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Introduction

In the first part of this chapter I will discuss some of the history of “local cur-
rencies”, the historical reasons for their existence, and the relevance of those rea-
sons today. I will discuss how local currencies can interact with local economies.
In the second part I will discuss the record of LETS, the most widespread mod-
ern form of “local currency”.

In the third part I will discuss more briefly some other forms of local currency.
I will also mention credit unions, which can be regarded as creating a form of
local money, and which may well have a substantial impact on local economies.
The chapter concludes with some brief observations on Japanese local currencies.

Given the widespread recent use of the term “local currencies” in Japan —in
Japanese: chiiki tsuuka—1 will not quibble over the use of the term, nor will I
apply quotation marks to the term in the rest of the chapter.
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Part 1 History and economics of local currencies

The recent monopoly of national currencies

The near-monopoly of national currencies within national borders is of relatively
recent date. Political scientists may see the rise of national currencies as reflecting
the rise of the nation state and nation states’ attempts to centralise power!.
Sociologists of money may see the demise of local currencies as unnatural, a sup-
pression of healthy diversity2. But it was also so a consequence of economic and

technological change (which does not necessarily mean it was a good thing).

There is no doubt that central banks and central governments can feel threatened
by local currencies. That was clearly the case in Europe in the 1930s—when ex-
periments with local currencies were suppressed —and recent attempts to start local
currencies in Thailand, for example, have met resistance from the Thai central
bank. But it is not so often the case now in the major industrial countries. For
example, the US Federal Reserve has taken a favourable attitude to the Ithaca
Hours currency.

Why in the past were there often multiple currencies within one country? One
reason was dispersion of political power. A country that was a single unit in
name was not really a nation state. Medieval France was an example; Japan under
the Tokugawa Shogunate was another.

Secondly, there was a chronic tendency to shortage of means of payment until the
widespread adoption of fiat money (paper notes that are worthless as commodities
and coins that are worth only a small fraction of their face value). Even with fiat
money, as long as countries stayed on the gold standard, or in more recent days
when countries had currency boards, there were situations in which the authorities
were unable to supply money on demand.

Commodity money, bimetallism, and the need for supplementary currency

The need to have coins that were suitable for both large value and small value
transactions meant that, in the period before fiat paper money, countries normally
issued both gold and silver coins, with a gold coin of given weight typically
being worth 15, 16 or 17 times a silver coin of the same weight. If only gold

1 Eric Helleiner (2003)
2 Viviana Zelizer (1997)
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coins were in use, the coins needed for low value transactions would be exces-
sively small. If only silver were used, the coins for large value transactions would
be too heavy.

However, the need to fix a relative price for gold in terms of silver caused the
problems that are described in Gresham’s Law. If the wrong relative price was set
(out of line with market values) or if market relativities changed substantially,
coins in the undervalued metal would tend to disappear. A famous example is Sir
Isaac Newton’s under-valuation of silver coins, which led to silver coins disap-
pearing from circulation in England at the start of the eighteenth century. Another
example is the under-valuation of gold relative to silver in late Tokugawa Japan
(compared with prices on world markets), which led to massive gold outflows
from Japan as soon as Japan’s isolation from world markets was ended.

But quite apart from the problem of bimetallism, a country could find itself short
of coins if demand for money increased or if excessive domestic spending or
uncompetitive domestic prices caused a balance of payments deficit. The tradi-
tional method of adjustment in the latter case operated through an outflow of mo-
ney —the “specie flow mechanism”3. When a country ran a balance of payments
deficit, money would flow out of the country so that the remaining money stock
would be too small to support full activity at the existing price level. The short-
age of money would persist until the price level fell and equilibrium was restored.
External observers of such a situation might talk about an adjustment process, but
those actually involved in it would simply be aware of a shortage of money,
which they would try to alleviate. As for very small change (for transactions too
small even for the use of silver), the authorities very often did nothing about it at all.

Countries, of course, still sometimes have balance of payments deficits, which
may require adjustment; but nowadays the method of adjustment does not nor-
mally involve a shortage of the means of payment. Central banks supply all the
cash that is demanded at the policy interest rate they set: if they did not do this
they would not be able to control any interest rate. If they want to use monetary
policy to institute a process of adjustment they will change interest rates (which
will affect money demand) but continue to supply whatever amount of cash is de-
manded at the new interest rate. As for small change, governments have since the

3 As described by David Hume in 1752 in Of interest and Of money. Reprinted on
pp-33-59 of E. Rotwein (ed) (1955)
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nineteenth century generally ensured an adequate supply of low denomination
coins (though in Italy in the 1970s, for example, there was inadequate supply of
small change and people used telephone coupons and even sweets in lieu of coins).

How did people cope with a shortage of coin? Originally there wasn’t really a
problem. In medieval European villages there was little or no need for coins; in-
formal credit could serve adequately?. But as towns expanded, money became
more essential (and as money became more widely available greater urbanisation
became possible). Spufford contrasts the circulation of money in the medieval city
and countryside. Normally the peasantry had plenty of money immediately after
selling the harvest; they paid their annual rents and taxes at this point. Thereafter,
they had little or no cash for the rest of the year and if they needed it they had
to get it from moneylenders. “The urban pattern was quite different. Money was
used in cities throughout the year...The countryman therefore needed his money
less often, in fewer, larger sums than the townsman, who used his money
throughout the year for a myriad of minor transactions, just as we are accustomed
to do in our industrialised society”> Eugen Weber® describes the situation in rural
France as late as the mid-19th century in quite similar terms.

Increasingly severe lack of coin in cities led to private initiative. Churches started
to issue tokens in return for participation in masses: the tokens were redeemed for
food and clothing’. The use of tokens expanded. They were issued by tradesmen
whose reputation in their immediate locality would provide enough confidence for
the tokens to be used as money. Local authorities also issued them. The issuance
was tolerated to a greater or lesser extent at different times and in different coun-
tries. In England they were in use until the early 19th century.

Another sort of local currency came into widespread use in England in the 18th
century. Local banks issued notes that circulated only within the areas in which
the bank operated, and were not accepted outside that area. They were fully con-
vertible into specie at branches of the issuing bank. Pressnell8, the historian of the

4  As noted by Yi Jin and Ted Temzelides (1999)

5 Peter Spufford (2002) p.99

6 Eugen Weber (1976) pp.34-35

7 The early history of these tokens is described in M. Pastoureau (1984)
8 L. Pressnell (1956).
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“English country banks”, emphasises the role that shortage of specie had in creat-
ing a demand for the country bank notes. Local bank notes circulated only in a
limited local area: people not of the locality would have difficulty in detecting
forgeries and would also lack knowledge about the financial situation of the bank
and whether its notes were safe to hold. Legislation in England to preserve the
monopoly of the Bank of England in nationwide banking prevented the formation
of banks that might have issued notes with nationwide acceptance (in contrast to
the situation in Scotland).

The United States also saw widespread note issuance by local banks in the nine-
teenth century. Ahead of either of these countries, Japan saw the issuance of local
notes around 1600, followed by domain-issued paper currency (hansatsu) from
around 1660, which continued till the end of the Tokugawa period. The motiva-
tion for the early private note issuance was the need for some form low denomi-
nation currency in the Ise area, whose shrine attracted pilgrims from all over
Japan. Hansatsu issuance should be seen as related to the dispersion of power in
Tokugawa Japan; and the substantial autonomy of the domains (hans). Hansatsu
were thus more like national currencies than local currencies, with the national
coinage in specie serving like foreign exchange reserves for the domains®.

Local currencies as competing currencies

At this point I will turn to some apparently relevant economic literature, and to
economists who have advocated or discussed the simultaneous circulation of cur-
rencies that would compete to attract users.

The name most associated with this proposal is that of Hayek, who proposed in
the early 1970s that the government monopoly on the issue of currency be ended:
“I have now no doubt whatever that private enterprise, if it had not been pre-
vented by government, could and would long ago have provided the public with
a choice of currencies, and that those that prevailed in the competition would
have been essentially stable in value...”!0

Hayek would actually make a very odd bedfellow for most of the local currency
movement. His concern (quite understandable in the 1970s) was to stop inflation.
In his words, he made his proposal “in despair about the hopelessness of finding

9 M. Senoo (1996)
10 Quotations are from Stephen Kresge (ed) (1999)
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a politically feasible solution to what is technically the simplest possible problem,
namely to stop inflation...” His great enemy was Keynesian economics: he dis-
missed Keynes himself as “a man of great intellect but limited knowledge of eco-
nomic theory”. Seeing the problem he was trying to deal with as one of “too
much money”!!, he was concerned not to be associated with the monetary reform-
ers who hankered for “more money”:

“The demand for the freedom of the issue of money will at first, with good rea-
son, appear suspect to many, since in the past such demands have been raised
again and again with strong inflationist inclinations. From most of the advocates
of ‘Free Banking’ in the early nineteenth century...to the agitators for a “Free
Money” —Silvio Gesell and the plans of Major C. H. Douglas, H. Rittershausen
and Henry Meulen—in the twentieth, they all agitated for free issue because they
wanted more money. Often a suspicion that the government monopoly was incon-
sistent with the general principle of freedom of enterprise underlay their argument,
but without exception they all believed that the monopoly had led to an undue re-
striction rather than to an excessive supply of money. They certainly did not
recognise that government more often than any private enterprise had provided us
with the Schwundgeld (shrinking money) that Silvio Gesell had recommended.”

Hayek believed that genuinely independent central banks were impossible in a de-
mocracy: “the central banking system...has largely discredited itself”. This view
might have been reasonable in the 1970s, but seems less so now that independent
central banks have sprouted up everywhere and do seem genuinely able to pursue
low inflation objectives that bear no regard for the expediency of the government
of the day. Might one even suppose that if Hayek were alive today he would ac-
knowledge that he had been too pessimistic, and that his radical solution was not

11 Hayek’s suggestion thus has its roots in earlier Austrian school interest in free bank-
ing as a way of reducing monetary issuance. Murray Rothbard in The Myth of Free
Banking in Scotland (chapter 21 of Murray Rothbard (1997)) quotes Ludwig von
Mises: “Freedom in the issuance of banknotes would have narrowed down the use of
banknotes considerably if it had not entirely suppressed it. It was this idea which
Cernuschi advanced in the hearings of the French Banking Inquiry on October 24,
1865: “I believe that what is called freedom of banking would result in a total sup-
pression of banknotes in France. I want to give everybody the right to issue banknotes

2995

so that nobody should take banknotes any longer.
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after all required?

At any rate the “local currencies” that we now see around the world bear little
relation to the competing currencies that Hayek advocated. They “compete” with
national currencies only in a very limited way: people choose between conducting
transactions within a group that uses the local currency and conducting transac-
tions that use the national currency. But the local currencies are often effectively
indexed to the national currency, so they cannot differ from it in the degree to
which they maintain value (the essence of the competition that Hayek envisaged).
(Some currencies linked to time—the unit of the currency representing a unit of
time —would potentially hold their value better than national currencies, and there
was one famous experiment in the 1970s with an alternative currency —the Con-
stant —that had the specific feature of maintaining the purchasing power of its
unit.)

There is in most cases no convertibility between these new local currencies and
the national currency (as discussed below, the economic impact of the local cur-
rency depends on this feature: the local currency thus cannot escape from the
local economy) so that in general there is no scope for choice between local and
national currency as a store of value or as a means of payment for a particular
transaction, and thus no scope for competition between the local and national cur-
rency for these purposes.

There have been occasions in history when local currencies appear to have com-
peted against national currencies successfully, although one needs to distinguish
between a situation in which people reject the national currency and use a local
alternative (competition drives out the bad currency), and a situation where people
use the local currency because the national currency is in short supply. The great
German inflation of the early 1920s may provide one example of the former phe-
nomenon, though its famous chronicler, Bresciani-Turroni, actually gave both ex-
planations (my italics added in the following):

“In [the last phase of the inflation] the legal paper money was replaced by other
monies (which had no legal recognition), not only as a “store of value” or a
“standard of value”, but also as a means of payment. Little by little foreign
money, or the old national metallic money (which had been hoarded), or new
money created by private firms, entered the circulation. The legal money was
rejected by the public....

In the summer of 1923, the need for a circulating medium being at times very



% 1% Local Currencies 9

acute, because of the rapid fall in the total real value of paper marks, the
“emergency monies” were multiplied. State and local governments, industrial asso-
ciations, chambers of commerce, and private traders issued great quantities of
paper “money”. Sometimes the issues were authorised and came under certain
guarantees...but most were illegal issues.... It is said that in the autumn of 1923
there were two thousand different kinds of emergency money in circulation.”!2

Since it was an excess of money relative to requirements, exacerbated by attempts
to pass on the depreciating currency as soon as possible, that caused the hyperin-
flation, the second explanation is paradoxical. But in the inflationary chaos there
may have been times and locations when the national money was in short supply
even in a general glut.

The large-scale resort to barter groups in Argentina since the late 1990s probably
reflected a shortage of jobs (with peso remuneration) in the formal economy
rather than a flight from the peso as a means of transactions and store of value.
Again, the use of state bonds as money (or “quasi-monies” in the terminology of
the Washington consensus) reflected not the forces of competition but a threat by
state governments to their employees: along the lines of “take these bonds as your
remuneration or take nothing”. Of the four-tiered money system that developed in
Argentina (dollar/ peso/ state bonds/ trueque) the real area of competition was be-
tween the dollar and the peso.

Russia in the 1990s (and other parts of the former Soviet Union) saw the use of
national currency displaced by large-scale use of barter. Part of the explanation
was inflation in the rouble and other national currencies: bartered goods were a
better store of value. However, there was no widespread use of local currencies
in this period, possibly because of the impact of the old Soviet system on
trust —the destruction of social capital —within the communities that might have
agreed on use of a local currency.!?

The current mainstream economics literature on multiple currencies is mainly mo-

12 Constantino Bresciani-Turroni (1937) pp.341 ff.

13 The volume edited by Paul Seabright (2000) contains many examples of the use of
barter in Russia in the 1990s. One paper in the volume gives examples of “surrogate
currencies in Central Siberia”; but overall the use of local monies seems to have been

minor relative to the use of barter.
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tivated by the partial displacement of domestic national currencies by foreign na-
tional currencies, particularly the dollar. It is not very relevant to the analysis of
local currencies. Like Hayek, what the recent literature examines is the case of
fully convertible multiple currencies. And the literature makes assumptions in con-
structing models that mean the sort of additional money that they are looking at
bears no relationship to limited money being used within communities. Thus
Azariadis, Bullard and Smith!4, following an earlier model of Townsend and
Wallace, look at private money that is issued in interaction between borrowers
and lenders who never meet again. In their model it precisely the existence of
different locations, and people moving to different locations that gives rise to the
circulation of private liabilities.

Martin develops a model of competing currencies, in which a network externality
leads to all sellers in the same country accepting the same currency; which may
be either a national or an international currency!S. Excessively fast growth of the
national currency leads to it being displaced by the international currency. The
greater degree of international trade, the less freedom the national monetary
authorities have to indulge in fast monetary expansion. This sort of discipline on
national monetary authorities is exactly what Hayek was looking for.

A model of relatively autonomous regions could be derived from this model in
which each region used its own regional currency, or a national currency, but not
both. However what are being modelled here are convertible currencies with a
fluctuating exchange rate between them: not what most of the discussion of local
currencies is looking at. Moreover, the regional currency issuer would have to be
relatively parsimonious in its currency issuance relative to the national currency
issuer to get the currency accepted. The model could therefore be used to explain
how local currencies came into use, for example, in the German hyperinflation of
the early 1920s; it would not show how local currencies might come to supple-
ment or supplant a national currency that was in short supply.

Local currencies, local economies and the macro-economy

If local currencies can affect local unemployment rates, then the use of local cur-
rencies may not only help to raise employment in depressed areas. A reduction
in the dispersion of local unemployment may also reduce the national natural rate

14 Costas Azariadis, James Bullard and Bruce Smith (2000)
15 Antoine Martin (2002)
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of unemployment!® —the rate of unemployment at which national inflation is
stable—and thus allow an increase in national output, when a general expansion
in demand would only raise inflation.

However, even if the introduction of local currencies could reduce unemployment
dispersion, and also reduce a country’s natural rate of unemployment, that would
not in itself conclusively establish the case for local currencies. The reduction in
unemployment dispersion might be achievable by other means—regional policies
of some other sort, including central government grants to high unemployment
areas or special spending programmes for high employment area; or indeed (in
Japan and the United States, much less in Europe) unemployment dispersion
would be limited through people moving from high to low unemployment areas
in search of work.

In this context, the argument for local currencies (in preference to, or in addition
to more standard regional policies) is that standard policies tend to inject money
into a depressed locality only for most of it to flow out again immediately, as
those living in the depressed locality buy a high proportion of goods and services
from outside the area. This concern underlies, for example, the New Economic
Foundation [NEF]’s “Plugging the Leaks” project!”.

The NEF project starts from the UK Government’s own analysis—in its National
Strategy for Neighbourhood Renewal —of “Why the usual approaches to economic
development aren’t working:

The problem is not necessarily that too little money flows into a neighbourhood.

Rather it is what consumers, public services and businesses do with that money.
Too often it is spent on services with no local presence, and so immediately

I

leaves the area.

The NEF authors note that “the problem is that pouring money into an area has
minimum long-term impact if the wealth flows straight out again because there is

16 Layard, Nickell and Jackman (1991) p.315 present an estimate of the natural rate of
employment for the UK that includes a term in the regional variance of unemploy-
ment.

17 Bernie Ward and Julie Lewis (2002)
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nothing to hold it in the area....

For example, Crickhowell in the Brecon Beacons. The local people decided to ex-
plore leakages out of their local Crickhowell economy. However, they noticed that
the whole of the Brecon Beacons was having a difficult time with a lot of money
flowing from village to village. So they decided that their action would, in the
first instance, look at plugging the leaks flowing out of the Brecon Beacons. Once
those leaks had been plugged then maybe at a later stage they would look at
leaks that were nearer to home.”

Inconvertible local currencies cannot flow out of the locality in which they are
accepted, so they continue to circulate in the locality. One method of “plugging
the leaks” is thus to replace the national currencies in local wallets and purses
with local currencies. However, to have any effect on the local economy they
have to constrain spending patterns, or at least change the relative attraction of
local spending as against spending outside the area.

If the local money is only a small part of the locally circulating money stock,
then its presence might not have any effect: people would use it for the limited
amount of local expenditure that they would have undertaken anyway, and con-
tinue to use the national money for spending outside the local area. But if there
was a continuing, albeit small, injection of local money —which would persist in
the local economy while national currency was partly spent outside the local ec
onomy —the share of local currency in the locally circulating money stock would
increase over time. So that even if the use of a local currency did not affect the
direction of spending initially, it would eventually cause people to spend more lo-
cally than they would have otherwise done.

Those outside the depressed locality would apparently be adversely affected by
the introduction of a local currency in the depressed locality, as money that would
have been spent on the output of their area and supported employment in their
area would now be contained in the depressed locality. Against this, however,
they would, in the absence of a local currency, be paying taxes to finance con-
tinuing transfers to the depressed locality, which might no longer be necessary
once the depressed locality became sufficiently autarkic. If those taxes were caus-
ing severe deadweight losses, their removal might more than offset the loss of
business to the depressed area.

Put another way, an acknowledgement that there is a “regional problem” and that
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the central government is going to do something about it implies that the prosper-
ous areas of a country are going to accept some form of cost to help depressed
localities. The issue then is what is the most efficient way to help a depressed lo-
cality (there are also aspects to the choice which are not directly related to nar-
rowly-defined economic efficiency: a solution that did not involve a continuing
dole might be better for community morale, for example).

In comparing alternative forms of assistance, the preferences of the inhabitants of
the depressed locality also need to be considered. If they were given the alterna-
tive of a continuing subsidy in national currency or a limited subsidy paid in in-
convertible local currency, and with similar impact on the local economy, it is
possible that they would prefer the former. The latter form of assistance pushes
them into a state of autarky, perhaps ultimately unable to travel outside their own
locality. The situation corresponds at a local level to the situation in countries that
have exchange controls and prevent their residents obtaining foreign currency for
current transactions for travel abroad or purchasing foreign goods. Citizens accept
such arrangements in time of war, in post-war stringency and other periods of
acute economic crisis; but in more normal times they are likely to vote for parties
that promise to scrap the controls.

In the spring of 1999, the Japanese government implemented the “regional promo-
tion coupons program”. This program provided coupons worth 20,000 yen to
families for every child under the age of 15 and to roughly half of Japan’s eld-
erly population (people over the age of 65). The number of people eligible for the
coupons amounted to approximately 25 percent of the total population in Japan
and the total amount distributed was approximately 620 billion yen.!® One special
feature of the coupons was that they had to be spent within a household’s local
community (city, village, or town). The coupons do seem to have had a positive
impact on consumer spending. But as the retailer could redeem the coupons for
yen, the coupons do not correspond to local money as discussed above. There
was nothing to keep the chain of spending initiated by the coupons within the
community where they were used.

A second feature of the “regional promotion coupons program” was that the cou-
pons ceased to have value after six months: in effect, a minus 100 per cent interest

18 The description is taken from Masahiro Hori, Chang-Tai Hsieh, Keiko Murata, and
Satoshi Shimizutani (2002)
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rate was applied after six months. The possibility of applying negative interest rate
to local currencies is seen as one of their attractions, as a way to ensure the cur-
rency is spent quickly. Again, it needs to be stressed that negative interest rates on
local currencies will not have any effect on total spending unless they are a suffi-
ciently large part of total money for the interest rate applied to them to affect the
marginal return on hoarding against spending. Japan in its current economic situa-
tion certainly needs negative interest rates, but, as I have argued elsewhere, these
need to be applied to the national currency to have the desired impact on
spending.!?
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Part 2 Local currencies in practice: the case of LETS

What do modern local currencies achieve in practice?

There are broadly three roles of local currencies in economies with generally
healthy financial systems (rather than as a replacement for failing currencies when
a country’s financial system is in crisis). All these roles do not apply to all types
of local currency, but at least one of them does to any local currency.

Firstly they contribute to building a community, to improving networks, and to cre-
ating trust. This may sound like sociology not economics, but the “social
capital” literature in economics shows that these points are relevant to economics.
Indeed economists have been long aware that contracts cannot make good a lack
of trust.

Allen, for example, notes that “social capital is a consequence as well as a cause
of community action. The interaction within the social field provides a preliminary
forum for increased acquaintanceship densities.... Norms develop, trust and reciproc-
ity evolve from the increased acquaintanceship density across social fields”20. The
particular case he examined involved local interactions relating to plans for a
school; clearly interactions brought about by the introduction of a local currency
could have similar effects.

A second distinct role of local currencies is that they may provide a way of

20 J.C. Allen (2001)
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“remunerating” volunteers. They are a means by which local authorities and NPOs
can provide services without having to raise taxes or charge fees to finance them.
Of course, local authorities might also use their own local currency to remunerate
regular employees, but except in crisis situations (as recently in Argentina) this is
not likely to be accepted readily by the employees.

Thirdly, they provide a way by which local businesses can contribute to the provi-
sion of local public goods while mitigating the problem of “free riders”: businesses
who do not contribute to the local public goods getting equal benefit.

LETS

I will now turn from the general roles of local currencies to the types of local cur-
rencies, and will start with LETS, which is currently the most common type world-
wide: the international LETS group directory lists “over 1,500 schemes in 39 coun-
tries”?!. The acronym is normally taken to stand for “Local Exchange Trading
System”, though there are variants: in Australia “Energy” is substituted for “Ex-
change”. The original “Local Employment and Trading System” (LETS) was set up
in British Columbia in the early 1980s. The name is also supposed to connote
“lets...do it”, or something like that. The French name is SEL (Systeme d'Echange
Locale) and the German name Tauschringe.

In a typical LETS, members perform services for or sell goods to other members
in return not for payment in the national currency but for credits within the scheme
that can only be used to purchase goods and services from other scheme members.
Often the credits/debits created in the scheme are measured in a unit of account
that has a name with some local significance; though in some schemes a more ge-
neric name is used (such as “green dollars”). The unit of account is normally
understood to correspond roughly to a particular amount of the national currency,
though some groups prefer to think of it as corresponding to an amount of work
time. Credits are generally not convertible into national currency though those leav-
ing a scheme may be requested to pay off debits in national currency.

At any moment some members in a scheme will have cumulated a net credit, while
others will have cumulated a net debit. LETS groups differ in their attitudes to
cumulated surplus and negative balances. The former may be discouraged by some
sort of negative interest rate, the latter, when large and persistent, are sometimes

21  http://www.lets-linkup.com/
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seen as potentially threatening confidence in the scheme (members who cumulate
ever-increasing deficits may be intending to drop out of the scheme without ever
repaying the services they have received).

What is fundamentally happening in a LETS? Consider a group of three people, A,
B and C. Suppose they wish to carry out the following set of actions.

Week 1 A sells service to B
Week 2 B sells service to C
Week 3 C sells service to A.

For simplicity suppose all these actions would be valued at the same amount of na-
tional currency (say 2000 yen).

Supposing A, B and C all have plenty of spare yen. Then apparently there is no
problem financing the set of actions. Actually that is not true, as if A, B and C are
neighbours they may be unwilling to use national currency for dealings with each
other?2, The services could be provided as “favours”. But with a completely infor-
mal arrangement and no record keeping of “favours” over time, misunderstandings
and suspicions could arise in a multilateral exchange of favours. If A never gets
favours from B, A may not realise that B is making a full contribution to the
favour exchange with favours provided to C, and so on. Some or all neighbours
might feel they were contributing too much and receiving too little in the exchange
of favours.

Thus one likely role of LETS is to formalise the exchange of favours among
neighbours, but in a relatively soft way. National currency is not used, and exact
balancing of favours is not required. It is more difficult for one member of the
favour exchange group to free ride; and the availability of accounts should prevent
the generation of false suspicions of free riding.

Of course, in communities where liberal exchange of favours is practised without
problems, LETS will be seen as unnecessary, and the formalisation of favour ex-

changes it involves might indeed be found offensive.

Going beyond this argument about the psychology of remunerating neighbours,

22 For some evidence on this, see P. Webley and S. E. G. Lea (1993)
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what further role can we envisage for LETS when one or more of the participants
is short of the national currency? Suppose that in the example above C has plenty
of the national currency but that A and B have none of it. Suppose also that there
is no external source of credit, and that A, B and C do not trust each other enough
to provide a service on the promise of future payment. Then the above sequence
of transactions is impossible. The only transaction that would be undertaken is the
transaction in the second week (which can go ahead, providing C does not mind
being unable to rebuild his cash balance in week 3).

One possibility is to start a mutual bank. C could deposit his money and B could
borrow the money at the beginning of week 1. At the end of the week A could de-
posit the money received from B, and C could withdraw his deposit (if he had no
other cash). Then at the end of week 2, B could repay the money borrowed at the
start of the first week. A now withdraws the deposit she made at the end of the
first week to pay C during the third week. This way all the transactions are fi-
nanced; at the end of the third week A and B have no money, as they did when
the whole process started, while C also has the same amount of money as at the
start (ignoring interest payments which may be taken as minimal over the short pe-
riod of the deposits and loans considered). Obviously this mutual bank option re-
quires at least one of the participants to have some money at the start. It also
requires trust; C and A need to be confident of getting back the deposits they make
at the beginning and end of the first week respectively.

Another alternative is to bring in an outsider (an “entrepreneur”). The entrepreneur
might consider employing A, and paying her a wage in week 1. In week 2 the en-
trepreneur could then employ B. But this could require the entrepreneur to advance
A’s first week output to B as payment in kind on account. The entrepreneur will
not be willing to do this as B cannot be forced to work for the entrepreneur (no
slavery) and is not regarded as a good credit risk by outsiders (if B could get credit
there would be no problem to solve in the first place). Thus the entrepreneur would
insist on employing A and B simultaneously rather than in successive weeks. In the
final week the entrepreneur will not be necessary as A will have money received
as wages to pay C.

Of course for small occasional services, bringing in an outsider would involve to-
tally disproportionate transaction costs: so disproportionate that this possibility can-

not be taken seriously.

Another solution is for all three to provide services on bilateral credit. This is of
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course requires trust, as with the “mutual bank facility”. In week 1, B could issue
an IOU (“promissory note”) to A to finance the purchase from A. In week 2, C
could issue an IOU to B, which B could use to redeem the IOU issued in the pre-
vious week. Then finally in week 3, A uses the IOU C had issued in the previous
week to pay C.

This last solution is very close to the LETS scheme (with LETS, central recording
of credits and debits eliminates the need to use old IOUs as a means of payment).
A group of LETS participants agrees to allow other members of the group to pay
for services on credit. Note that it would be perfectly possible to price all transac-
tions and keep accounts in the national currency. The important point is that mem-
bers cannot use credits obtained within the system as financial assets in the
economy outside the system. The use of a name other than the national currency
for LETS credits and debits may be no more than a psychological device, unless
the unit can change relative to the national currency (as it might if it were held to
correspond to a unit of time).

To summarise, the attractions of LETS schemes are that they can

® provide a formal way of keeping track on favours that is yet less “cold” than
the national currency,

® and provide a way of organising work that involves lower transactions costs
than would involving an outside “entrepreneur”, while

® getting round constraints on spending caused by the unavailability of credit.

Despite these attractions, however, with a few, and mainly temporary exceptions,
the scale of LETS has remained very small. Research undertaken in the UK 4 to
5 years ago (since when the number of schemes has probably contracted) concluded
as follows:

“Starting with the overall magnitude of LETS, the co-ordinators survey identified
that the LETS responding had an average of 71.5 members and a mean turnover
equivalent to 4,664 pounds. If these LETS are taken as representative, then the
total UK LETS membership is 21,816 with a turnover equivalent to some 1.4
million pounds.... [Note that UK GDP is about 1000 billion pounds; the UK’s
population almost 60 million.]

The survey concluded as follows on the membership of LETS schemes:
“Members are predominantly aged 30-49, women, relatively low-income groups and
those who are either not employed or are self-employed... Some 62 per cent of
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members were not employed and 66 per cent of all members lived in households
with a gross income of less than 20,000 pounds....

Why, therefore, do these people join LETS? Some 25.2 per cent do so for ideologi-
cal purposes. LETS for them are ‘expressive communities’: acts of political protest
and resistance to the ‘mainstream’ where ideals can be put into practice.... Of the
remainder, just 2.5 per cent join explicitly to improve their employability. The re-
maining 72.3 per cent join first for ‘social’ reasons (22.9 per cent) such as to meet
people, rebuild a sense of community or to help others, and second for ‘econom-
ic’ reasons (49.4 per cent), such as to help them overcome their lack of money or
exchange goods and services. ‘Social’/community-building reasons tend to be cited
by the employed and relatively affluent and economic reasons by the relatively poor
and non-employed.”?3

As far as number of schemes goes, coverage in France and Germany is similar to
that in the UK. In France, where SELs started in the mid-1990s, somewhat later
than LETS in the UK, the number at end 2002 was 319: this number has not
changed much in recent years. And in Germany, the number of Tauschringe as of
mid 2003 was 220, with a total of 20,000 members; the number of groups has been
declining recently.

Disappointment among sympathetic academics with the scale of LETS goes back to
the study of the first LETS in Vancouver. Offe and Heinze, in relation to that pro-
ject commented that “practical results up to the present fall far short of..
objectives.... Its potential appears to be vastly underused... The services principally
transacted through the system appear to be almost entirely those attributable to the
domestic sphere of ownwork and activity in the immediate surroundings of the resi-
dence... The de facto limitation of the system to these kinds of services is all the
more remarkable in that interviewees stress the high process utility gained through
participation: people make new acquaintances, discover unsuspected talents, experi-
ence the pleasures of cooperation and enhanced self-esteem.”24

In the UK the largest LETS was in Manchester, which had at its peak around 500
members but went into decline after 1995, and appears to be no longer operating,

23 Colin C. Williams, Theresa Aldridge, Roger Lee, Andrew Leyshon, Nigel Thrift and
Jane Tooke (2001)
24 Claus Offe and Rolf G. Heinze (1992) pp.95-96



u

22 LOCAL CURRENCIES —ZDOHUk L #E —

although it still has a web site (last updated in 1999). At one time the largest
scheme in the world was that in the Blue Mountains (near Sydney in Australia), a
city with a population of around 70 thousand, and covering over 1,400 square
kilometres. Started in February 1991, at its peak it had well over 1000 members,
but it ceased trading in the first half of 2001.

The scheme benefited from significant outside funding in its early years. Initially,
a local school head gave a donation of A$10,000. Later the local council gave
A$2,000. In 1994 the state government gave the wage for one person for one year
for development work at A$35,000.

In the first few years membership grew strongly and a high proportion of members
were active (with about two-thirds trading in any quarter):
Blue Mountain LETS membership

End 1991 139
End 1992 476
End 1993 968
End 1994 1249
Feb 1995 1291

(Source: BLETS newsletters)

Trading statistics from the period March-June 1995 (4 months), when the scheme
was around its peak are:

Total trading: Ecos 236,016

Trading per month (debit plus credit): Ecos 59,003

Total number of transactions (two ways): 4475

Average value of transactions: Ecos 26

Number of active members trading more than Ecos 10: 556

One feature of the Blue Mountain LETS in its early days was the unusually wide
range of services that could be obtained paying partly in Ecos—this being the name
of the Blue Mountains “currency”. Directories in the early years contained numer-
ous business advertisers. Most didn’t specify the proportion of the charges that
could be paid in Ecos, but the following are examples of some that did:

Bed & Breakfast in the Rocks area of Sydney, priced at E28 plus A$28

(single room); 38+38 (double room)

Architect 50% Ecos

Bookkeeping 50% Ecos.

Tax returns prepared for 100% Ecos.

Computerised services for small businesses 20% Ecos.
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Macintosh installations, training etc. 40 Ecos per hour.
Tool and equipment hire e.g. cement mixer at 40 Ecos per day.

A 1996 directory refers to “a blossoming of some newly managed community mar-
kets in the Blue Mountains with 100% Ecos trading”.

Yet it is also clear that from a relatively early stage the participation of business
members on different terms from non-business members was a source of friction.
Business members paid a higher (A$75 plus Ecos75) yearly membership fee and
were entitled to charge any proportion of Ecos on each transaction. Regular mem-
bers paid a $20 and 10 Ecos yearly fee and were required to charge a minimum
of 50% Ecos on each transaction (in 1995). The newsletters contain frequent exhor-
tations to the regular members to accept more than the 50% minimum in Ecos, and
also complaints from regular members about the requirement to accept a minimum
of 50% in Ecos.

Moreover, while many of the original members of the scheme remained loyal to it,
a high proportion of later joiners did not stay in the scheme for long, and the re-
luctance of members to pay renewal fees was a constant problem for the organisers
striving to match income with costs. As of mid 1997 the proportion of those join-
ing before 1996 that were still members was as follows:

Year of joining no. joined % still current Year of joining no. joined % still current

1991 139 33 1992 335 22
1993 494 18 1994 281 16
1995 200 23 1996 106

1997 to June 30
(Note: by assumption all those joining in 1996 and 1997 were regarded as current members
in mid 1997)

By 1997 a letter to the editor of the newsletter refers to BMLETS as an
“organisation in evident distress”; though at that stage the system still had four
years life left in it. As well as difficulties with meeting administration costs as
membership declined, according to one member active in the closing stages “there
emerged an imbalance between those that held a large negative eco account (up to
3,000 ecos...a limit set earlier on) and those who had a large positive eco account
(many of whom were local businesses trading with a 10% eco component...as well
as ordinary members). The members with the positive eco account complained that
they could not spend their hard earned ecos! Membership dwindled again as a con-
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sequence.”?5

The potential problem with negative balances in LETS systems is much discussed
but often dismissed. Nishibe, for example, asks:

“Won’t this system see the emergence of people who only accumulate reds without
returning to the community? How will LETS cope with such a moral hazard? To
answer these questions, we should think about two aspects—trust and reputation....
Despite its surface appearance of vulnerability, LETS is actually a flexible and
strong system that would not collapse even though there might be a certain number
of unintentional red balance accumulators and intentional free riders.”26

This optimism seems over-idealistic. Perhaps because of the mobile nature of
Australian society, Australian LETS schemes have had a particular problem of
members building up negative balances and then leaving the neighbourhood (or at
least, dropping out of the scheme). The issue of strict limits on negative balances
divides scheme members; Illawarra LETS, a scheme that in 2002 re-imposed an
A$500 equivalent limit on negative balances —noting in its newsletter that
“LETS is not a charity” —had lost several members as a result. The Canberra LETS
system virtually collapsed under the weight of credits in the system not matched by
debits (as those with debits had to a disproportionate extent left the system).2’
These examples of problems are not just isolated cases. In many other parts of
Australia the LETS movement is in retreat. In Tasmania, for example, there were
once fourteen schemes; there are now none.

There are several lessons from the Australian experience.

® The size of schemes should not be allowed to grow to such an extent that
most members do not know each other. Nishibe is right that LETS is based ul-
timately on trust and reputation; this means that groups need to be kept to a
size in which these mechanisms are effective.

® A build-up of net positive balances in a scheme should be dealt with quickly.
If members leave with negative balances, every effort should be made to re-
cover the equivalent from them in national currency. Any remaining debts
should be written off immediately from other members’ balances.

25 quoted in Richard Douthwaite (2002/3)

26 Makoto Nishibe (2001)

27 See the discussion by the organiser of Canberra LETS at
http://members.optusnet.com.au/~guthltd/lets/
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® The inclusion of business members on different terms from general members
needs careful handling if it is not to be disruptive.

® Subsidies in the early stages of a scheme should be used for capital and start-
up spending, not for on-going administration costs that may be hard to sustain
if the subsidies are not maintained.

It is possible that negative balances would not be such a problem in less mobile so-
cieties. It is not raised as a major issue in the UK, where the problem that LETS
encounter is more often that with a very limited range of services on offer it is
very difficult for schemes to expand to include members who might offer a wider
range of services. Probably their greatest success in the UK has been among groups
of “incomers”: generally middle class ex-city-dwellers who have moved out to the
countryside in search of a better quality of life. These people may well not be fully
accepted into the existing local community and thus need to create a new, separate
community. And they often possess, or have the opportunity to develop, practical
and artistic skills that can help expand the scope of LETS trading. Moreover, LETS
reproduces the reciprocal exchange that exists in most rural communities.

Two relevant examples are provided in a 1997 account of UK LETS schemes:

“Michael Lane, who moved to Devon 30 years ago...was able to break through the
‘incomer barrier’ through joining North Devon LETS.... “It's hard to get accepted
unless you’re a third generation native,” he says. “So LETS has made a community

for relative newcomers such as me””.28

In South Powys, Wales “Most LETS members...have moved in from elsewhere.
None of the local people have joined.... But then they’ve always run a kind of
neighbourhood exchange, so probably see less reason to join a LETS”.2% (In many
parts of rural Wales the locals would tend to speak Welsh among themselves,
which would be unintelligible to the incomers. This language barrier would be a
further encouragement for incomers to create their own LETS-based community.)

In Japan, of course, all LETS schemes are at an early stage. But it is already clear
that some of the most successful schemes are in rural or semi-rural areas, with
members who have either moved out from large cities—there are such schemes in
Nagano prefecture where many members have moved from Tokyo or the Tokyo

28 Jonathan Croall (1997) p.35
29 ibid pp.68-69.
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commuting zone—or who have taken a deliberate decision not to pursue a “salary-
man” lifestyle.
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Part 3 Other local currencies and local moneys

Ithaca Hours

The best-known model for local currencies other than LETS is Ithaca Hours, the
local money of Ithaca, New York. Instead of bank deposit-like money being created
through the transactions of the members, local currency notes are issued on the
basis of the judgment of the controlling board (originally just on the judgment of
the founder, Paul Glover). Since its introduction in 1991, notes worth about 10
thousand Hours (equivalent to a 100 thousand US dollars) have been issued and the
1,500 participants include around 400 local businesses. Within 5 years of its found-
ing the currency was being used by about 2 per cent of Ithaca’s population.

The basic issuance of the currency is now one Hour for every new member (previ-
ously it was four Hours); additional Hours are issued as loans and grants, and in
payment for system expenses.

Whereas LETS schemes, at least in principle, create no net assets —positive bal-
ances should be exactly offset by negative balances, though we have already seen
that this does not hold in practice —Ithaca Hours and similar schemes create for
their members assets that are not offset by liabilities. Thus the potential for infla-
tion caused by over-issuance seems much greater in Ithaca Hours type schemes
than with LETS; the organisers need to keep a constant eye on the circulation of
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the local money (rather like a national central bank taking interest rate decisions on
the basis of constant monitoring of the national economy).

There is a particular risk if ever this type of scheme starts to contract. While the
organisers can easily increase the supply of local money as needed while the
scheme is expanding (just by giving money to new members when they join, or by
making an additional issuance of money to all members) there is no obvious way
of reducing the money in circulation once the scheme starts to contract. (A central
bank faced by declining demand for national money could achieve demand and
supply balance by issuing bonds to soak up the excess money: there is no corre-
sponding way for the organisers of Ithaca Hours to retire excess Hours.) Thus a
relatively minor initial decline in use of Ithaca Hours could provoke inflation and
loss of confidence in the Hours, which the organisers might be powerless to coun-
teract.

There seem to be approximately a hundred other schemes that have been planned
and/ or implemented in the United States and Canada to try and replicate the suc-
cess of Ithaca Hours. A thesis based on 45 of these?? (the researcher was unable
to contact the remainder) found:

12 defunct or dormant

21 in operation

3 still in planning stage

9 had been aborted without starting

The research confirmed the enormous organisational effort involved in these types
of scheme: “organiser burn-out” was a major problem. The operational schemes are
generally on a much smaller scale than Ithaca Hours: average membership of
around 180, and an average life at time of the survey of around 30 months.

Time dollar/ time bank schemes

The local currency types considered so far have been designed essentially to be
used in trading, with a view to stimulating local economic activity. Time dollar/
time bank schemes are instead aimed at stimulating voluntary work. The time dollar
movement in the US dates back to the mid 1980s, as does a similar movement in
Japan. The time bank movement in the UK dates back only to 1998, but it is now

30 Andrew Lowd (2001)



% 1% Local Currencies 31

experiencing fast growth. As of August 2003, there were over 1,500 participants in
55 projects in the UK, with 31 more projects in development. There are similar
movements on a limited scale in some other countries, including China.

The basic idea of all these sorts of schemes is that members undertake some form
of voluntary work (driving people to hospital, visiting old people, or whatever) and
are credited with points proportionate to the time spent in these activities. The
points can be used in turn when the members find themselves in need of such serv-
ices. One earns credits when one is healthy and fit; one uses them when one is old
and sick.

If the time banks were to be taken seriously as a way of saving for services re-
quired in old age, they would need strict regulation and proper auditing of the li-
abilities being accumulated. In practice the points are normally better seen as a
record of contribution to society rather than a claim on future services. While some
points are used, that is not the main reason for participation.

In the UK, recent research indicates that time banks are attracting a new, less well-
off type of volunteer. One motive for volunteering has always been as a form of
“conspicuous consumption”: a way for middle class housewives to signal that they
can afford to work for no pay. It therefore has in the UK a rather middle-class
image. Time banks, perhaps specifically because they involve a form of remunera-
tion, have a more inclusive image.

Demographic characteristics of UK time bank participants, the general population and
traditional volunteers’!

% share of groups below in: Time-banks GB population {/f;iﬁ::fsl
Women 67 52 52
Retired 42 19 19
Disabled/long term illness 20 13 3
Receiving income support/ 54 19
Job Seekers Allowance
Not in formal employment 72 51 40
Low household income 58 38 16

31 Source: Gill Seyfang and Karen Smith (2002).
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Japan is currently far ahead of the UK in the use of time banks; and is perhaps unique
in the development of network time-banks which allow a member to earn points in one
branch and transfer the points to be used by (say) an aging parent in another part of
the country. By contrast with the 1,500 participants in the UK, one of the Japanese net-
works, National Active Life Club [NALC], which was founded in 1994, currently has
84 branches and 16,000 members throughout Japan (predominantly in Kansai).

One important point is that whereas LETS can be decentralised and keep administra-
tion costs relatively low, time banks involve a substantial central administration. It is
the central office that takes the lead in identifying needs for voluntary activities and
matching volunteers to those needs. Thus while LETS can be viable with a low mem-
bership fee and no subsidies, time banks require a significant outside source of finance.
In the UK and elsewhere this source is normally local authoritiecs. NALC, by contrast,
derives significant income by selling research results from its mainly retired members
to companies wishing to market products for the elderly.

Other charitable or business-related local currency schemes

The originator of LETS, Michael Linton, has more recently proposed a scheme
which involves business more directly and creates funds for charitable and commu-
nity purposes. He calls this the “Community Way”. The basic idea is that busi-
nesses give backing to the creation of a local currency by committing to accept the
currency, up to a certain limit, in partial payment for their products or services.
This commitment enables local community or welfare organisations to issue the
currency as payment for volunteer activities. Individuals may also purchase the
local currency with national currency. Trading may or may not develop with the
local currency put into circulation.

One possibility is that, when the volunteers spend at the local businesses the local
currency that they have earned, the businesses will not spend the money, but return
it to the organisers, who cannot put it back into circulation unless the businesses
raise the limit on the amount they are willing to accept. There would, in this case,
be just a limited period of extra finance to the community. Alternatively, if busi-
nesses used the money themselves, it could continue to circulate in the local com-
munity.

What is in it for the businesses? Firstly, it is a way of mitigating the “free
rider” problem of paying for public goods. Local businesses will benefit from a bet-
ter environment, a more vibrant local community. But they may be reluctant to
contribute money to achieve the better environment because their competitors, who
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might not contribute, would benefit equally. The “community way” plan gets round
this problem by redirecting trade away from the non-participant businesses (who do
not accept the local currency) to the participant businesses that do accept it.

A second possible advantage to businesses is that the local currency allows the
business to increase profits through price discrimination. Suppose a restaurant has
both non-local customers and local customers, and that the latter are more price-
sensitive than the former (perhaps because the locals have the option of eating at
home while the non-locals do not). Then the restaurant would increase its total
profits if it charged a higher price to non-locals than to locals. However, it obvi-
ously cannot put different prices for locals and non-locals on its bill of fare. But
it can in effect achieve price discrimination by allowing partial payment in a local
currency (which only the locals will have).

Of course many businesses might participate simply out of a sense of public-
spiritedness. But there is at least a chance that they will get some advantage as
well. And if they do, that will certainly improve the chances for the scheme's lon-
gevity.

The Toronto Dollar is a further model for a currency that at the very least secures
money for charity and has the possibility to take off for use in local trading. The
Toronto Dollar Community Project Inc. launched the currency in 1998. As de-
scribed on the Toronto Dollars’ website32, “shoppers exchange regular dollars at par
with Toronto Dollars, and use them to shop at any of the 200 stores, restaurants
and services that accept them.... Ten cents from every dollar go to job creation and
community projects. That money comes from participating merchants, who contrib-
ute a 10 per cent “dividend” every time they turn in a Toronto Dollar for Canadian
cash. Since the program’s inception, about $400,000 in Toronto money has gone
into circulation, meaning $40,000 has gone to a variety of projects: youth and
homeless programs, grants to church groups, food and clothing.”

Toronto Dollars in circulation are in effect 90% backed by the Canadian Dollar,
and are convertible into Canadian dollars (at a loss of ten cents in the dollar) when
presented by participating businesses. As with the “community way” model, busi-
nesses that participate may reasonably hope to attract trade from businesses that do
not participate, so that they may get at least some partial return on the 10% of their

32 http://www.torontodollar.com
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Toronto Dollar turnover that is contributed to charitable causes.

Credit Unions

Finally I want briefly to mention credit unions: financial co-operatives whose mem-
bers share some common qualification (“the common bond”), normally living in the
same locality or working in the same workplace. Credit unions are not a form of
“local currency”, but one can reasonably consider deposits in credit unions as a
form of local money, just as bank deposits are a form part of the national money
stock, broadly defined. Moreover they can have a more powerful effect on a local
economy than any of the various forms of local currencies that I have discussed.

Small-scale community mutual institutions can supply small loans at low interest
rates to borrowers without collateral, where such business is not profitable for com-
mercial banks, as the community basis removes the problems of adverse selection
and moral hazard that the banks face. Members of the community know the char-
acter and situation of potential borrowers (so minimising adverse selection); while
the borrowers will feel responsible for repaying money borrowed from their
neighbours when they might be happy not to repay a commercial bank if they
could get away with it (so moral hazard is greatly reduced).

By contrast with the local currencies discussed so far, which generally struggle to
become self-sustaining, the problem with local mutual credit institutions is more
often that they are too successful: they grow too large to maintain their community
roots and, while maintaining the form of mutual institutions, tend to be run in the
interests of their managers rather than those of their members.

Building societies in the UK and savings and loans associations in the United
States both originated from small local savings schemes, similar in some ways to
the traditional Japanese “kou”, except that they had the specific object of financing
house-building for their members. Over time they have become largely indistin-
guishable from banks, and indeed in both countries some have de-mutualised and
become banks. Credit unions in the United States are big businesses with substan-
tial lobbying power. In Japan institutions based on the European credit union move-
ment were introduced in the late Meiji period with the development of the
institutions that are now the shinyou kumiai and the shinyou kinkou.

In many countries in recent decades there has been a new wave of mutual credit
institutions. Credit unions were introduced into the UK for the first time in the
mid-1960s, and have been expanding fast in the last decade: there are currently
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around 700 credit unions in GB with over 300,000 members and 200 million
pounds in assets. The United States has seen the growth of community credit un-
ions and faith-based credit unions. Australia has seen enormous growth in the credit
union since the 1960s (indeed such fast growth that it has already reached the stage
of bank-like credit unions).

Japan also had a new wave of credit unions since the 1960s. As in many countries,
the movement was introduced by Roman Catholic missionaries. But unlike else-
where, the movement in Japan has not spread much beyond Roman Catholic par-
ishes, and the number of participants has remained small and is now declining:
nationwide membership had reached 9,345 in 1985 but had fallen below 5,000 by
2000. The Japanese credit unions (or, strictly speaking, the various branches of the
Japan Credit Union) are able to provide small-scale consumer lending at low cost
by keeping administration costs and bad debts to a low level. For example in the
parish of Ichinomiya, Aichi Prefecture, an annual interest rate of around 3.5 per
cent is charged on unsecured loans, and the branch has normally been able to pay
its members an annual dividend a little above the interest available on bank time
deposits.3?

It is very striking that Japan, with its long history of local mutual credit
organisations (the kou or mujin) is now lacking in genuinely community-based mu-
tual credit organisations (though it has no shortage of large-scale mutual
organisations). Local mutual credit organisations, as well as facilitating low interest
small scale borrowing, help to keep savings in the local community. Savings that
are deposited at the local rural branch of a national bank may well be lent out in
Tokyo. The same savings deposited with the local credit union will be lent locally
(and so at least have a chance of being spent on local products and services).

Part 4 A brief concluding comment on local currencies in Japan
According to one source3*, there were as of July 2003 some 336 local currency

schemes in Japan, most of which have begun within the last two to three years, so
the spread of schemes has been very rapid. Many of the schemes are very small

33 I am grateful to both the JCU office and the board of the Ichinomiya parish branch
for meeting me and providing much useful information. The JCU’s website is at
http://member.nifty.ne.jp/jcu/

34  http://cc-pr.net/list/
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scale. As compared with other countries, the role of local authorities and NPOs in
originating schemes has been relatively important; they are driven from the top
rather than from the “grass roots”. As noted already, there are some well-
established time-bank schemes in Japan, which probably still dwarf the new local
currencies in terms of membership and scale of activities.

Two nationwide movements are associated with the new local currencies —the
Gesell Research Society in Japan3S and the Ecomoney movement3¢. The former has
tended to put more emphasis on the potential economic impact of local currencies,
and openly draws inspiration from local currency schemes in the rest of the world.
The Ecomoney movement initially stressed the use of local currencies as remunera-
tion for volunteering, and makes more claims for the originality of what it is doing.
In practice there are a wide range of individual schemes in the Ecomoney move-
ment, including traditional LETS schemes. And from mid 2002 the leaders of the
movement started to make more of the potential economic impact of local curren-
cies37.

There has been great Japanese media interest in the new local currencies, with
many articles in the serious national newspapers. Perhaps because of the involve-
ment of local authority money, many of the schemes have gone through a series of
trial periods, with substantial reports on the trials. This has perhaps contributed to
a lack of forward momentum in some schemes. It is certainly too early to evaluate
whether the impact of local currencies in Japan will be greater than elsewhere,
though the evident willingness to experiment with a variety of formats certainly
bodes well.

From the viewpoint of recent UK developments, the general Japanese lack of inter-
est in or awareness of credit unions is, however, surprising. These are organisations
that have proved they can provide small-scale consumer loans at low interest rates.
Given the high interest rates charged by consumer finance companies in Japan—

35 http://www.grsj.org/

36 http://www.ecomoney.net/

37 See for example the paper by Toshiharu Kato, the head of the Ecomoney move-
ment, published by the Japan Productivity Centre for Socio-Economic Development
“Local currency (ecomoney) as a means of escape from Japan’s economic predicament

(deflation and so on)” (July 2002); available in Japanese at http://www.jpc-sed.or.jp/



% 1% Local Currencies 37

legally, up to 29.1 per cent per annum—and the growing concern about the per-
sonal tragedies, including numerous suicides, resulting from illegal lending, it is
strange that there is not more attention paid to the possible solutions that credit un-
ions have to offer. However, a long-standing official indifference to consumer lend-
ing (as opposed to lending for housing and lending to small businesses), the
absorption of household funds by the postal savings system, and the 100 per cent
protection of bank demand deposits all represent impediments to the development
of credit unions in Japan.
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T& 5 Wara) &IN5 MRS SN 5D, URLA 3
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1985— | A ¥ YU ATLETS DEANRAE D, (ZHLBRIRSHIZIER>T | A FY 2L | A
W&, ZLTA—ZART VT (1987—), 7T % (1994—) 72 ¥
THAIND, ¥V A THREHTHA S NIZOIFN2FND,)
1987— Dr. Edgar Cahn (2 X - T, 1980475 EBR S C& 72 [Time Doll | 7 A U fEA
ar] BARHNICKAHTEASND, (ML 6 SORTTHASR
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1989 — Borsodi % BJ17 TV 7z Robert Swann 28, ~HF a—k vV MT|TAUD FERIFA
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AF4—TY FAER
31 LI —HEBEDZHME—

20009 LC, &V DIF2001F 120 o 5 Hidgi@E F  (Local Currencies) 0
SR AN RO, HARIZEIT 28 LW HEoaE O &£ 0 I3REIZRBIT 5
HIRAHAZ Sy v AT & (LETS), A—A F 7V 7B 5 Hill T 1 L F — 234
AT A (LETS), 772 A®D SEL, ZDOMOE A D Fie 5 8EF750OMERIO v
AT A, FNSIFIBOFERIDICAFZ DT VT v a » an BT Tiigo
THIREN - RO VAT Ao 72 b D TH D0, T H DR HIFIF104E
DEND DD, FFRNZEEOIEEALETIIZOX A TOAF—LOENED
REH O 20 | KO JE L R Tunie,

LETS/SEL TlE. AV ASA—3hd 2 v _R— [ — R EBHE LV . W%
IRIE L, R TV EZT ISV AT AOMD A 23— B — B A
ZIEAT DI2DIZDOBFIHTFRER T AT LATOZ LYy MEZITIRD, A
T LN TAE SN A EHE BB I3 e A DD OHBRINICER O B 54817820 T
WABERMN CRIESND, 72720, VAT AL o TUT & 0 —i72e 4,
BIZIE 170 —r - R BMEDRTWA, BEEAIT@EE XEZEEORE
DENZKIET D EZEZ BN TNWDN, Z—FZ Lo TEEN 2 J7 R o &
CXET 2D EBZTNETHHDLH D, BHIE -BRITITEFER I
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WOH VAT LDH DA N IHEMESRFEL, D A L A—ITEMA
ENBMT D, JV—TIC Lo T L ORMEUIERE - &H (77 20%kRE
LA FADFRE) ~OUNRER D, AL 5D~ A F ZADOF|F3: T
WIEELHEAZELHD L, BATL. 2 LIZTNBEEETRENRIGA T,
VAT AIHT LEEEEP T O EBEZ OND, (T o LB R Lkt
BHA NI B NZT RS- — R E R L THEDRWTY 2T L0 B
LEoELTnaont Li/ki,)

LETS (IH Fo & ZAHEBRICHE B EL L T L IlEEDIETH S,
(%< @ LETS ®&ME 1E “local currency” & 7> “local money” V- 7= JH#E
k9 L LA, &5 LETS OIREhZILHE 3iE L2 B LWEEZ BN 50Tl
7, BERFNC LIS ELTVWDHDELEZ TS, £, REFHOFP
I TN B DR % — ANOEHE - BE SO AR RS B LTV D
MEIMNICEMZNTW D, IZb b b7, HllNEE & W o o BT H A
TIEHARRVICE KL L TWADT “local currency” &9 A&l 5 Z L1109
%,) LETS A% — L & FHIZ “local currency” & FL72 EHL TV AL DD
DHLAD DD, ZOFITITHEBHIEOMERZZ b ONR DD, IO T
BLESHMBNTNADRAHA « 77 —R (thaca Hours?) Th 5, Hif b
DVNTHAGET, ZhHIZOoNWTOZL ORERPFAFAERTHD, T 2 TIEHE
HEOFEH L Y B “local currency” ~O—HRHIZRENRNZE LA H D DT, K%
T D LT L7y,

% < ORFFHF TR 2R TOHHE T, BEFHFRRESNLTEY
FR SN ZHPH O — B RO Z AT 5 EHE~DEREZ L TWRVNE S Th b,

1 BlziE, wWE (2002) O TR % S0,
2 filziE. D. Boyle (1999) @ 5 #%x 5,
3 il %I, http://www.socsystem.org.uk/aesreport/ & 2 [,
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LAl R 2 BEOSEEOESR L E2 52 L L ARETH D, ZOSHEN
B, 2 EICEREZOBEIC L o THIE SN TE 728, Mk zhn &
RINTEEOLHEETHD, IR, B Y7 — (Zelizer) 1% [191:ALIEE
FoZ L ThHNB, AREIZEOMMNIAT LIRS 2 HERT 5 Ol igbiz
L. M, FEIT. #aB L0 OO X 5 REISRT LIS,
WS LT A VEE L= Y (UL, B SE & LCRREARZT S
N, BUY 7 — 3k OBET “Er - vk—, A F=v s, LR LM
DI LRIBEZ ST TND LT, BAHEHEL LTRARD ANOEHICK
JUIZEIZ 2T\ 5,)

3.2 I —n v/ D EE

YARZ (Cipolla) (ZHHlta —r v 21T 2 BUE IO Rt & B D%
BEME & ORNCH BRI B o 72 2 & 2D K 5 IS T W B, 1000 Ll
B, BRI A EEREICHIE LT, » - B LI T —m R
BENTz, 47T RTH EEHOTXTOEEINEES 5 WIZEDOFEIC
FoTHESNIERE (FELER) ITho THENESNE, 20k
%2 < OF LVIEEEFTIN G Sz, U L » TG T 2 EESA R & /e 5
ZliFerotz, L, KRETIDRIIERR > T, A4V TR RS YT
I, PREBUFOFEN/2MENT AL > THRIITTH Y, 34 iDL /2R
ERio T2 OFHCHREN A 28HE Lz, TOMEME I X
FNANARBEECMMOEENILME Lz, 77 ADRPULZND 2 DDl
U2 — ADORIIALE LTz, A 16t (1266—70) 1ZFH D = A 3 BEEN

4 V. A. Zelizer (1997) p.13
5 C. Cipolla (1993)
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TORFEHEL, EEOaL AT EERETEATS LA LT ]

ZOMNHICITARFREAEBLS ZME D oIl S0 T, HESHR
DaAf O FTHEOEGIOEEDHIZ LY BEOBEERRFE SN, bbb
Al PHOMETIE, BHAMNMABETRE L2 Ia=T 4 TRIFEAED
AIERET ZENTELOT, BEBEICHT 2HEIRESNIZHEDOTH-
72 LU, ET 2 HOHHEEA & O CIHMEFE/ERIxZIE EfEbh
ot

XAy a— (Pastourea)® [EH T H— (7T ATHEY = by) & b—
7 v (772 ATiE mereaux, KA Y Tix Marke) % XBIT 5, L 5OL4F
PRLTND LD, Yy Z =3l 5w Ani-stEnhtt g iic g —
7y N TH KT HLLENS, GHEMBICE SV CRE S ) FHEOZDIZHN
Lz, AU E—3ERER TIEONTZN, ATESTZbDObbholz, Y
VHITHALNIMO B O L E T X D ICEHEEBE AR T oI An b,
T, ENOPEIERMNS LD FERA~EEM LIz, BiL LTIbiT
RTINS DL I b= L LTHAT A L S I s 01rE
T ETIERY, =2 /b LT THESNTZA T 2= I328FEEMN L A
77 FTHWLNTZ, ZROBIBSFEICMEIC L > T@EEL LTHNL 0%
B LW HEEIZHZENONZO L )IER IEDZZ L 2R LT
5,

b—2 EHET v R EERK, £ L CEERN TR S, 0T
bIEROEERLDOIIHEDO h—2 v Tholz, ZHHIIBHREDOIX O BTF
ELT, A IEINLIFEEOI—ERADOBME DD FHER B HSE
(ZHADIN T, REFCAEHI AT TTRE/R b D Th o7z, FHRHEBERE D
PIIFEWNHIE =7 2Bl Uiz, REICHEIXIT b—2 2 EBICHE O —

6 M. Pastourcau (1984)
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ANTHE L2 BRE T —EZAORME & U THEERIZSHA Y K5 ichk otz
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HMOEREF TN D,
8 Sargent and Velde, From C. Cipolla (1956) (Z & 55|,



114 LOCAL CURRENCIES —ZDOHUk L #E —

Litpolz, 42770 FTIHBORIZZET L22Mbo £ 2 X0 Hamfle<ide
Mot, 7747 (Crig) k5L’ BEOREIE [= KU —F 6t
(Edward VI) Oz & 0 g S iz 1/4=—fEN a2 kb, 128=—
BEEE R EEMNT 22 7o TE 2] W TH D16 D% HITITIRANT 22 o 72,
IMEOTRRIE, $h. HiR, 8, BT LTl C T 2 RMOREM N EENT,
7y Ry T4 =—L LTIEERD b—7 133,000 A\ DFFE AT L - TH
fT&N7z, 15824F 2= Y X & 1 i (Elizabeth 1) (7Y A h LT 1S824F (240
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10 G. Williamson (1970) @5z X 5,
11 ZOETHIH Lzl A 22 5 #IIT L. Pressnell (1956) T .
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12 J. Clapham (1944)
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ThHI. DB SN AEA ORI N OREETHH] L#NT
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RU—EHe»D D 2 LN TE D, ZhRbLWIEOEREGKT 50T, b
5B AEFEMOMIE S E-MrD 5 Z L NTHETH S, ZhICE->TZR L

13 1st Earl of Livepool A Treatise on the Coins of the Ream (1805) reprinted in John
R. McCulloch, ed. 4 Select Collection of Scarce and Valuable Tracts on Money New
York, Augustus M. Kelley (1966 [1856]); 511X M. Rowlinson (1999) (Z#L5%,

14 F v oI HEA0FEERIT G, Cole (1966) p.223ff /55T 5,
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7o LIEG L OMIE, “OSERESR” 1308 LW AT AOKFRFFE 21T TlER —
WEDPAND D & 372 0 JRELICZ T AL BTz,

1833~ DDIERN—=I U LR S, b E LIS < o
B Lic, Lol I84FEDHITAETIZ, 2200t ¥ —DFETNRD R
BUTZ, A= U HLIUETTOAMETER L, 728 % 5 Okt ~2% -
T, fRBLT, vy RUDIENTS - EBRAIRRBUC R, A v = 3k
NEORIRICEC L 2R E L LT,

3.4 BARIZEITIEBTRLERDSHKE

TERERIC AR TR SN B ORI 7T v RITB T 5 18k 4
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15 M. Morishima (2000) pp.121-122
16 M. Senoo (1996) (Z#L%,



120 LOCAL CURRENCIES —ZDOHUk L #E —

E D450, EDSEIMTIR LTz,

BANCTAT SN TARBITRB O DO Th o7z, HARDER S iR L P
HTHD, ZHUTI6HACKEDTIACHI D IO TRAT S T2s, T O
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% 3% “Local Currencies” O & 121

THEZFEWED XS5 ITHELAEDA T, HoMO “EEMZ” B2 EHICES
T D & Vo Tl EOREEIMER & o 72,

L) RN Z NS 22851 L T EICTEE~OE 0 B X &R 7217074
ZRlE LT, BHEMESTE O S Ui 72, B EO FITITSERITHE & OIS
T#IFIH LT, ZOFRITE L LD b H o705, 1707HFOZES T T
ZLTCWDERD -T2 ERWLMNC Uiz, BlAIE, RREITAD TIT044FE I
LA D THAT L7231 T07TF O BEALEE L B8 R S IRFICIRAA LTV 2
FLOD40% 721 SEUFIT A S LTI E TR i o T2,

FEFLIEAT O IEIZI T304 ICHB S 7228, Ui 7e < & bR AU IR A
BT 7 VICHHG LTIe b D Th o T, KOFEFTMIHE 1720 RO 13T
Oy BIR T Uiz, ZOt%, FEC A ARO GG RFE SRS L7z 19120y

TR R EFLOFAT & TSR T 2 AL OBAG LA o 7o, BEALRITH
PO S Av, MRS OME S HERF S Lz ik & & o 72, BIBRHERNICIZ H AR EE
FLOREIT YRGB L TV OREDITIERITHY Lz, FhbIdR#&
FNCIZI8TIE O EFEWYCED B & L CRIR S hiz,

3.5 TEBAFR] LH-LHEER

Edb DV TR TEBARRE] THMATWD LW 22X, 220 (X
EAE) BIOBEIZH Z T 5, FIUTSIAFEOTREND LiteVin, Zh
A E RSN EZDN [BEeRE] 720k THDH, HDWIEE
AORZNS LRV, THUTER, 2S5 WIEEARB S TE 2 EFE
BRI AR RV TIHBA TR AWK TH D, (ZnbD2

SPEITNT L DRI EEE TV, 1 X 1 OEFAOF A e IE X
IFEOEREZWIEST DHDTHD,) NEOD Y EORRIIILFEORE
DRI OBI T D, ILFRHRD B A TORE T IE % 1T TFROREOERT



122 LOCAL CURRENCIES —ZDOHUk L #E —

DEBOREA2RT O ThH oI L, BITHR > TRZIZEDOEHEREB
BDIWZI > TN o T EEZ DT ENHED,

—[HOSHATEN EEDOHR THER STV ARSI, Y RIL#IE /2 S ATE
DORFGE PR D72 DI S ke vy, L L, T2 RIS TR S
TW5 &, HEMITIIMOEY TIHEE2RF chhiE, CHATEREDOE
HT) BEORNE S AT LHMBITEN,

ZOEOITE U Mol E N SRR R AENT 5 b DO THIUZZITEG T
BaANET 550 TIE AR, BINRERZANET 5 & Vo L ERITHER U,
LETS v A7 AR EBIENZAET 5DI32<HLMNTH D, XN Y I —
ERAZRMLL T, Y O LETS BiiE~D~ A FRARA L X DFE~DT T 2D
AL TIH b D &, EHAMAESN D, @ EEZHEHT 140 -
T U= ARZE DD AF— L TIEFE U L 5 ICZEDEERERICEASND &
ERZAET 5, LETS Zv—7 72 Tl b bt 7827
HMER S D 0% FTFMT D (LETS 7 NV—T DAL R—=ThdHZ L &ELT)
BEAFOGERERE LY 47 < Tnd, LLeRb, w4271 - 7Ly MZ
%t % BRI HUIEGE 18 DAl 2 fRAE T X 7RV, MRS Licvr 7 - 7 L
Ty PORPHILETS AF—L L0 b~ A1« 7Ly MEBIZL->TXY
BIRHNATOND THA D,

UL, il S OFEEO M@ 812 k- TEMIK, EAmTo~A 2782 -2
LYy b TIERS T HlBUF IRt S D, 2T S IZEL D — 2T
b, 1930FEROBHHFEDALZ T« 7 LYy hDIr—ATdH b, LETS AF—
DITHIBOFIIME R ZAIE L2202, BARTR LD WL Do tildos s
(B Z1E, NPO DGR E AT L CRT > T 4 T « P—EADOKIET 57—
R) TCIEFERE RN HIRBUT 25 33 HIGENC 3t U C ORI 72 i & Al 5,



% 3% “Local Currencies” O & 123

3.6 EEIZHIF S LETS

He[E TIT LETS A % — A O A1990F DM & HTNT 2 TEHE LT3,
Z D O RGN EBERERE B OWTIHIT & A AR, T8
BRI R TV RY 2, V= LAvay, AVT R BIOV 4 U T A
2 (5 2B A EEOKRFOMEFHICE L TV 5,) ICL>TIThh T
D, WRIRIZ X D2 ERITHT 2 EEICHESN T, 2 HIE LETS DA 3 —#%
2,200 A55 (FEEOFA F13#96,0005 N) T, FERMOIEEEED LETS OFHR
SIEEIX1405 AR B (FEE D GDP 1% 1 JkaR > F) LHER L7z,

T v — N OEIERE OIZE L (49.4%) 1TRGERIZRBN (RS 072) T,
22.9% I3 th=H e Bl Gl LW 215D LB R b0l a I 2 =7 ¢ %
WHT B2 0RE) T, 252%I1FA F A0 V—iRBE T, & L T2.5%0 M
BTN UGET D12 DIZ LETS IS ML B X2 TnWD, ZO X I, R
& L TORFEB OB FEOHBITRE < a3, LETS ICBM Lok b —ikHy
RHHITE SITRENR DO TH D,

1997 DB ORRLIRE, 7378V OBURRIBL N EEIC B Dt arysist &
SREIMZ G R D E IV TN D, (FERMBIANE | (XIER 22t ETE 0 B
HLI=ALTHY . TemiBs ) 130k b AR EEY — & 2 2FIH T
ERVALTHD,) HIkONE TIINKEERENICERFOE TR SR
BRAMIBH R BOR 2 A L TAT 9 THEamBfisN ) 2/ L=, Bz Ical

18 T. Aldridge, R. Lee, A. Leyshon, N. Thrift, J. Tooke and C. C. Williams (2001);
Z AU http://www.geog.le.ac.uk/ijecr/vol4-6/5toc.htm 7> LRI FIEETH 5,

19 A XU ABUTIE FHEAMYBIAMNI Y IO N2 9303, REGE, K0S, (R
L. ERIRE, JEEE. BINE U CHEBERED K5 M L= fEICH A Th D &
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20 In or out? FSA (2000) p.82
21 op. cit.
22 M. S. Peacock (2000)
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26 op. cit.
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