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“Money” issued by
enterprises

__Transferable vouchers in
style of token-money

Money creation as a
— result of granting
bonuses to customers

_ Exchange volume
unknown, probably of
minor importance

Private unofficial monies in Germany

Claims on Barter Clubs
(LETS, commercial BC)

. Claims stored on accounts
with barter-club

Money creation as a
— result of rendering
services to members

L Approx. €15 million
exchange volume

\

Regional Money
(“Regionalwahrungen”)

- Local paper money
designed as
“Schwundgeld”

. Money creation by
purchase of euro notes

L €200,000 in circulation
(June 2006)

—

Local money



Local Exchange Trade Systems (LETS, Tauschringe)
in Germany

®LETS
as of October 2004
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LETS (and, thus, local LETS money) can promote local business in
principle, if

* the official money in the region...

- ... Is scarce as a medium of exchange (due to hoarding),
Seyfang (2000)

- ... Is unstable (due to inflation), Tibbett (1997)

« the (value added) tax system reduces the disposable
income by a substantial amount and thus hampers local
exchange of goods

* the region is financially excluded from the financial system or
infrastructure (e.g. coal mining scrip, Timberlake (1987))



= However, it is hard to identify such conditions currently in
Germany

= In general, the private money must be “better” than the
other (official) money in terms of fulfilling the functions as

* a medium of exchange,
* unit of account,

* store of value

Other aspects of LETS and thus LETS money, such as
* improving social solidarity,

» creating new exchanges of goods (that would not have
occurred without LETS)

.... should not be attributed to its character as money but to the
integrating effect of the network itself



Reginnal money in Gurmany
(as of June 2006)
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Ertgelt fur geleistet= Arbeit ocder Agquivalent

in Landesswdhrung.

Als Umlaufsicherung wird eine Gebihrvon 1%
des Menmaertes pro Monat irmgesamt zu Beginn
des Jahres erhoben und - wie die Darstellung

meigt — auf 12 Monate verteilt. ugtex

» KANN WAS




Currency in circulation in Germany
(as of May 2006)

Overnight Regional
Banknotes' deposits’ money Sum
In circulation | € 146 bn € 726 bn Ca. € 200,000 | €871 bn
Share 16.7 % 83.3 % 0.00002 % 100 %

1 End-of-month figures as of April 2006 subject to rounding. Banknotes as German contribution to bank notes in circulation issued
by the Eurosystem. Overnight deposits held with Monetary Financial Institutions (MFls) resident in Germany.



1.2. “Schwundgeld” (“Freigeld”) — concept by Silvio Gesell (1862 — 1930)
» Fundamental criticism of the monetary system (Gesell (1911))

» Ordinary goods decay, rust, deteriorate, while money — as a special
good — does not

= In the market place, money owners have the liberty to decide
whether they purchase goods or not, while owners of ordinary goods
are forced to sell

= Money owners exploit this situation and get a special fee, the
interest rate, if they lend money to banks instead of spending it in
the goods market

= An artificial deterioration scheme should be imposed on banknotes
in order to let money “rust” as do ordinary goods



= Gesell suggested a weekly reduction in the value of the banknotes of
1%0 a week (5.2% a year) by attaching stamps to the banknotes in
order to keep the money valid as a means of payment

= money holders will try to avoid financing the stamps and,
consequently, prefer spending the money instead of saving it



= The interest-rate-induced shortage of demand in the goods market
will diminish

= Exchange of goods, trade, and wealth will increase

In terms of the Fisher equation:

M-(VAT)zﬁ(Yr T)

Money  Velocity Price Real
stock of money level output

However, Gesell’'s argumentation suffers heavily from unrealistic
assumptions and conclusions.



Real interest rates on banknotes, bank deposits and government bonds
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== =Real interest rate on German government bonds (residual maturity 9-10 years)
- Real interest rate on short-term deposits held with German banks with a maturity of up to 1 year

= = :Real interest rate on banknotes

= Saving in terms of money holdings makes no sense (at least in the
absence of deflation)

= No signs for (compound) interest rate-induced shortage of demand in
Germany



Schwundgeld (especially stamp scrip) is expensive:

 Periodical expenditures due to financing of stamps:

Mostly 2% of face value per quarter, ie (without
compound interest rate effects) 8% per year

* Re-exchange fee (in Euro or new regional money) after expiry of
regional notes (1 year)

Mostly 5% of face value

= Total costs: 13% of face value per year



It can be shown analytically (Rosl 2006) that high cost of
money holdings...

= ...forces people to spend their money more
quickly, i.e. velocity of money will increase: V1

= ...leads to a reduction in money holdings:
M/ (to the amount V increases)

Consequently, (M) \L : (V) T: ﬁ : Vr

= An increase in the speed of spending the money will be
compensated by a matching reduction in money holdings

= No (lasting) effect on (local) business activities (Y,) will be
generated due to Schwundgeld (Laufer 2003)



In addition to the general critique of the monetary system, the modern
regional money initiatives also intend to....

... keep purchasing power in the region

* by restricting the use of regional money solely to local
stores (no supra-regional store chains)

* in order to promote the regional development
(“counterweight” to globalisation)

= Such an artificial demand for local goods is equivalent to granting
subsidies

* In the long run, subsidies do not help companies to
compete in the market



According to economic theory and experience...

» precisely supra-regional trade (guided by comparative cost
advantages and division of labour), and

» searching for possibilities to improve the competitiveness of
regions (reduction of bureaucracy, for instance)

... are the keys to sustainable economic development of regions

However, regional money (Regionalwdhrungen) can create an
advertising effect

* but this is due more to the curiosity value of regional
money and not due to the shape of money itself



