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SWITZERLAND

Swiss Stick to Big Bills Despite Claims 
They Abet Tax Evasion
by William Hoke

Switzerland’s recent introduction of a new 
series of CHF 1,000 (around $993) banknotes is 
bucking a global trend away from high-
denomination bills, which are thought by many to 
encourage tax evasion and money laundering.

The rollout, announced March 5, is in sharp 
contrast to the downgrading of high-value 
banknotes by the central banks of other developed 
countries. At the urging of the solicitor general 
and the Royal Canadian Mounted Police, the Bank 
of Canada in 2000 pulled the plug on the printing 
presses for its C $1,000 banknote, and in 2014 the 
Monetary Authority of Singapore announced that 
it would stop issuing SGD 10,000 (around $7,360) 
bills.

Citing concern that its €500 banknote could be 
used to “facilitate illicit activities,” the European 
Central Bank announced in May 2016 that it 
would stop producing and issuing the bill. In 
January all but two central banks in the eurozone 
stopped recirculating the banknote. Austria and 
Germany will follow suit in April. Existing €500 
bills will continue to be legal tender. The printing 
and issuance of €100 and €200 bills for circulation 
by eurozone countries was not affected by the 
moves to effectively do away with the zone’s 
highest-denomination banknote.

While the United States has in the past 
circulated federal reserve notes in denominations 
of $500, $1,000, and $5,000, those banknotes were 
officially discontinued in 1969 for lack of use. The 
Federal Reserve also required banks receiving the 
large-denomination bills to turn them over for 
destruction. (The government also printed gold 
certificates, most recently in 1934, in 
denominations as high as $10,000 and $100,000, 
but those bills were for institutional use only and 
were never issued to the public.)

According to the Swiss National Bank, an 
average of CHF 47.3 billion in large-denomination 
banknotes was in circulation in 2017, representing 
62 percent of the value of all Swiss currency. “The 
high proportion of large denominations indicates 
that banknotes are used not only as a means of 
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payment, but also — to a considerable degree — 
as a store of value,” the central bank said in a 
statement on its website.

The extent to which many of those banknotes 
were the result of ill-gotten gains is a concern, 
Kenneth S. Rogoff, a professor of economics and 
public policy at Harvard University, said in an 
email. He said a significant percentage of CHF 
1,000 notes are likely held by foreign nationals in 
Swiss safe deposit boxes, “the vast bulk of which 
likely reflects proceeds from tax evasion, 
corruption, and crime.” Rogoff authored a widely 
cited book, The Curse of Cash: How Large-
Denomination Notes Aid Tax Evasion and Crime and 
Constrain Monetary Policy, published in 2016.

Rogoff said he is not impressed by claims that 
CHF 1,000 notes are widely used in Switzerland. 
“Part of that can just be money that came from tax 
evasion and crime being laundered back into the 
economy,” he said.

There is little in the way of empirical evidence 
supporting claims that large-denomination 
banknotes facilitate tax evasion and money 
laundering. “It is quite difficult to do studies in 
this matter, as you can’t just do a normal survey,” 
said Christian Fichter, a social and business 
psychologist at Kalaidos University of Applied 
Sciences in Zurich. “But some qualitative and 
indirect studies indicate that large banknotes play 
an important role here. For example, there is a 
yearly peak in demand for the CHF 1,000 
banknote, at the time the tax declaration has to be 
filed. And obviously, transporting large sums is 
much easier with large-denomination bank notes. 
If you were a criminal, you’d prefer to travel with 
only one little suitcase filled with cash, and not 
seven.”

Tradition and Trust

Fichter said Switzerland’s fondness for high-
value banknotes is primarily an issue of tradition 
and culture, and not of economic rationality. 
“Large-denomination banknotes have been 
traditionally quite popular in Switzerland, 
especially in the days before credit cards and 
online banking,” he said. “The Swiss are 
somewhat traditional people and they want to 
keep this tradition alive.”

Another factor supporting the continuing use 
of the large-denomination banknotes is that it 

allows the government to express its high level of 
trust in Swiss consumers and taxpayers, Fichter 
said. “This is an important pillar of Swiss 
economic culture, which is very much depending 
on trust. The Swiss appreciate the perception of 
personal responsibility and freedom in financial 
matters,” he said.

Rogoff took a dimmer view of the 
government’s motives, which he attributed in part 
to the substantial seigniorage profits it derives 
from “providing a transaction vehicle that helps 
facilitate foreign and underground economy.” 
Seigniorage is the difference between the face 
value of currency and the government’s cost to 
produce it.

“For most countries, the cost-benefit analysis 
of giving up large notes is very favorable, because 
most of the large notes are held domestically,” 
Rogoff said. “The costs in forgone taxes and 
higher crime — even if one attributes only a few 
percent of each to cash — outweigh seigniorage 
benefits. For Switzerland, it is less obvious, 
though at the same time, it is not obvious why 
other advanced economies do not push back 
harder against Switzerland’s large bills.”

Bernardo Bátiz-Lazo, a professor of business 
history and bank management at Bangor 
University in Wales, said there are no definitive 
answers for why Switzerland — and to a lesser 
degree, the United States — continues to print 
large-denomination banknotes when much of the 
rest of the world has eliminated them. “If, as is the 
case of Switzerland or the U.S., most of your 
banknotes circulate overseas, then the rest of the 
world is giving you an interest-free loan,” he said.

Fichter downplayed a suggestion that holding 
large-denomination banknotes in safe deposit 
boxes might be the smarter move because of 
fraudsters’ increasing success in gaining 
electronic access to the financial accounts of 
savers and the low to negative nominal interest 
rates that have been common in Switzerland in 
recent years. “I think these reasons are rather 
theoretical,” he said. “The risk of physical 
banknotes being stolen, burnt, or lost seems to be 
higher than the risk of electronic fraud. And I 
doubt that fear of negative interest rates is the 
main motivation for hoarding cash.”

Bátiz-Lazo said there is historical evidence 
from the 1980s and 1990s, when Brazil’s 
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hyperinflationary episodes forced effective 
interest rates into negative territory, that negative 
rates are not necessarily a reason to avoid the 
banking system. “Both people and banks 
developed sophisticated systems and practices for 
everyday treasury management,” he said. “So, for 
instance, people would come to the office early, 
pay the day’s bills, and then look for the best 
alternative in the overnight money market. 
Hence, today Brazil has a very sophisticated 
internet banking service for personal banking.”

The availability of bitcoin and other electronic 
currencies is unlikely to make the use of cash as a 
money laundering and tax avoidance tool less 
attractive, at least in the near term, Fichter said. 
“With new currencies always come new risks, real 
or imagined,” he said. “Electronic currencies will 
reduce the use of cash for illegal purposes, but 
only gradually.”

Bátiz-Lazo said that while electronic 
currencies might dull the appeal of cash as a 
medium of exchange and store of value for tax 
cheats and money launderers, the impact should 
be minimal. “Drug cartels, [corrupt officials], and 
tax evaders only deal with cash in transactions of 
very small value or [in] Hollywood movies,” he 
said. “In the real world, these things happen well 
within the banking system.”

Impact on Tax Evasion

Doing away with large-denomination 
banknotes won’t end tax evasion, but it will put a 
dent into it, Rogoff said in the email. “Even a 
plausible 5 percent reduction would be very 
significant and outweigh the gains governments 
get through seigniorage profits, even without 
taking crime into account, [such as] drugs, human 
trafficking, corruption, etc.,” he said. 
“[Trans]porting and hiding cash is a major cost for 
many of those engaged in tax evasion and 
criminal activity, so yes, getting rid of large notes 
would help.”

Asked whether central banks should do away 
with large-denomination banknotes, Fichter said 
the answer depends on a society’s priorities. “If it’s 
reducing tax evasion, yes,” he said. “If it’s 
retaining traditions and expressing trust, no. 
Personally, I would say, ‘Yes, we should do away 
with large banknotes.’ The risk of tax avoidance is 
quite high, and traditions and trust can be upheld 
by other measures.”

Bátiz-Lazo said central bankers and treasury 
officials generally support doing away with high-
value banknotes. “The experience of India under 
Prime Minister [Narendra] Modi seems to 
indicate that it will do little to nothing while 
having a greater impact on the poor and most 
vulnerable of society,” he said.

In November 2016 the government of India 
required that all INR 1,000 (around $14.25) and 
INR 500 banknotes be exchanged for smaller-
denomination bills. While the withdrawn 
banknotes were worth far less than the highest-
value bills of Switzerland and the eurozone, the 
government justified the move as being necessary 
to rein in a flourishing underground economy 
and reduce tax evasion and money laundering. 
Finance Minister Arun Jaitley said later that the 
exchange led to double-digit growth in tax 
collections.

The mandatory currency exchange was 
widely criticized as being poorly planned and 
executed, with many economists saying it failed 
to achieve its stated goals while curtailing 
economic growth due to the resulting cash 
shortage. 
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