have reached a tipping
point, and no retailers will be accepting cash by then.

Jerry: There also is a peculiar challenge here. If shops stop accepting cash, this affects the physical
supply chain; for example, the bank can no longer get access to the cash to recycle it. So, if banks are
obliged to put cash in the ATMs, where do they get the cash? There is a physical supply chain problem
linked to this.

Another idea under discussion for helping to ensure access to cash in rural areas in the UK is paying
retailers to offer cash-back services. This helps the retailer by reducing the amount of cash processing
it has to do and, of course, it receives payment to do this. It also helps the bank by reducing the cost of
physically moving and processing cash. More importantly, it supports the community by ensuring that
cash continues to circulate in their area.




Question: What affect are person-to-person payment services having
on the drive to become a cashless society?

Robert: | think person-to-person (P2P) real-time payment services is an important driver in reducing the
need for cash. For example, in Sweden, the P2P payment service provider Swish now has seven million
users. That's 70% of the Swedish population. As similar services become popular in other countries, they,
too, also will drastically reduce the need for cash and have a dramatic impact on payment dynamics.

Charlotta: We saw this happen in India with a recent demonetization initiative. The population went
straight to processing digital transactions through the likes of Alipay, rather than opting for card
payments. It is highly likely that, in developing countries, they will bypass cards altogether as a form of
electronic payment and move straight to P2P payments via mobile apps. Traditional banks should take
note when developing their payment apps, as they are currently basing these on the card system.

Joe: P2P payment systems are accelerating the move away from cash. There are many P2P systems
available, and there is a race to win the customer’s preference. In the Netherlands, for example, while
multiple banks have offered P2P payment systems, a P2P platform run by one of the banks on top

of WhatsApp is what has penetrated the market. Having reached a critical mass, the other banks got
on board as well. Once established as the customer preference, banks can develop payment overlay
services such as collection services for corporates. This is when it gets interesting for banks.

Question: What should banks consider in terms of a path forward?

Jerry: So, of course, banks should consider looking at ways of reducing the cost of processing cash,
including ATM pooling, merchant cash recycling and more effective cash management.

Andy: Yes, as well as looking at ways to stop cash from getting into bank systems in the first place.

Jerry: There also are some important social conversations banks should have. In addition, they should
work alongside governments and other agencies. Should all banks pay a levy to support processing?
How do you ensure equal access? Do you charge for ATM usage”?

Robert: Ultimately, our individual behaviour, as customers, will drive the future of banking.

Andy: Absolutely, it is behavioural driven, but there are certain behaviours that can be encouraged
through cash incentives or similar initiatives. It depends on what behaviours we want to see.

Charlotta: Yes, exactly, but those decisions need to be made alongside government and hopefully
discussed on a global level rather than nation by nation.

Jerry: Yes, there are lots of important questions and decisions for banks and societies to consider and
discuss.

Robert: And, it is a good opportunity for societies to help “unbanked” populations become “banked,”
which will result in positive affects for the whole population.
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