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MEMORANDUM

To: 	Citizens League
From: 	Common Grounds: Complementary Currencies and Time Banks Subgroup
Re: 	Complementary Currency and Time Banks
Date: 	November 22, 2010


Introduction

Complementary currencies are a supplemental currency to an official national currency, typically used to foster local economic development. The currencies may be either paper or electronic and are recognized and spent at local businesses, keeping revenue in the community and strengthening social and economic relationships among the people.  Time banks operate on a similar premise of strengthening social and economic relationships among citizens. People can earn credit by doing volunteer work and can exchange that credit for money or services. Both complementary currencies and time banks have the potential to provide access to additional resources for individuals seeking to get out of poverty. 

Through an analysis of the legal, economic, and political context; relevant stakeholder groups; and several case studies, we attempted to answer two fundamental questions: do complementary currencies and time banks move people along the continuum of prosperity in a positive way and, if so, what would be needed to implement these tools in Minnesota?

Summary

Context

Economic
There are both economic benefits and limitations to complementary currencies and time banks.  Complementary currencies can create humane local economies by rewarding good practices and supporting local small business development.  This is because economic agents have incentives to use locally produced goods.  The local consumer base can more easily monitor locally produced goods for humane and sustainable business practices.[endnoteRef:1]  Both systems can build positive interdependence and resilience within communities because localized communities “are more resilient in the face of external shocks such as currency fluctuations, and less vulnerable to investment decisions made elsewhere.”[endnoteRef:2]  Also, the presence of small, local currencies allows for relatively easy experimentation within individual communities and for the successful innovations to be duplicated elsewhere.[endnoteRef:3] [1:  North, Peter, “Scaling Alternative Economic Practices? Some Lessons from Alternative Currencies”, June 2005, Transactions of the Institute of British Geographers Vol. 30 No. 2]  [2:  Ibid.]  [3:  Ibid.] 


The limitation, however, is that complementary currencies and time banks are not an effective mechanism to generate wealth or create jobs; the gains of more internal trade (local economies) are likely to be offset by loss of trade with others.[endnoteRef:4]  The second limitation is lower transaction efficiency in exchange for more recycling of resources.  Additionally, the local nature of complementary currencies can give a degree of monopoly power to local businesses in terms of price setting.   [4:  http://www.slate.com/id/2190116/] 


Legal
Complementary currencies are constitutional and legal so long as they are not designed to replace federal dollars, in practice and design[endnoteRef:5].  A minor concern with complementary currencies is the potential for counterfeiting; it would be significantly easier for an individual to counterfeit alternative currencies than the dollar.  While there is no evidence that this has been a problem, it is something that should be considered.   [5:  Solomon, Lewis, “Legal Aspects of Local Currency”, 1996, Rethinking Our Centralized Monetary System: The Case for a System of Local Currencies] 


The primary legal issue in the implementation of complementary currencies and/or time banks is taxation.  The exchange of services is generally taxable, though at or below a minimal level.  So long as there is no contractual obligation to redeem time bank dollars, there may be no taxation.  The idea that income earned through a system of complementary currencies and time banks would be taxable at some threshold runs the risk of requiring participants (both businesses and individuals) to navigate the line between benefits and taxation.  One of the primary responsibilities of an organizing body would necessarily be to advise participants on tax implications. 

Finally, in the case of time banks, an implementing organization may need to consider local labor laws concerning minimum wage and other working conditions because participants are compensated (through credit or services) for their work.

Political/Civic
These systems appeal to different groups for different reasons.  On one hand, complementary currencies and time banks may appeal to people frustrated with central government and, on the other hand, they have proven most successful in areas with substantial, liberal, middle-class populations (e.g. Ithaca, NY and Portland, OR).[endnoteRef:6]  One political benefit is the potential to increase social capital, where social capital is defined as “features of social organization, such as networks, norms, and trust, that facilitate coordination and cooperation for mutual benefit”[endnoteRef:7] and civic engagement.[endnoteRef:8] [6:  Ibid.]  [7:  Putnam, Robert, “Project Report: Social Capital and Public Affairs”, May 1994, Bulletin of the American Academy of Arts and Sciences Vol. 47 No. 8]  [8:  Richey, Sean, “Manufacturing Trust: Community Currencies and the Creation of Social Capital”, March 2007, Political Behavior Vol. 29 No. 1] 


Stakeholder Analysis
To determine the stakeholders for a complementary currency or a time bank, our group considered the question: “If we were going to start this in the Twin Cities, who are the people that we would need to bring to the table?”  

Complementary currencies and time banks are not sustainable if implemented only in low-income neighborhoods.  The literature we reviewed supported the idea that individuals need to have resources to exchange in order for the currency or time bank to have purpose and value.  In other words, individuals with little education and capital may be able to help one another do some basic tasks around the neighborhood, but would still need to rely on the formal economy in order to meet their basic needs; this system will not help them move along the continuum of prosperity.  Even if an implementing organization could devise a system where individuals could exchange a form of alternate capital for food and clothing at participating stores, distributing this capital only to poor families would stigmatize its usage, making it little better than food stamps.

At a minimum, some capital input is necessary to launch and sustain either of these systems, especially if they are to be implemented and sustained on a large-scale.  Complementary currency systems work best when there is a formal platform to facilitate exchanges, either through an online network or other markets where community members can gather and negotiate transactions.  Such a platform requires planning, coordination, and a minimum amount of capital input (i.e. to create the website, rent the location, advertise, etc.).  Also, the system would need an accountant/system manager, especially if transactions did not always happen through an exchange of physical currency units.

These systems work best to foster an exchange of services, especially if there are not many businesses participating.  We projected that, especially in neighborhoods without many resources to exchange, such a system would, at best, foster a pooling of services such as child care.  Although this might not go very far to meet families’ basic needs, it could help to forge stronger personal connections within the community and a shared sense of responsibility.

Precedent/Notable Examples

Ithaca, NY
Ithaca, New York has had a long-standing complementary currency system, which has operated since 1991. The system works mostly to keep money within the local community and promote small business growth. First, businesses sign up to join the Hours system. They pay $10 to start and $2.50 for a web listing. For this, they receive $20 in Ithaca Hours. Membership fees are used to print the currency.[endnoteRef:9] [9:  http://www.ithacahours.org/formbusinesses.html] 


Businesses are asked to predict how much money they spend each year locally. This is the amount they accept in Ithaca hours per year. They can then spend their earnings locally, keeping the community businesses going. There are many different types of businesses, but most are service related, goods are harder to come by. Local businesses get advertisement from the Hours association and paper currency is the only form available. The income businesses make is taxable, but it is noteworthy that only around $110,000 of this currency is available. This may sounds significant, but it has been printed over a 20-year period. Most businesses are privately owned and there are currently about 150 businesses.[endnoteRef:10] [10:  http://www.ithacahours.org/directory.html] 


The Hours system is run by a group of people elected every year by businesses who participate in the Hours system. These people solicit business and are in charge of providing loans to individuals.[endnoteRef:11] [11:  http://www.ithacahours.org/board.html] 


The system best aids low-income individuals by providing interest-free loans in Ithaca Hours.  Citizens can apply for the loans and work out terms with the administrators. This helps to grow the money supply and gives low-income individuals access to cheaper money, while ensuring the money goes back to local business. This helps to grow the community businesses as well. It is priority for the administrators to ensure the currency goes to citizens who will be responsible and also of legal employment status in the United States.[endnoteRef:12] [12:  http://www.ithacahours.org/index.html#howcaniparticipate] 


Toronto, Ontario, Canada
The Toronto Dollar began in December 1998.  It is a hybrid between a complementary currency and a time bank, in that there is a local unit of currency (the Toronto dollar) and individuals can receive payment in Toronto Dollars for volunteering.   The Toronto dollar is funded primarily through private donations, including the support of two major banks. 
There are several key features that have helped this system succeed.  First, the Toronto dollar can be exchanged by businesses for 90 cents (in Canadian currency) on the dollar or, they can purchase 110 Toronto Dollars for 100 Canadian dollars.  This incentivizes business to both accept and use the local currency.   
The incentive for individuals, especially low-income participants, to choose to volunteer in exchange for Toronto dollars is that the payments in are treated as gifts and do not get counted against other public assistance benefits.  This helps charitable and non-profit organizations to recruit volunteers and allows welfare clients to supplement their income. 
Minneapolis HeroCard
Minneapolis introduced the HeroCard in 1998.  The HeroCard is a community currency that runs on a debit card.  This program incentivizes consumer to volunteer in the community.  

Consumers have to pay ten dollars to join the program.  They receive ten community dollars on their card for every hour that they spend volunteering at a participating non-profit.  When the consumers use the HeroCard to make purchases, the store refunds anywhere from 5-20% of the purchase price.  Twenty percent of the refund goes to support the HeroCard program.  Forty percent of the refund is returned to the consumer.  Another 40% is returned to the consumer if the consumer used dollars that were earned through community service.  The consumer must spend the community service dollars within 180 days of earning them.

The HeroCard program contained 2,100 participants, 43 NGO and 70 businesses as of 1999.

Washington, D.C.
The Potomac was a local paper currency introduced to the D.C. area in 2009 by Ecolocity.  Approximately 1,145 Potomacs have been issued and they are accepted at eight businesses and vendors at the Petworth Community Market.  

Residents can purchase Potomacs at 95 cents on the dollar at the Greater Washington Exchange.  Consequently, there is a five percent discount to use the currency.  Washington uses this currency to encourage local and sustainable businesses.  Businesses can exchange the Potomacs for dollars at the equivalent of 95 cents per Potomac.  This system was modeled after BerkShares, a German community currency.

Recommendations

We recommend against implementing a complementary currency or time bank system for the purpose of improving the conditions of impoverished families and moving them along the prosperity continuum.  Complementary currencies and time banks can benefit a community by encouraging local business development, civic engagement and volunteerism.  If, however, the intended purpose is to move people out of poverty, there is little evidence that complementary currencies and/or time banks are beneficial in terms of wealth creation or employment.


Appendix

Stakeholder Analysis
	Participants
	Must include people from all SES – it will not work if it is offered only to individuals with no resources to exchange

	Benefactors
	People or organizations donating resources such as time, personnel (accounting), effort, money, and technology

	Administrator
	Accountant and manager of system

	Sponsor
	Most likely local government but could be chamber of commerce or large enough private entity (e.g.Target)

	NGOs
	Churches, Salvation Army, nonprofits, Good Will, etc. to do the outreach to those in need

	Advisory Board
	Steering committee of representative stakeholders – the more diverse and connected to the community participants, the better

	Elected Officials
	Would support if politically popular

	Appointed / employed government officials
	Could be positive or negative depending on effects on job, net effects on society

	IRS & State Tax Authority
	Likely a sizeable barrier to implementation

	Large Businesses (i.e. chains)
	Difficult to envision participation unless CC&TB were large portion of economy – why would they want to be forced to keep earnings local?

	Small Businesses (i.e. private, local)
	Likely to support for community and promotion benefit

	Law Enforcement
	Would need to know if activity became significant

	Academic (UMN)
	Initiate studies, disseminate information, gather stakeholders

	CC & TB Experts
	Should not be implemented without advice from Toronto, Ithaca, et al. veterans
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