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On Denationalizing Money by F.A. Hayek

In order to successfully eliminate inflation, monetary policy should be taken out of government hands.
There are very definite plans for this that I proposed about five or six years ago, to, as I called it, de-
nationalize money.

I then assumed that it would be necessary to allow private people to issue a circulating money. I’ve now
come to the conclusion that this is no longer necessary.

All you need is to offer stable accounts which permit you to redeem in so much of the required currency
monies, a certain list of raw materials and foodstuffs.

Now that is practical politics.

My original plan was, I believe, appropriate but was utopian because no government would ever permit a
private organization to issue a circulating money. But I do not think governments can stop a private
organization from offering stable accounts. I think in that way the thing may come about.

It’s politically possible, because it is most unlikely that all countries are willing to prevent it. And if
anyone starts it, the others will have to compete.

As an example, let us assume you kept an account where the unit is called the ‘Ducat’ and the accruement
is so much current money as is required to buy, on the wholesale commodity exchanges, a given list of
commodities and foodstuffs.

That means anybody who holds an account there knows he can at any time collect from it an amount, the
purchasing power of which is constant. It happens to be the current money, but he would only draw it in
order to spend it, of course. So holding an account gives you command over a constant amount of
commodities.

That certainly is enough. Once you start it, the problem will be to keep it within dimensions. As to what
country would be likely to adopt a plan like this first...probably a small country.

From an interview with F.A. Hayek (1994) - Nobel Laureate in Economics
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Dethroning The Economy by Ted Trainer

In a radical conserver society the economy would be a far less important element in our affairs than it is
now. In a sane society we would have only as much economic activity as is needed to provide sufficient,
comfortable, secure living standards for all so that we could then devote our energies to other and more
important pursuits - which is what all ‘primitive’ tribes do!

We would not even pay for goods or keep any accounts or financial records; we would simply take things
from the community stores when we needed them, as people take food or clothes from the family
community stores (such as the fridge).

This is more or less the way the Israeli kibbutz settlement works. This means the economy would once
more have become ‘embedded’ in society, as Polyani explained it had been in other than capitalist
societies. Considerations of cash value and gain would not dominate but would be weighed against and
often overruled by moral, social, ecological, aesthetic and other factors.

With modem technology, economic activity could become a very minor part of our lives. Surely we could
soon carry out all necessary factory production with one day’s work a week per person. By cutting the
economy down to sensible size we would give ourselves much more time to spend building better social
arrangements, restoring damaged environments, helping less fortunate people, researching interesting
scientific problems, exploring our universe, performing plays, practising creative arts and crafts, learning
and becoming wiser and better people and simply enjoying life.

Although the transition might take decades to accomplish, there is no obvious reason why we cannot
gradually shift from the old to the new economy, by enabling increasing numbers of people to move out
of the five day work week, high cash income, high consuming way of life into the more relaxed
alternative local economy.

Governments could facilitate the development of alternative economics within the existing growth-and-
greed Society so that the increasing numbers dumped into unemployment, and those bored in their current
jobs, could start to move over to the more sane and rewarding way.

When some people first hear about these alternatives they see them as a move against ‘progress’ and back
to a more primitive way of life. Although we must greatly reduce levels of resource use and therefore of
production and consumption, this does not mean that we must go backwards in any sense that threatens
the quality of life.

In the first place many aspects of our present society need not be changed at all. We might retain the legal
system, the arts, cultural activities, and many other things more or less as they are now, if we wished to.

Secondly, we definitely would not have to give up any of the sophisticated technology or scientific
research presently devoted to socially important areas such as health. Our new, decentralised
neighbourhoods and towns would have many highly qualified technologists and scientists working to
develop the most efficient devices and systems for our local conditions.

In fact, we would be able to accelerate research and development on socially useful projects if we stopped
wasting talent and resources developing unnecessary products. Just imagine if we transferred the 40 per
cent of scientists presently making weapons into developing basic household appliances that would last
for decades.

Again it should be emphasised that this vision of a radical conserver economy represents the dissolution
of capitalism. No conception of a society in which people live frugally and without economic growth is
compatible with capitalism. Therefore the transition under discussion will inevitably be resisted
strenuously by those who are desperate to see us adhere to the greed and growth way of life.

If the alternative movement can maintain its current trajectory, rapidly gaining acceptance as the failure of
the conventional worldview becomes more and more obvious, then the ‘revolution’ might be won in a
remarkably peaceful way, as most corporations simply go bankrupt, unable to sell their merchandise -
although we will have to be ready to accommodate the flow of unemployed advertising executives and
financial advisers as they come across to a more relaxed and useful life in the neighbourhood economy.

Many would regard all this as attractive but quite unrealistic, because people in general would not be
willing to make the changes involved. It might therefore be said that what we need are far less radical
proposals which we would have more chance of getting people to accept.

It is important to be clear about the argument here.

compiled by CESC, P.O. Box 36, Rye, Sussex England TN31 7ZE; Page 3
Tel: +44 (0)1797 226397; Fax: +44 (0)1797 224834, e-mail: peteretherden@hotmail.com



Globalisation, Money & Trade Workshop - Tom Greco Jnr. 27/08/01

Whether we like it or not, we will either make it to a society based on simpler lifestyles, a high level of
self-sufficiency, cooperation, and a zero growth economy - or we will not achieve a sustainable society.
Whether or not it is unrealistic to ask people in general at this point in time to endorse such a society is
not the focal issue.

The crucial point is that we have no choice about these matters; either we manage to go down this path or
we will not achieve a sustainable society.

It is not being assumed here that we will take this path. There are very good reasons for thinking that we
will not have the collective sense to do so. However I do insist that if enough of us wanted to, it would be
a very easy path to follow.

Extracted from ‘Towards a Sustainable Economy’ (pages 159-163), published jointly in 1996 by
Environbook, 88 Cumberland Street, Sydney, NSW 2000, Australia and Jon Carpenter Publishing, P.O.
Box 129, Oxford OXJ 4PT, England. 186 pages. Price £10.99 & US$ 15.95. ISBN 085881141 3 (in
Australia) and 1 897766149 (in the UK and North America).
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The Ideologies of Economists by William Shepherd

In the world before Adam Smith, economic thinking was closely connected with law and practical
politics...the law dealing with property and practical politics concerning itself with real people. So economic
thinking could be said to be concerned with money and work.

In the world before Adam Smith, the kings and priests had spoken for their right to collect surplus
production, mercantilists had spoken for the merchants, and physiocrats for the landowners.

Then came Adam Smith and classical economics.

Since then the historical school have spoken for the status quo, classical liberals for profits and capitalism
and the followers of Marx for wages and socialism.

Studying the ideologies imported into a small linguistically isolated country like Sweden demonstrates the
impact of these 'ideological wars' on local societies. Ideas not politics are the engine of change.

In medieval times, influences on Swedish economic thought came mostly from Christian and humanistic
thinking in Southern Europe, transformed via the German Hanseatic towns and Denmark to suit a peasant
economy with a weak feudal system.

In the 16th century German technology and mercantilist thinking were imported to suit the war economy of
Sweden's autocratic Vasa kings.

In the 17th century the Dutch took over from the Germans as chief ideologists when the small Swedish
super-power tried to develop its trade.

In the first half of the 18th century English mercantile thinking was imported to suit merchants and factory
owners. In the second half of the 18th century a distorted version of the teachings of the French physiocrats
reached Sweden.

During the first part of the 19th century, English and French influences (Smith, Say, Bastiat) competed for
dominance when economic liberalism penetrated a country that lagged behind their own in its capitalist
development by about half a century.

In the 1870s the German language regained a leading position through schools of thought on both wings of
the political spectrum, from left to right. But these schools were interpreted in a way that suited relatively
more rural, peaceful, democratic and pragmatic traditions.

It is easy to overrate foreign opinions, however. Seen in their historic environment, many of the original
contributions of Swedish political economists were every bit as brilliant as any leading modern figures
among the authorities of what is now called economics in the English-speaking world. Men like
Nordenkrantz, Christiernin, Chydenius, Jarta and Arnberg evolved their thinking from practical experience
of Swedish society and it was only because of the smallness of their language area that they found little
chance to reach an international public. Had they written in another language, their works might have
become classics in the international history of ideas.

However linguistic isolation is relative. Churchill once remarked that England and America were two
countries separated by a common language. What is true of Sweden will be true of every other country...and
true of the towns and provinces within larger states.

So perhaps more important was the manner in which scholars learnt to break free from their linguistic bonds.
By the 18th century scholars were doing this in three ways. Firstly all scholars became fluent linguists.
Secondly they built extensive friendships and patronage networks throughout Europe and America. Thirdly
they published in universal languages such as Latin while seeing it as their duty as a scholar to translate from
the universal languages into the vernacular.

So when we are looking at the 18th century and the economic academic environment into which Adam
Smith's 'Wealth of Nations' was launched, we find that everywhere there were scholars rooted in the practical
economic traditions of their own town, province or country, but learned in other traditions and in continuous
touch with the intellectual currents of their age.

Carl Linnaeus, or Carl von Linné, is in many ways typical of this universality of learning.

He lived his whole life in the 18th century. Today he is seen as a very Swedish figure at home. But abroad
he is regarded as one of the few really well known Swedes. 20th century Swedish tennis stars like Bjorn
Borg and Stefan Edberg have much the same 'double aura'.
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Linneaus was a scientist of genius and inherited the general mood of optimism and belief in progress which
characterised 18th century scholarly thought.

But to Sweden Linnaeus is Swedish to an unusually high degree. Perhaps only Carl-Michael Bellman and
Carl Larsson have influenced the psyche of Swedish daily life as profoundly as Carl Linnaeus...these three
great men meaning to the Swede what Shakespeare, Constable and William Morris mean to the
English...even though few Swedes (and few English-speaking peoples for that matter) may be aware of the
fact.

The feeling for nature, the sense of discovery inspired by the Swedish countryside, the clear literary style;
these originated in Linnaeus' genius. They were not there before Linnaeus. But two hundred and fifty years
on they are spread over the whole Swedish population. The Linnaecus Way has become The Swedish Way.

Linnaeus campaigned vigorously for practical economics to be taken seriously. With a sentiment that would
not be out of place in Daniel Defoe's 'Robinson Crusoe’, Linnaeus wrote in his 'Oeconomica Naturae' that it
was 'the duty of human beings to extract natural resources, otherwise God would not have deposited them in
the earth’. What's more...and this would have made even such a patriot as Edmund Burke blush...'the natural
resources of Sweden were superior to those of any other country'.

Linnaeus argued for new professorships to be established in 'economics, botany and natural history' as a
means of preventing the penetration of the new secular Prussian economics into the Swedish universities. He
lost the battle with the highly political appointment of Anders Berch as' Professor of Economics' at 'Uppsala
University' in 1741. But Linnaeus fought back on two fronts.

He undertook 'economic journeys' into the Swedish provinces on behalf of the government...this was the
principal purpose of his Gotland, Oland and Dalarna journeys. And within ten years of Berch's appointment
at Uppsala Linnaeus' counter-attack saw 'his own men' appointed to the newly-established 'Linnaean' chairs
in 'economics, botany and natural history' in Abo (1747) and Lund (1750).

It is no accident that...in contrast to many other economists, the writings of Swedish economists can be
understood by ordinary people. It is no accident that deep ecology is the principal philosophy underlying
modern Swedish economic thought. It is no accident that ecology has pushed further into practical politics in
Sweden than anywhere else. Linneaus was a first rate political economist and he had his foot in the door two
hundred and fifty years ago.

Linnaeus' confrontations with Berch and his Prussian economics at 'Uppsala University' in the 18th century
were the first skirmishes in a war that has raged now through three centuries and has engulfed the whole
world. Only now as this war of ideas at the heart of economics enters its fourth century, do we find Linnaeus'
ideas once again in the ascendancy.

Our age is finally catching up with Linnaeus. After three hundred years of Anders Berch's school of 'quantity
& dead matter' (econometrics), Linnaeus is making a comeback as the founder of the 'quality & living
matter' school of economics (ecolomics?).

Linnaeus left the political stage in Europe just as Tom Paine was stepping out onto the political stage in
America. Shortly after Linnaeus' death, Tom Paine wrote a little-noticed book entitled ‘Agrarian Justice'. In
today's context we would have referred to it as alternative economics.

Ten years ago I gathered together some statistics on the 'County of Kent', re-read 'Agrarian Justice', and then
applied myself to the task of doing some real county arithmetic...or 'countinomics'...the count referring, not
to the counting house, but to the county.. I think Linnaeus would have approved of my report. 'The Wealth of
Counties' based on applying 'The Tom Paine Method' to the 'Garden of England' represents the sort of
economics Linnaeus was pursuing in his 'economic journeys'...an economics rooted in the fertile soil of
botany and natural history.

Any county with the foresight to introduce ecological sanity by way of 'Agenda 21’ could take the Linnaeus
approach to economic sanity...without waiting for a Rio Summit to give them permission. The English
counties need a calculus to assess the local monetary needs of their constituent parts. 'The Tom Paine
Method' ...applied to the lathes, bayliwicks and hundreds of Kent...might provide the template for other
English counties to use. English regionalism would then have an ideology suitable to its natural history and
the bioregional roots of its local cultures.

Preamble to 'The Wealth of Counties' - unpublished manuscript (2001)
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Thinking The Unthinkable on Free Trade by David Morris

It is time to re-examine the validity of the doctrine of free trade and its creation, the planetary economy.
To do so, we must begin by speaking of values. Human beings may be acquisitive and competitive, but
we are also loving and cooperative. Several studies have found that the voluntary unpaid economy may be
as large and as productive as the paid economy.

There is no question that we have converted more and more human relationships into commercial
transactions, but there is a great deal of uncertainty as to whether this was a necessary or beneficial
development.

We should not confuse change with progress. Bertrand Russell once described change as inevitable and
progress as problematic. Change is scientific. Progress is ethical. We must decide which values we hold
most dear and then design an economic system that reinforces those values.

If price is to guide our buying, selling and investing, then price should tell us something about efficiency.
We might measure efficiency in terms of natural resources used in making products and the lack of waste
produced in converting raw material into a consumer or industrial product. Traditionally, we have
measured efficiency in human terms — that is, by measuring the amount of labour hours spent in making
a product.

But price is actually no measure of real efficiency. In fact, price is no reliable measure of anything. In the
planetary economy, the prices of raw materials, labour, capital, transportation and waste disposal are all
heavily subsidized. For example, wage-rate inequities among comparably skilled work forces can be as
disparate as 30 to 1. This disparity overwhelms even the most productive worker. An American worker
might produce twice as much per hour as a Mexican worker but is paid ten times as much.

In Taiwan, for example, strikes are strictly regulated. In South Korea, unions cannot be organized without
government permission. Many developing nations have no minimum wage, maximum hours or
environmental legislation. As economist Howard Wachtel notes, ‘Differences in product cost that are due
to totalitarian political institutions or restrictions on economic rights reflect no natural or entrepreneurial
advantage. Free trade has nothing to do with incomparable political economic institutions that protect
individual rights in one country and deny them in another.’

The price of goods in developed countries is also highly dependent on subsidies. For example, we in the
US decided early on that government should build the transportation systems of the country. The public,
directly or indirectly, built our railroads, canals, ports, highways and airports.

Heavy trucks do not pay taxes sufficient to cover the damage they do to roads. California farmers buy
water at as little as 5 per cent of the going market rate; the other 95 per cent is funded by huge direct
subsidies to corporate farmers. In the US, society as a whole picks up the costs of agricultural pollution.
Having intervened in the production process in all these ways, we then discover it is cheaper to raise
produce near the point of sale.

Prices don’t provide accurate signals within nations; they are not the same as cost. Price is what an
individual pays; cost is what the community as a whole pays. Most economic programmes in the
industrial world result in an enormous disparity between the price of a product or service to an individual
and the cost of that same product or service to the society as a whole.

It is often hard to quantify social costs, but this doesn’t mean they are insignificant. Remember urban
renewal? In the 1950s and 1960s inner-city neighbourhoods were levelled to assemble sufficient land area
to rebuild our downtowns. Skyscrapers and shopping malls arose; the property tax base expanded; and we
considered it a job well done. Later, sociologists, economists and planners discovered that the seedy areas
we destroyed were not fragmented, violence-prone slums but more often cohesive ethnic communities
where generations had grown up and worked and where children went to school and played. If we were to
put a dollar figure on the destruction of homes, the pain of broken lives and the expense of relocation and
recreation of community life, we might find that the city as a whole actually lost money in the urban
renewal process. If we had used a full-cost accounting system, we might never have undertaken urban
renewal.

Our refusal to understand and count the social costs of certain kinds development has caused suffering in
rural and urban areas alike. In 1944, Walter Goldschmidt, working under contract with the USDA,
compared the economic and social characteristics of two rural California communities that were alike in
all respects, except one. Dinuba was surrounded by family farms, Arvin by corporate farms. Goldschmidt
found that Dinuba was more stable, had a higher standard of living, more small businesses, higher retail
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sales, better schools and other community facilities, and a higher degree of citizen participation in local
affairs.

The USDA invoked a clause in Goldschmidt’s contract forbidding him to discuss his finding. The study
was not made public for almost 30 years. Meanwhile, the USDA continued to promote research that
rapidly transformed the Dinubas of our country into Arvins. The farm crisis we now suffer is a
consequence of this process. Economists like to talk about externalities. The costs of job dislocation,
rising family violence, community breakdown, environmental damage, and cultural collapse are all
considered ‘external’. External to what, one might ask?

The theory of comparative advantage itself is fast losing its credibility. Time was when technology spread
slowly. Three hundred years ago in northern Italy, stealing or disclosing the secrets of silk-spinning
machinery was a crime punishable by death.

At the beginning of the Industrial Revolution, Britain protected its supremacy in textile manufacturing by
banning both the export of machines and the emigration of men who knew how to build and run them. A
young British apprentice, Samuel Slater, brought the Industrial Revolution to the by memorizing the
design of the spinning frame and migrating here in 1789.

Today, technology transfer is simple. According to Dataquest, a market research firm, it takes only three
weeks after a new US-made product is introduced before it is copied, manufactured and shipped back to
the US from Asia. So much for comparative advantage.

This brings us to the issue of scale. There is no question that when I move production out of my basement
and into a factory; the cost per item produced declines dramatically. But when the factory increases its
output a hundredfold production costs no longer decline proportionately. The vast majority of cost
decreases are captured at fairly modest production levels.

In agriculture, for example, the USDA studied the efficiency of farms and concluded, ‘Above about
US$40-50,000 in gross sales — the size that is at the bottom of the end of medium-sized sales category—
there are no greater efficiencies of scale’ (Miller, 1979). Another USDA report agreed: ‘Medium-sized
family farms are as efficient as the large farms’ (USDA, 1973).

Harvard Professor Joseph Bain’s pioneering investigations in the 1950s found that plants far smaller than
originally believed can be economically competitive. Furthermore, it was found that the factory could be
significantly reduced in size without requiring major price increases for its products. In other words, we
might be able to produce shoes for a region rather than for a nation at about the same price per shoe. If we
withdrew government subsidies to the transportation system, then locally produced and marketed shoes
might actually be less expensive than those brought in from abroad.

Modern technology makes smaller production plants possible. For instance, traditional float glass plants
produce 550 to 600 tons of glass daily, at an annual cost of US$100 million. With only a US$40 to US$50
million investment, new miniplants can produce about 250 tons per day for a regional market at the same
cost per ton as the large plants.

The advent of programmable machine tools may accelerate this tendency; In 1980, industrial engineers
developed machine tools that could be programmed to reproduce a variety of shapes so that now a typical
Japanese machine tool can make almost 100 different parts from an individual block of material. What
does this mean? Erich Bloch, director of the National Science Foundation, believes manufacturing ‘will
be so flexible that it will be able to make the first copy of a product for little more than the cost of the
thousandth’ (Brandt, 1986). ‘So the ideal location for the factory of the future,” says Patrick A Toole, vice
president for manufacturing at IBM, ‘is in the market where the products are consumed’ (Brandt, 1986).
Again, so much for ‘comparative advantage’.

When we abandon our ability to produce for ourselves, when we separate authority from responsibility,
when those affected by our decisions are not those who make the decisions, when the cost and the benefit
of production or development processes are not part of the same equation, when price and cost are no
longer in harmony, we jeopardize our security and our future.

You may argue that free trade is not the sole cause of all our ills. Agreed. But free trade as it is preached
today nurtures and reinforces many of our worst problems. It is an ideological package that promotes
ruinous policies. And, most tragically, as we move further down the road to giantism, globalism and
dependence, we make it harder and harder to back up and take another path.
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If we lose our skills, our productive base, our culture, our traditions, our natural resources, if we erode the
bonds of personal and familial responsibility; it becomes ever more difficult to recreate community. It is
very, very hard to put Humpty Dumpty back together again.

Which means we must act now. The unimpeded mobility of capital, labour, goods and raw materials is
not the highest social good. We need to challenge the postulates of free trade head on, to propose a
different philosophy, to embrace a different strategy. There is another way. To make it the dominant way,
we must change the rules; indeed, we must challenge our own behaviour. And to do that requires not only
that we challenge the emptiness of free trade but that we promote a new idea: economics as if community
matters.

Extracted from an article entitled ‘Free Trade: The Great Destroyer’ first published in 'The Case Against
The Global Economy & For a Turn towards Localization' edited by Edward Goldsmith & Jerry Mander
published by Earthscan in 2001 (ISBN 1 85383 742 3, 328 pages, £ 14.95).
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Improving Local Currencies by Thomas H. Greco, Jr.

(This article is taken from Chapter 17 of an upcoming book, Money: Understanding and Creating
Alternatives to Legal Tender, published by Chelsea Green Publishing Company, USA, 2001.)

The local currency and exchange movement may be the most important development in human
liberation since the Magna Carta. It evidences a move toward economic freedom which is every bit as
important as political and religious freedom.

The proliferation of mutual credit systems like LETS, and local currencies like Ithaca HOURS,
demonstrates the intensifying need which people feel for community, satisfaction of basic human
needs, and greater control over their own destinies. It provides a hopeful sign that we are not
powerless in the face of increasing concentration of money and power and the rapid globalization of
capital and markets.

Those pioneers who have dedicated themselves to developing and implementing these prototypes
deserve our deepest gratitude and respect. Nevertheless, there is still much to be done. Just as the
early airplanes showed that manned flight was possible, these early exchange systems are
demonstrating that the specialization of labor and the equitable exchange of value in the marketplace
are not dependent upon centralized banks and national currencies. Indeed, they are providing a means
by which communities can thrive economically and maintain high quality-of-life standards in the face
of global competition and capital mobility.

As the Kittyhawk was not the last word in aircraft, so too our current community exchange prototypes
are far from optimal. We should expect, and indeed require, refinement and improvement of our local
currencies and systems of exchange. This chapter takes a closer look at the most popular models with
an eye toward improvement in their design and implementation.

Gift Exchange vs Reciprocal Exchange

The market has become the dominant institution in economic exchange, but, as we pointed out
earlier, market mechanisms are certainly not the only means of exchanging goods and services. There
is an enormous amount of work being done for which no money is paid, neither is it counted in the
economic statistics, and there are many exchanges which do not involve markets or money.

Indeed, the imposition of money into the exchange process can be destructive to the close
interpersonal relationships which are a necessary component of healthy social units like the family.
Besides all of the economic activity which goes on within households, there is a huge amount of
goods and services which change hands as gifts.

I would contend that, in general, the more exchanges we can manage without the use of money and
markets, the better.

Nonetheless, I am a firm believer in the efficacy of markets in particular situations, provided that the
markets are free and competitive and not dominated by any particular trader, company, or group.
Markets are excellent mechanisms for allocating scarce resources since they provide a means of
reaching consensus.

Reciprocal exchange is the ideal to be sought within a market realm. We can think of the economy as
a game of “put and take.” Reciprocity demands that each person puts in as much as s/he takes out. In
other words, in reciprocal exchange one is expected to give as much as s/he gets. This is an important
point to keep in mind when designing community exchange systems.

Although altruism and charitable giving might be built into a local exchange system as an adjunct, the
essential characteristic of such systems should be reciprocity. No one should be made, by virtue of a
system’s design or defect, an unwitting or unwilling donor to someone else’s benefit.

An exchange system which has both equity and integrity must insist upon strict reciprocity.

Charity and gift giving should be left to individual choice.
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Money is an IOU

Although we may not refer to community currencies as money, they perform the same essential
function as money and bear the same basic characteristics as money. This goes for credits in a ledger
system as well as for circulating paper notes.

We have emphasized repeatedly that “Every piece of money is a credit instrument.” That means it is
an IOU. The natural question, then, is “Who owes what to whom?”” Who or what stands behind the
I0U? The answer may not always be obvious.

When a community of traders agrees to accept a particular currency, they are making a commitment
to stand behind it, that is, to give real value in exchange for it. When others who are not a party to the
agreement accept the currency, they are expressing their confidence that the issuers of the IOU will
pay what is owed, although the time frame for payment may or may not be precisely specified.

Basis of Issue

We have also stressed the importance of the basis of issue of a currency. We need to know how it first
comes into circulation. It is proper that a currency comes into circulation when someone first spends
it, i.e., when s/he gets real goods or services and the seller accepts the currency as payment.
Reciprocity demands that the issuer be willing and able, at some point in time, to redeem that
currency by accepting it as payment for the goods or services s/he sells.

Mutual Credit and Paper Notes

We have also shown that there are presently two predominant forms of complementary exchange.
These are mutual credit systems, like LETS, which uses a ledger of accounts to keep track of
exchanges, credits and obligations; and local currency systems, like Ithaca HOURS, which use
circulating paper notes to give people a way of tracking their exchanges.

There are many variations on both themes.

Some ledger systems which call themselves LETS, may, in fact, depart significantly from the original
and official LETS procedures and protocols. Likewise, there are many HOUR currencies springing up
which correspond generally to the Ithaca model but may differ in some of their procedural details.

Further, there is no reason why a mutual credit system cannot use paper notes as well as ledger
accounts, and there is no reason why an Ithaca HOUR-type currency system cannot also utilize ledger
accounts, checks, and debit cards.

Essential Differences Between LETS and HOURS

The essential difference between LETS and HOURS is not that LETS uses ledger accounts and
HOURS uses paper notes. These are accounting details. The essential difference lies in how the
currency is issued and what stands behind it, i.e. in the nature of the agreement.

LETS is a membership association in which each member has an account. All accounts begin with a
balance of zero. When a member sells something to another member, his/her account receives a credit
(plus); when a member buys something his/her account receives a debit (minus). A credit causes an
account balance to increase, while a debit causes an account balance to decrease. Accounts are
allowed to have negative as well as positive balances. In fact, there can be no positive balances unless
some members have negative balances.

In such a system of mutual credit, the total of all the credit balances must always equal the total of all
the debit balances. What this means is that the amount of value owed by those who have debit
balances is always equal to the amount which those with credit balances have delivered and expect to
receive in return. This is a system of strict reciprocity.

Of course, as in any system, there will always be some who will default on their obligations, i.e.,
some of those with debit balances will fail to provide the amount of goods and services they
committed themselves to when they incurred those debits (by buying).

These defaults should be recognized at some point and “written off.” In doing so, that amount of
debits and an equal amount of credits must be taken off the ledger. What this suggests is the need for
the system to have a capital fund or reserve fund, i.e., a supply of credits which can be used to offset
“bad debits.” How this fund might be provided will be discussed shortly.
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In a mutual credit system, we may think of the “money supply” as being the total amount of debits or
credits. Since these are two sides of the same coin, and since debits and credits are always equal, we
should only count one side, not both.

One of the elegant aspects of a mutual credit system is that the “money supply,” within reasonable
bounds, adjusts itself automatically in relation to the amount of trading that members wish, or need,
to do.

There need be no central authority which must decide whether the supply of credits should be
increased or decreased in order to maintain the market value of the credits.

The only thing to be decided is the maximum amount of debit balance which should be allowed on
each particular account to minimize the risk of default and the amount of potential loss. In usual
practice, account balances will be well below that maximum amount.

The primary role in a mutual credit system is that of the registrar or accountant, which is strictly non-
political. The duties of the registrar are to record the transactions as reported by the members, and to
update the members’ account balances.

How HOURS Work

Ithaca HOURS, and the many similar HOUR currency systems which have been modeled after it, are
paper currency notes that circulate within a local economy. Unlike LETS, Ithaca HOURS is not a
membership organization.

The HOUR notes are put into circulation by the operator of a newspaper called HOUR Town
(formerly Ithaca Money). The HOUR notes are delivered to advertisers when they buy an ad in the
newspaper. As I understand it, those who advertise in HOUR Town informally agree to accept hours
for at least partial payment but have no obligation to do so.

It is important to ask, what is the basis of issue, and who or what stands behind the HOUR currency?
There is generally a great deal of confusion about currency issuance and the obligations which are
associated with it. It is crucial that we understand how and where the currency originates, how it is
placed into circulation, how it will be redeemed, and who will be obliged to redeem it. In the case of
Ithaca HOURS, the answers to these questions are not entirely clear. I think that ambiguity could
easily be resolved once we understand a few basic points.

Fish or Fowl?

A local currency must originate somewhere. Somehow the notes must be printed and distributed and
their use in exchanging valuable goods and services must be initiated. Now here’s the first point -- the
originator may be either a principal or an agent. What’s the difference?

A principal is one who initially receives valuable goods and/or services and uses the notes to pay for
them. It is the principal who actually issues the currency into circulation by buying goods and
services with it. The currency notes are a generalized IOU which must be redeemed at some point in
time. Redemption occurs when the notes are accepted by the principal in payment for the goods and
services s/he sells. A currency which makes no adequate provision for redemption is bound for
trouble. The collapse of innumerable government and bank-issued currencies throughout history
testify to this.

An agent performs a different role. An agent does not spend the currency notes into circulation. S/he
does not issue the notes but merely distributes them to the principals who will issue them (spend them
into circulation).

The agent, therefore, is not responsible for redeeming the notes. That is the obligation of the
principals who are the ones who spend them into circulation. The agent also serves as registrar,
recording the amount of notes distributed to, and received back, from each principal. As an example,
'"Tucson Traders' acts as agent when it prints and distributes 'Tucson Token' notes to its members who
then spend them into circulation.

What we need to know about the HOUR Town newspaper is whether it acts as principal (issuer) or
agent. If it acts as principal, HOUR Town must be willing and able to redeem its entire issue of
HOURS by providing an equivalent amount of goods and/or services to those who hold the notes. In
this case the HOUR notes represent its IOUs. Is that how HOUR Town regards the HOURS it
distributes?
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HOUR Town does accept HOURS in payment for advertising, but is it prepared (willing and able) to
redeem the entire issue in this way? If HOUR Town is not so prepared, then there could, and likely
will, develop an eventual problem of currency debasement. In other words, of “too much currency
chasing too few goods and services,” which will show up as HOUR price inflation. In the worst-case
scenario, the currency could collapse, i.e., lose the confidence of the community and cease to be
widely accepted.

On the other hand, if HOUR Town acts only as agent, then the responsibility for redemption of the
notes rests upon the advertisers who first received them from HOUR Town. They are the ones who
first issue the notes into circulation by using them to pay for goods and services. Do the advertisers
who receive the notes realize that they bear this responsibility? Is there a written agreement? Do they
know what they must do in order to fulfill their responsibility? Is there adequate assurance that they
will do so?

How might such assurance be obtained? I think it is not at all necessary to be legalistic about this, but
the nature of the agreement should be clear and explicit. One way to achieve this would be to have
each advertiser to whom HOURS are distributed, sign a simple agreement similar to the one used by
Tucson Traders, which was described in Chapter 11. This agreement might state that:

HOUR Town is acting as agent for its advertisers, and anyone who accepts hours from the agent is
obligated to return an equal number of hours to the agent if and when they choose to discontinue their
participation in the program.

The next problem is to know when an advertiser has chosen to discontinue their participation. The
actions or inactions which constitute discontinuation of participation must be defined. Dis-
continuation could be defined as being no longer willing to accept HOURS in payment for goods
and/or services. This might not be enough, however, since there would probably be no formal
declaration of that fact to the agent.

The agreement could be greatly strengthened if discontinuation was defined as non-renewal of their
ad in HOUR Town. Even without having any intention of legal enforcement, having such an
agreement would provide greater assurance that an advertiser will not spend HOURS and then fail to
earn them back, i.e., take value from the community without giving back an equal amount (failure to
reciprocate).

The requirement of returning HOURS to the agent would provide the proof that the IOUs issued by
the advertiser have been honored (redeemed), the loop will have been closed and reciprocity will
have been achieved.
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Figures 17.1 shows pictorially how currency notes are issued, circulated, and redeemed if HOUR
Town acts as issuer or agent, respectively.
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How Are Ithaca HOURS Issued?

From its inception in 1991 until the present the issuance of Ithaca HOURS has been slowly evolving.
What was originally an unbacked currency has become a partially backed currency.

In the beginning, [/thaca Money, the predecessor of HOUR Town newspaper, would give four
HOURS to anyone who bought advertising in the newspaper. There was an understanding that
advertisers would accept HOURS as at least partial payment for whatever they were selling, but the
agreement was informal and implied, and there was no requirement that the HOURS be repaid.

Later on, that amount was reduced from four HOURS to two HOURS. Still later, the administration
began to make HOUR loans, in which case there is an agreement to repay.

In addition to these HOUR gifts and loans, the administration issues some HOURS by making HOUR
“grants” to local community improvement groups and non-profit organizations.

While the intention in doing this is laudable, it is not sound currency management practice. Grant
recipients have no obligation to reciprocate, thus, HOURS issued in this way tend to debase the value
of the HOURS already in circulation.

Such, grants, if they are given, should be specifically underwritten by individuals or businesses.
Let us recall the various means in which Ithaca HOURS are now issued:

1. as payment to those who agree to be listed in HOUR Town (one or two HOURS per
person/business),

2. as a bonus every eight months to participants “for reaffirming their participation,”

3. as a bonus to those who sign up or renew at a barter potluck,

4. 14% of HOURS are issued as grants to community organizations,

5. 10% of HOURS otherwise issued are issued as loans,

6. 5% of HOURS are issued to the system itself to pay for printing HOUR Town, HOUR notes,
bumper stickers, office supplies, etc.

As we have pointed out before, the issuance of currency into circulation should be accompanied by
the flow of goods and services into the economy.

compiled by CESC, P.O. Box 36, Rye, Sussex England TN31 7ZE; Page 14
Tel: +44 (0)1797 226397; Fax: +44 (0)1797 224834, e-mail: peteretherden@hotmail.com



Globalisation, Money & Trade Workshop - Tom Greco Jnr. 27/08/01

Any currency which is issued into circulation in any way other than as a loan (e.g., as a grant or gift)
should be underwritten by the prior pledge to donate community currency back to the system.

Someone must be committed to deliver the value which that currency represents. How this can be
done is described below in the sections on Community Service Credits and Community Way.

Adding a Capital Cushion

When a conventional bank is established, the founders must put in some capital of their own. This
capital fund (called, “owner's equity”) is necessary not only to cover the start-up costs, but also serves
to provide added security for depositors in case some of the bank’s assets, which back the deposits,
should lose some or all of their value. The capital fund, then, provides the resources which can be
used, if necessary, to cover the cost of bad debts or reduced asset value.

A community exchange system, too, is a sort of business. Although it may not be operated for profit,
it still incurs costs of operation. While most contemporary systems have been started with grants and
volunteer labor that may not be an adequate basis for operation in the long run.

In order for the system to be independently sustainable, it must eventually generate sufficient
revenues to cover its costs. Some of these costs may be unavoidable cash costs, while others might be
adequately covered with local currency. A capital fund will provide credits or backed currency
against which bad debts can be charged. How might the system acquire a capital fund, and how might
it generate sufficient revenues to sustain its operations?

Let’s consider the latter question first. Operating revenues must generally come from fees which the
system charges its clients and patrons for services like advertising and/or accounting. But there is also
another way, which will be described in a moment. The capital fund could come from grants or loans,
but it too might be obtained in another way. What is this other way?

Using Excess Business Capacity to Support Local Currency

Every community has an “economic base” which is comprised of its natural resources, built-up
infrastructure, productive capacity, skills of its people, etc. While each community has its own
distinct array and assortment of these, there is almost always “excess capacity,” i.e., the businesses in
the community are able to make and sell more than they actually do.

Further, the cost of that additional production is usually very low in comparison with the average cost
per unit of output. Economists call this cost of the last unit produced, the marginal cost. They argue
that, since the marginal cost is lower than the average cost, a business can afford to sell additional
units of output at a lower price.

Everyone is familiar with discount coupons. They are typically used by restaurants and retailers to
attract more cash business and repeat customers, i.e., to utilize some of their excess capacity. Since
their marginal cost is low, they can afford to grant the discount and still add to their overall profit.

This phenomenon of excess capacity can be harnessed to accomplish at least three important
community objectives. It can provide a funding source for non-profit and community improvement
groups, including a local currency system, and at the same time, it can provide a way of introducing
and promoting the use of a local currency. Further, some of that excess business capacity can be
donated to provide the local currency system with a capital fund which can provide added security
against loss of value of the currency.

The essential process for doing this has been variously described by at least three local
currency/exchange advocates. In Chapter 15 of the first edition of New Money for Healthy
Communities, 1 described a Community Service Credit system which uses this basic approach.

Variations on that theme, which I have been trying to promote in recent years in the United States, are
Community Service Coupons and Youth Employment Scrip. These will be described in Chapters 21
and 22, respectively.

compiled by CESC, P.O. Box 36, Rye, Sussex England TN31 7ZE; Page 15
Tel: +44 (0)1797 226397; Fax: +44 (0)1797 224834, e-mail: peteretherden@hotmail.com



Globalisation, Money & Trade Workshop - Tom Greco Jnr. 27/08/01

Joel Hodroff has been promoting a plan in the Minneapolis/St. Paul area for several years. His efforts
have come to fruition in a pilot project called the Community Hero Card which was launched there in
the Spring of 1997. It involves a number of local businesses which use their excess capacity to
underwrite the issuance of local exchange credits.

Michael Linton and Ernie Yacub have been advocating an approach they call Community Way. Their
article on Community Way provided a particularly elegant description of this basic approach. It was
published in the summer of 1996 in a Canadian magazine called Making Waves.

There has been some movement toward implementation of Community Way in Vancouver, BC, Santa
Cruz, California, and the San Francisco Bay area. I believe that programs like the Community Service
Credit System, Community Way, and the Community Hero Card have the potential to shift
tremendous amounts of resources into the “third sector” (non-profits), and at the same time, give the
community currency movement a big boost into the mainstream.

Once the first prototype is up and running smoothly, I think other systems based on this concept will
proliferate rapidly.

How Does it Work?

Whether a system uses ledger credits, like Community Way, transaction cards, like the Community
Hero Card, or circulating paper notes, like my Community Service Coupons, the process is
conceptually the same. The bare-bones process for my Coupon (note) version is this:

Step 1. A business agrees to accept the local currency as partial payment for whatever it sells (just as
it would its own discount coupon). It also agrees to donate back to the system a portion of its local
currency revenue. This may be a fixed numerical amount paid over a specified period of time, or a
percentage of its periodic local currency income.

Step 2. This commitment provides the system with a capital fund, collectible in local currency, which
allows the system to issue (spend) notes or credits knowing that the business will redeem them, which
completes the reciprocity circuit.

Step 3. The system then allocates the notes or credits to non-profit organizations or community
service groups. These groups can then use them to pay their volunteer workers, to purchase supplies,
or pay for services. The system can use some of these donated notes or credits to pay the people who
do the work of running the system, and to build its capital fund cushion.

Step 4. The volunteer workers can then spend the notes at the businesses which have agreed to accept
them, or they can sell them for cash to cash-rich supporters who then spend them at the businesses
which have agreed to accept them. Others in the community may also be willing to accept the notes
as a payment medium, knowing they can be redeemed at any donor business.

Step 5. When the business donates back to the system the amount of notes it agreed to, the circuit is
complete, the obligation has been discharged and the notes are retired until that business or another
business makes a donor commitment, then the notes may be reissued.

Of course, the notes may change hands many times before they reach the donor business, and it is
hoped that they will, allowing the notes to serve not only as a fund raiser for charity and community
improvement activities, but also as a supplemental medium of exchange which benefits the entire
local economy.

What if a business takes in more notes than it agreed to donate back to the system? In this case, the
business can spend the excess notes at other participating businesses which are eager to have them in
order to fulfill their own donor obligation to the system. There are a number of other details
associated with such plans but they need not be discussed here.
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The figure below shows how the notes are issued, circulated, and retired so that reciprocity is
achieved.
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This is what it shows:

1. The system distributes notes to non-profit organizations on behalf of its business donors.

2. The non-profit organizations use these notes to pay workers, buy supplies, and pay for services.

3. The non-profit workers either spend the notes at participating businesses or sell the notes for cash
to cash-rich supporters.

4. The supporters spend the notes at participating businesses.

5. The business donates the notes to the system as agreed.

Once the notes return to the System, they are retired. They may be reissued if and when another
business commits to donate them back. The diagram shows who gets what when the notes change
hands. The non-profits, including the System, get labor, services, and supplies; the workers get cash
or discounts at participating merchants; the cash-rich supporters get discounts at participating
merchants; the participating merchants get the benefits associated with being a donor, which are (1)
more business, (2) good will in the community, (3) advertising, (4) a better community environment
in which to conduct business, and (5) a stronger local economy.

Combined Bases of Issue

At first, the system might want to limit its issuance to the amount of local currency the businesses
have agreed to donate back. Thus, the currency would be fully backed by the donations which the
local business community has agreed to provide. Recall, however, that the standard mutual credit
system allows its members to monetize their own credit, i.e., to issue credits or notes on the basis of
their commitment to provide goods and services equal in value to those they have received.

Adding the capital cushion provided by donated notes improves that system in at least two ways:

1. It provides a fund against which “bad debts” can be written off,
2. It increases the total available supply of notes circulating, making it easier for those choosing to
leave the system to repay the notes or credits they owe.
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The Development of Moneyless Exchange in Latin America by Tom Greco

(This article is taken from Chapter 11 of an upcoming book, Money: Understanding and Creating
Alternatives to Legal Tender, published by Chelsea Green Publishing Company, USA, 2001.)

The Developing World Takes the Lead

During the 1980s, the first decade of the new wave, activity within the grassroots exchange movement
was confined mainly to the English-speaking world, with a few systems eventually popping up elsewhere.
From the early nineties onward, however, activity in the rest of the world has burgeoned, with new
organizations and networks showing up in a variety of cultural contexts, first on European continent, then
in Asia and Latin America. Much of this later activity was undoubtedly inspired by those earlier
developments, but the development in South America has been unique and mainly home-grown.

The Global Trading Network (Red Global de Trueque, or RGT)

The megalopolis of Buenos Aires stretches out along the Rio Plata — 120 miles long and 30 miles wide, it
is home to about half of Argentina's 40 million people. It is also the birthplace of a phenomenal modern
manifestation of complementary exchange which has come to be known as Red Global de Trueque, or
Global Trading Network. Beginning with the organization of a single “barter club” in an outlying sector
of Buenos Aires in 1995, the social money movement as it is called in Latin America, has exploded into a
socio-economic phenomenon involving hundreds of thousands of people in at least nine South American
countries.

The emergence of social money in Latin America has occurred within the broader context of a movement
toward community building and “social solidarity” that has arisen largely as a response to economic
globalization. The Argentine government, like others in the region, has, over the past several years, been
engaged in an aggressive program of privatization and has pursued policies favorable to the increasing
dominance of multi-national companies in Argentine markets. As part of its new economic strategy, the
government has now rigidly linked the Argentine peso to the U.S. dollar." Although these policies may
have brought benefits to some, they have wreaked tremendous hardships on the poor and middle classes.
Unemployment has reached high levels, officially estimated to be, at times, around 20 percent, overall.
The reality is much worse than that. In many of the barrios of Buenos Aires, and in some rural villages,
up to fifty percent are without paid work. Even skilled professionals have had a hard time of it. The social
“safety-net” in Argentina is both flimsy and full of holes making subsistence very difficult for people
without employment. The people have responded to this challenge with tremendous energy, initiative,
creativity, and courage, building networks of mutual assistance, which is leading them toward greater
self-reliance and social cohesiveness.

The Beginning

The first “barter club” in Argentina began in 1995 when a group of neighbors began a process of weekly
meetings at which there were a few direct barter trades of food and clothing. They then quickly expanded
their economic interactions into a kind of mutual credit trading (what they call “multireciprocal barter’?)
involving a wider variety of goods and services. Since then, the organization of local clubs or “nodos” has
proliferated among groups of poor and marginalized people throughout Latin America. The following is a
slightly edited version of Heloisa Primavera's description of the birth and development of the RGT
system .

“It was on the 1% of May 1995 that a group of ecologists, worried about the impact unemployment was
having on the quality of life, created the first Barter Club comprised of twenty people, in Bernal, thirty
kilometers from Buenos Aires in Argentina. Every Saturday, group members met to exchange their
products (at the beginning, bread, various foodstuffs, fruit and vegetables, tarts, handcrafts, and
afterwards, services — dental care, hairdressing, massage, therapy etc,). Some months later the first club
opened in Buenos Aires... One year later, a television program gave a great impulse to further growth,
which up to then had been rather slow and lead by the early pioneers. The accounts, which from the outset
had been recorded in a centralized notebook, were soon computerized because of the increase in the
number of transactions.

2 Indeed, there is hardly any need for visitors from the U.S. to exchange currency, as dollars are readily
