Bare bones of a community currency system

I have tried to keep this explanation as simple and straightforward as possible.  All non-bracketed material is explanation of how the system works. Commentary is [bracketed].

The basis for money is value. If a currency represents something of value, then it is real money.  The value upon which a community currency can be based is the goods and services and the potential to provide value that the issuers of currency have and for which the currency can be redeemed.   The common term used for the type of document that can be redeemed for things of value is “warehouse receipt.”  Simply, a warehouse receipt is a document that represents a claim to goods that can be transferred to the bearer upon presentation of the warehouse receipt.  These documents can be used as currency; the claim to goods and services is simply passed from person to person as a form of money.  

Though there can be many bells and whistles added, the essence of the money system proposed is composed of the following parts:

Businesses may issue warehouse receipts as currency, redeemable by the bearer of the receipt for specified goods and services (or a specified dollar value of goods and services.)   These warehouse receipts are equivalent to interest free loans from the community.  [In the conventional money system the goods and services of value owned and produced by the users of the money, as well as the future capacity of workers to earn money, are in the same way used to provide the basis for money.  But in that system, the banks take the things of value as collateral and loan money created from nothing to the business or worker, at interest.  Almost all money in the world is created in this manner, and is accruing interest to someone who already has plenty of money.]

Workers employed by these participating businesses issue “warehouse receipts” redeemable by their employer for services rendered as work.  These future labor receipts (which for simplicity I will refer to as warehouse receipts) would be for a specific dollar value of work.  The currency is redeemed when the issuer of the money is paid for their work by the warehouse receipt he or she issued.  

All participants in the system (anyone who wishes to issue currency) agree to accept one another’s warehouse receipts at their current notional value as currency.  There could be an agreed upon maximum to the amount of the currency that any one participant would have to accept in a period of time.  For example, no business or worker could be required to accept more than 20% of his or her monthly revenues in the form of this currency.  

The currency is circulated through an electronic clearinghouse.  Smart cards or some such system are used to electronically access the account balances of the various participants.  The clearinghouse can technically provide a clearing service in which the credits in the system are transferred among the various participants in such a way that when a person or business is paid in the form of a warehouse receipt, and this person or business has in the past issued receipts that have not yet been redeemed, (i.e., they have a negative balance in the system.) then this payment is considered the redemption of their receipt.  This is a technicality that would for conceptual purposes make the system a warehouse receipt system.  

The currency could be subject to demurrage, which is negative interest.  Credit balances would be subject to a demurrage charge and debit balances would be receive a demurrage credit.  One way to think about this is to consider the “warehouse receipts” as loans from the community to the issuer of the currency.  The loans are subject to negative interest (the loan balances become smaller over time) and the persons who are holding the currency (have a positive balance) are subject to a demurrage charge (the value of their currency becomes less over time).  

[The reasons for the proposal of demurrage are several:

Whereas money subject to interest transfers wealth (slowly and almost imperceptibly) from people with a shortage of money to those with a surfeit of it, demurrage transfers wealth in the same way from those with a surplus of money to those who have an insufficiency of it.  

Interest causes people to use money, the medium of exchange, as a store of value, and thus money becomes in short supply because people hoard it.   Demurrage eliminates the temptation to use money as a store of value, encourages people to find some other form of wealth to use as a store of value, and thus keeps money in circulation.  

Interest causes people to think short term, and because money subject to interest becomes more valuable over time it creates a condition where it is advantageous to turn things of value in to cash.  Money subject to demurrage creates a condition where it is disadvantageous to turn things into cash and thus it creates an incentive to preserve resources and to turn money into things of lasting value.

Participants who, for whatever reason, quit participation in the system with a negative balance, i.e., without redeeming receipts that they have issued, then their balance will slowly diminish toward zero.  This way, over the long haul, these persistent debtors will have their debts forgiven by the system (though never forgotten, since the balance never gets all the way to zero).]

The rate of demurrage charged against credit balances could be higher than the rate of demurrage received by those with debit balances.  The difference could be used to cover the cost of running the clearing system.  For example, there could be a demurrage charge of 2 cents per hundred dollars per day (about 7% per annum) on credit balances, and a credit of 1 cent per hundred dollars per day on debit balances.  One way of thinking of this is to consider that the value of the warehouse receipts become a little less valuable each day, as the goods for which they can be redeemed are becoming a little less valuable each day (think of wheat in a storage bin being slowly eaten by bugs, mold, etc.).  Meanwhile, the issuer of the money is paying a fee equal to part of (half, in this example) this diminishment in value of the goods backing the receipts he or she has issued.   The clearinghouse levies this fee in order to cover the cost of keeping track of the receipts as they pass (electronically) from hand to hand.  There could also be a per transaction fee, much like credit card companies charge against merchants for credit card transactions. 

The participants in the system could form a bank to serve as an institutional base for the system.  The bank could provide the clearing services of keeping track of participants’ balances of the currency.  In this case the portion of the demurrage charge which is not credited to the debit balances, as discussed in the previous paragraph above, would be levied by the bank for its clearing service.  The bank could also provide a credit evaluation service to the community of participants to help determine the maximum amount of currency any one participant can issue.  This bank could also provide any and all of the regular services provided by banks.  

