Greetings friends,


A friend recently asked whether demurrage, since it encourages creating things of lasting value rather than storing value in the form of cash, would stimulate increased consumption of resources.  Following is the answer I belatedly gave him. But first, the more I think about demurrage, the more I am convinced it is an extremely beneficial element in a money system.  With a neutral (no interest, no demurrage) money system, a credit balance really IS a store of value of a sort, UNLESS the other participants in the system don't care how large a negative balance anyone has.  As long as there is a limit to the credit a mutual credit community is willing to extend any one participant, then the "positive memory" of a person's previous participation in the system, i.e., credit balance, is of value to the person, since it enables him to take from the other participants, whereas a "negative memory" of his past participation will preclude him taking from the other participants.   

So why is demurrage a benefit?  Because it discourages liquidating resources.  If we assume that a money system is used for transactions which include those involving the liquidation (use of) natural resources, with an interest/demurrage neutral mutual credit system, the seller of the resource has no incentive to save it for the future.  Granted, he doesn’t have the incentive to liquidate it today that interest creates, but, given the pressures on the environment and natural resources brought by the human population, it seems like a DISINCENTIVE to consumption of resources is a good thing.  

Hey Lance,

i don't know if you still want it, but I woke up this morning with the answer to the great question you asked and that I couldn’t answer at the time, about whether demurrage encourages spending in a way that is counter productive to environmental objectives.  Here is the answer.  The topic was how demurrage creates incentive to create something of lasting value rather than hoarding cash as a store of value.   I use the example of building a house.  So does demurrage encourage harmful and excessive consumption?  No, and here is why: 

Demurrage encourages utilizing the resources available NOW that WON"T BE available in the future.  Let me think of some examples:  sun, wind, tidal action, hydro power, human labor, animal labor, straw.  The reason is because these things can't be stored, therefore there can be no penalty resulting from turning these things into cash.  Use ‘em or lose ‘em.  Demurrage discourages utilizing the resources that would otherwise be available in the future, things of value that can be stored:  for example, trees, fossil fuels, minerals, soil fertility.  (It is clear that demurrage would lead to renewable energy systems, sustainable agriculture and sustainable forestry, among other environmentally beneficial systems.) The reason is because with demurrage, once these things are liquidated, the former owner of the resource now has cash, and that cash will lose value, unless he turns around and buys or creates something ELSE of lasting value... but what gain is there for him in this?  None:  he might as well just keep the thing he has.  Thus, by replacing interest with demurrage, anything that STORES VALUE increases in value relative to things which can't be stored.   Unless someone is willing to pay a premium today for a resource in excess of its anticipated future value, there is no reason for the owner of a resource to sell it except for cash to meet his NEEDS.  

So back to the example of the house:  And this is a great example, because houses are necessary things.  Housing is a NEED.  And something of lasting value satisfies a need, not a frivolous whim.  If people are looking for a store of value in something tangible, they will create something that will be needed FOR A LONG TIME TO COME.  The builder of the house is going to have to pay a premium price for the valuable natural resources (wood, copper, etc.) relative to the human labor involved, as compared with a house built in an interest based system.  It may well be a straw bale house with a thatched roof, since straw cannot be used as a store of value, whereas petroleum from which asphalt shingles are made, and wood in the form of trees, can.  So, the incentive is to build a small house out of earthen materials, of very high quality and workmanship.  The incentive is to create things with high labor and low resource inputs.  This brings us again to the pyramids:  a product of demurrage money, the pyramids are long on human labor input, and consist of very inexpensive and abundant building materials - the earth itself was just rearranged a bit, no precious resources used.  Actually Bernard says that one other time period had demurrage money, medieval Europe where the lasting things of value created by society’s surplus energy were cathedrals, still with us today.  Again, made of inexpensive stone, the cost was all in the labor.  

So there you have it.  Look forward to presenting more of this information next month.
Jeff

