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The Psychology of Spending in Cashless Societies
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I. INTRODUCTION

The global payments geography is experiencing a structural mutation of remarkable scale because one can see that in the last few
years, spending through digital payment methods grew exponentially, and particularly from $1.7 trillion in 2014 to $18.7 trillion
globally in 2024. This is a nearly eleven-fold increase in a single decade, because of which, mobile payments, contactless cards, and
digital wallets have moved from novelty to necessity, and have ended up reshaping how billions of people transact daily. According
to World Bank data, over two-thirds of adults worldwide were making or receiving digital payments by the end of 2021, which is a
figure projected to rise steadily in the years ahead, and yet this shift is not merely technological. It’s deeply psychological, and so, at
the heart of this paper lies a central question, which is “how does removing the tangibility of cash alter the psychological experience
of spending?”

The implications, the author believes, are far-reaching. Over 40 years of research links cashless payment methods to increased
consumer spending, which is a phenomenon coined the “cashless effect,” which is typically attributed to the reduced "pain of
paying" that consumers experience when parting with physical money (Prelec & Loewenstein, 1998; Prelec & Simester, 2001).
Digital payments also reduce the psychological visibility of spending, thus promoting emotional detachment from transactions in
ways that meaningfully alter consumer purchase behavior (Schomburgk et al., 2024). These invisible dynamics carry serious
consequences for consumer welfare, household debt accumulation, financial inclusion, and the design of regulatory frameworks,
and so, this paper argues that cashless payment systems fundamentally decouple spending from its psychological "cost." This
further results in reshaping consumer behavior in ways that often remain invisible to the spender themselves.

Il. THEORETICAL FOUNDATIONS

A. The Pain of Paying

The psychological architecture of spending was fundamentally reframed by Prelec and Loewenstein's (1998) "double-entry" mental
accounting model. Their theory proposes that paying triggers an immediate, negative affective response, the "pain of paying," which
serves as a regulatory mechanism that moderates consumption by counterbalancing the pleasure of acquisition. Cash, as a tangible
and visible medium, maximizes this pain since each physical note surrendered registers as a concrete loss. Digital payments, by
contrast, render spending abstract and attenuated, softening this psychological brake. Neuroimaging evidence corroborates this
mechanism as fMRI studies show that excessive prices activate the insula, a region associated with negative anticipatory affect,
prior to purchase decisions, while this inhibitory neural signal is effectively suppressed when payment is abstract or deferred.

B. Mental Accounting Theory

Building on this framework, Thaler's (1999) mental accounting theory explains how individuals organize financial resources into
categorical "buckets.” Mental accounting describes the cognitive operations used to organize, evaluate, and track financial activities,
wherein expenditures are grouped into categories and spending is constrained by implicit or explicit budgets, each component of
which violates the economic principle of fungibility. Physical cash enforces natural “envelope” constraints, making budget depletion
experientially salient and digital payment modes, particularly credit cards, directly integrate spending losses, reducing the perceived
cost and blurring the categorical boundaries that ordinarily limit consumption. In linked accounts and revolving credit lines, the
fungibility illusion makes all available balance feel equally spendable, dissolving the self-regulatory function of discrete mental
accounts.

C. Temporal Decoupling

Perhaps the most behaviorally consequential feature of cashless systems is the separation of consumption from payment. Credit,
subscriptions, and Buy Now, Pay Later (BNPL) arrangements create a temporal gap in which hedonic benefits are experienced
immediately while financial costs remain invisible or distant. Present bias and hyperbolic discounting are directly exploited by
BNPL because consumers disproportionately weight immediate gratification over future payments, reflecting the behavioral
principle that immediate benefits outweigh the displeasure of costs deferred into the future.
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The result is a "buy now, feel later” dynamic in which pleasure is front-loaded and pain is back-loaded. Empirical evidence bears
this out that surveys indicate that 70% of BNPL users report spending more than they otherwise would have, and 42% have missed
at least one payment, suggesting that temporal decoupling systematically undermines financial self-regulation.

1. MECHANISMS DRIVING OVERSPENDING IN CASHLESS ENVIRONMENTS
A. Reduced Payment Salience
The physical ritual of cash payment, counting notes, handing over bills, watching a wallet thin, creates a moment of conscious
reckoning entirely absent in tap-and-go transactions. Digital payments induce overspending precisely because of their lower salience
relative to cash and card users can go weeks without monitoring expenditure, making complacency structurally easy (Soman, 2003).
Experimental evidence confirms this that mobile payment users exhibit a willingness to pay approximately 10-11% more than cash
users, a stable effect persisting across product categories and experimental conditions.

B. Numerosity and Representation Effects

When money exists as screen digits rather than physical denominations, its psychological magnitude shrinks. Consumers spend
more when transacting with non-cash stored value, a "Monopoly money" effect whereby digitally represented money is perceived as
less real, diminishing the psychological weight of each transaction (Raghubir & Srivastava, 2008). The uniform, abstract appearance
of digital balances strips away denomination-specific anchors that physical notes provide, causing systematic underestimation of
cumulative spending.

C. Friction Removal

One-click checkout, saved credentials, and biometric authorization dismantle the deliberative pauses that once accompanied
purchases. Devices such as one-click checkout and BNPL eliminate cognitive pause time for contemplation, disconnecting payment
from consequence, actively weaponizing behavioral bias against the consumer's own financial interest (Lupsa-Tataru et al., 2023).
Subscription and auto-renewal models extend this further, generating recurring expenditure requiring no active decision whatsoever.
Environmental and Contextual Cues

Digital commerce is architecturally engineered for conversion, not reflection. Gamification, reward animations, and artificial
scarcity triggers exploit loss aversion and conformity heuristics. Real-time social interactions, peer recommendations, and social
proof are each independently critical drivers of online impulse purchases, operating through emotional rather than rational pathways
(Dang et al., 2025). Together, these cues constitute a persuasive architecture that systematically tilts consumer choice toward
spending.

V. INDIVIDUAL DIFFERENCES AND MODERATING FACTORS

A. Financial Literacy and Self-Control

Susceptibility to cashless overspending is far from uniform, financial literacy functions as a critical individual-level moderator.
Research indicates that limited digital financial literacy plays a moderating role, amplifying the effect of mobile payment use on
overspending. Conversely, higher literacy attenuates this relationship by equipping consumers to recognize spending distortions
introduced by digital payment modes (Ahn & Nam, 2022, as cited in OECD, 2025). Self-control further conditions this vulnerability
that users of digital payment technologies face a higher probability of financial vulnerability, including overspending on credit,
defaulting on bills, and insufficient savings, compared to non-users, with financially literate individuals demonstrating greater
resilience against these outcomes (Utkus et al., 2022). Budgeting tools, spending alerts, and self-imposed category limits partially
restore the "envelope” constraints that cashless systems dissolve, though their effectiveness depends on consistent, active
engagement by the user.

B. Demographics and Generational Effects

Generational socialization with money shapes cashless spending behavior profoundly. Some 85% of Generation Z and 82% of
millennials now prefer contactless digital payments, with 91% of Gen Z consumers adopting digital-first payment habits, the highest
of any generational cohort (PYMNTS, 2024). Having never developed the embodied habit of cash exchange, digital natives lack the
experiential anchor that previously regulated spending. By contrast, cash-socialized cohorts retain stronger intuitive associations
between payment and loss.
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Income and access disparities compound these patterns that not all young people have equal access to banking services and digital
payment platforms, with those lacking credit histories or banking relationships remaining reliant on cash by necessity rather than
choice (Rush, 2025).

C. Cultural Attitudes Toward Debt and Saving

Cross-national variation reveals the deep role of culture and institutional trust in shaping cashless adoption and its psychological
consequences. Sweden's near-total transition to cashless payments reflects high institutional trust and technology adoption, whereas
in countries like Italy, longstanding distrust of electronic currency keeps a significant share of e-commerce transactions settled in
cash (J.P. Morgan, 2019). The European Central Bank's 2024 SPACE study confirms this divide that while Finland and the
Netherlands have strongly embraced digital payments, cash remains dominant across Southern and Central Europe, reflecting
deeper cultural norms around financial control and debt aversion (ECB, 2024). In East Asia, state-led digital currency programs and
high mobile penetration have accelerated adoption, though cultural emphasis on saving moderates overspending tendencies even
within cashless environments.

V. DOWNSTREAM CONSEQUENCES
A. Personal Financial Health
The behavioral distortions of cashless spending compound into measurable financial harm. BNPL late payment rates have risen
steadily, from 34% of users in 2023 to over 41% by 2025, a 24% increase even as the market expanded dramatically in size.
Crucially, BNPL credit is typically not reported to credit bureaus and consequently does not affect a consumer's credit score, yet
CFPB data shows BNPL users carry higher debt loads and worse delinquency rates across all credit products than non-users. The
result is what regulators call “phantom debt,” growing financial fragility invisible to both lenders and borrowers.
Psychological and Emotional Effects
Financial damage is inseparable from psychological damage. Growing evidence links debt and financial strain directly to elevated
anxiety, distress, and depression, with emotional reactions, such as fear of default or shame, independently compounding the
psychological burden beyond the objective financial loss. Digital payments further deepen this by creating emotional detachment
from spending, which paradoxically increases impulse buying, the very behavior that generates the financial anxiety that follows.

B. Macroeconomic and Societal Implications

The consequences extend beyond individual households. The infrastructure of cashless societies is provided largely by profit-
seeking private players, benefiting higher-income consumers through frictionless credit access while forcing lower-income groups
into disproportionately high-fee financial services, a structural reinforcement of economic inequality. In 2023, 4.2% of U.S.
households, approximately 5.6 million, remained entirely unbanked, with unbanked rates among Black and Hispanic households
remaining several times higher than those of White households. Meanwhile, fully cashless systems extend financial surveillance to
routine purchases, potentially revealing political affiliations, health conditions, or religious practices through spending patterns,
raising unresolved questions about civil liberties in a data-monetized economy.

VI. INTERVENTIONS AND DESIGN RECOMMENDATIONS

A. Choice Architecture for Digital Payments

The same behavioral science that explains overspending can be deployed to counter it. Deliberate reintroduction of payment
friction, through cooling-off apps, browser extensions that enforce waiting periods before checkout, or separate discretionary
spending accounts, creates intentional barriers that interrupt impulse-driven purchase decisions. Real-time spending feedback and
visual depletion cues can restore the psychological salience that cashless payments erode, making expenditure feel consequential
again. Default budgeting categories and spending caps embedded within banking apps represent low-cost, high-reach interventions
that preserve consumer autonomy while nudging toward better outcomes (Thaler & Sunstein, 2008).

B. Regulatory and Policy Approaches

Regulation must catch up to the behavioral reality of frictionless finance. In May 2024, the CFPB announced that BNPL lenders
would be classified as credit card providers, a significant step toward transparency, enabling consumers to dispute charges and
demand refunds, though broader disclosure mandates for subscription auto-renewals remain underdeveloped.
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Several U.S. states, including New York and lllinois, have already banned retail establishments from going fully cashless,
recognizing cash access as a consumer protection mechanism and a safeguard for self-regulation among vulnerable populations.

C. Financial Education and Literacy Programs

Structural interventions must be paired with individual-level metacognitive education. Simple behavioral strategies, disabling one-
click purchases, removing stored payment credentials, or using prepaid cards, restore deliberative friction and reawaken conscious
decision-making, yet adoption of such tools remains low without active financial literacy support. Teaching consumers about
payment mode effects, specifically how digital abstraction distorts spending perception, equips individuals with the cognitive
awareness needed to self-regulate in environments deliberately designed to override it (Lusardi & Mitchell, 2014).

VII. FUTURE RESEARCH DIRECTIONS
Despite four decades of scholarship on payment psychology, significant empirical gaps remain. Most critically, the field lacks
longitudinal data. Research should examine how spending habits change over time with continued exposure to digital payments,
tracing the trajectory of the cashless effect across years rather than controlled experimental moments. Such studies would reveal
whether habituation strengthens or attenuates the effect as digital payments become normalized. Neuropsychological investigation
remains underdeveloped. The insula-activation findings of Knutson et al. (2007) have not been systematically replicated using
modern fMRI protocols across diverse payment modalities, including biometric and embedded finance contexts. As payments
migrate toward frictionless forms, a blink, a fingerprint, an automatic charge, the neural correlates of spending inhibition may erode
entirely, a question that demands rigorous investigation. Cross-cultural replication is equally urgent, as the cashless effect may vary
substantially across different cultural contexts, particularly between high cash-use economies such as Germany and Japan and
digitally saturated ones such as India and China. Finally, emerging technologies introduce wholly new psychological terrain. A 2023
BIS survey found that 94% of central banks are actively researching CBDCs, yet the behavioral and psychological implications of
state-issued programmable money for consumer spending remain almost entirely unstudied.

VIIl.  CONCLUSION

This paper has argued that the transition to cashless payments is not merely a technological shift, but rather it is a psychological one.
Across multiple theoretical frameworks and empirical domains, a consistent picture emerges where digital payments systematically
weaken the psychological brakes on spending. By attenuating the pain of paying, blurring mental account boundaries, removing
deliberative friction, and decoupling consumption from its financial cost, cashless systems restructure the internal experience of
spending in ways that are largely invisible to the spender. This creates a fundamental paradox of convenience. The same
frictionlessness that makes digital payments efficient quietly dismantles the self-regulatory mechanisms that protect consumers from
over-expenditure. Efficiency and financial self-control are not naturally aligned because in a world optimized for conversion, the
consumer bears the cost of that optimization. The appropriate response is not a retreat from digital finance, but a reorientation of its
design philosophy. Human-centered fintech must balance seamlessness with mindfulness, embedding transparency, friction, and
spending awareness into the architecture of payment systems rather than treating them as obstacles to remove. Ultimately, money is
not merely an economic instrument but a psychological one. As its form changes from coin to note to tap to thought, so too does our
relationship with value itself.
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