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Abstract: 

In times of crisis, price system as an information network faces break down. The total size of the 

economy represents nominal GDP in form of standard currency and in normal economic times, the error 

term of the nominal gross domestic product is negligible. However, in the time of crisis, this error term 

can get bigger. The question is whether this error term can be significant enough to generate economic 

activity. If so, should it be measured in the form of local currency for medium of exchange?  

Money is needed not only for holding a value but also to exchange goods and services. Money is an 

agreement to use as medium for exchanging goods and services, saving and investing in the business 

and donating to non-profit-organizations. In addition, money is used for hoarding and speculation. 

National currencies support industrial growth, international trade and create competition between 

countries to produce wealth. National currencies follow a dictate and that is efficiency. They have to be 

efficient. Therefore, they go wherever more value is earned. The money supposed to raise prosperity for 

society and organization. Organization and society in this framework are firms, agencies and individuals 

in theoretical terms. National currencies are profit-oriented, interest-driven fiat money; they make 

profit by being rented.  

A local currency is an agreement between members of a community or a city to accept a medium of 

exchange for unmet purposes. Their value is defined by a fixed exchange rate to the national currency 

but they also function as a means of exchange in its own right. Its function satisfies the law of entropy 

that economics ignores and can operate permanently in society. Unless its function is adopted, the 

problems inherent in the today’s economic system may not be solved and sustainability will not be 

realized.  

The town of Wörgl was pioneer of local currencies of this century. Silvio Gesell developed the notion 

that money must be set at a levelled playing field with other goods that either lose value over time 

(perishable goods) and/or are costly to store. He invented the concept of money holders having to pay a 



 

 

fee (negative interest) for keeping the money out of general circulation (Fisher, 1933). The issuers of 

local currency, main method to revive the local economy is to increase the turnover of money and 

simultaneously tying it to local supply of goods and services (Danson, 1999). Keynes finds his reasoning 

sound but incomplete. Keynes was certain that the future will learn more from Gesell than from Marx’s 

spirit ; while Friedrich Hayek dismissed his ‘quasi economic work’ and called Gesell a ‘free money 

agitator’ (Hayek, 1978). 

In contrast with national currencies, local currencies are use-oriented money. Typically, they are interest 

free or even they include demurrage feature. They lose face value if not used within certain time period. 

The local currency produce value by creating more economic activity and engage more community 

members not speculation. They meet unmet needs and need can be an elderly-caring project (Fureai-

Kippu, Japan), community-oriented projects run by students (Chiemgauer, Germany) or a unit of account 

system for business-to-business network (WIR, Switzerland). 

Key Questions: 

- Can we find benefit from local currency ?  

- What would be the effects of local currencies on cities? 

- What kind of banking and financial institutions are needed as infrastructure of cityized system? 
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