My Motivation for Creating a Local Currency
1. Community/Economic Strengthening  Because local currencies are only accepted by local merchants, they keep money in a town.  The currency is re-circulated among community members instead of going out of town via some chain store.  In addition, because the currency is only accepted by a limited amount of people, interaction among and trust between these people is encouraged.  Everyone gets to know and trust everyone else better, etc, etc.
2. A Safe Guard Against the Instability of the $US  From TV to radio to movies and magazines, I hear a lot about the collapse of global capitalism, the threat of “severe long-term recession” (George W.), or the fear of hyperinflation.  This all may be media hype, but to ignore that fact that we are in the worst economic situation since The Great Depression would be naïve, I think.  A local currency that is independent of the $US could help maintain some sense of stability during a potentially rocky road to come.
3. A Better System is Possible Researching the $US and the money creation process, I have realized that I really cannot grasp exactly how it works, but I do know that it feels unfair to me.  My research of the evolution/development of currency showed me that the purpose of a currency is most simply to get us around the problem of what is called a coincidence of wants.  Without currency people must find someone else who simultaneously wants what they have and has what they want.  Finding this connection could take a lifetime, so we essentially made slips of paper that gave numerical values to represent the value of the things we have and then traded the slips as if they were the valuable things themselves.  How we got to a system in which only certain agencies can issue these notes, how interest got involved, and how the thing of value behind these notes has disappeared, is what concerns me about our present day monetary system.
For me these reasons all point to this one last reason. To give the power and right to create money back to the individual.  If banks have a monopoly on money creation, and we think we need money, then we may do things that we don’t like or enjoy doing to get that money.  This may not seem like a problem to some, but in my mind that is the biggest problem our country faces right now.  American’s in tons of debt can’t stop doing what they are doing, even if it is leading to economic recession, global climate change, or any of the other horrible things we talk about.  If we still need to make the same amount of money we had to make last month, but no new avenues for money creation are opened, then we will keep doing the same things we were doing last month.
Give people the power to create their own money, however, and we give them the power to make their own opportunities.  Local currency is about freedom to me.  Freedom to work the jobs we want to work, freedom to set our own terms (terms that don’t include interest), and freedom to set our own wages.
Proposed Local Currency for Athens, Ohio

My proposal is for an alternative, contract based currency, that is not tied to the value of the $US.  Anyone with a few good references can “create” currency.  It will be sellable for $US at a fluctuating exchange rate.  In most other regards it works like any other currency—exchangeable for goods and services, by those who have agreed to value it.
To make that clear, a piece by piece explanation is provided below:

Contract Based Currency
All paper currencies are in some way a representation of value and have no inherent value in and of themselves.  A piece of currency, or a note, at one time represented gold stored in a vault, grain stored in a warehouse, or some other quantity of tangible goods.  Today most currencies are what are called fiat currencies, and they no longer represent any tangible good.  A $US doesn’t have gold behind it anymore.  Instead it has consumer confidence, and a skillful economic team at the Fed subtly manipulating its value.  As long as consumer confidence stays high, and the Fed keeps doing its job, then this present system seems to work just fine.  We believe the money has value and so can trade it as if it does.
One potential problem with a fiat currency, however, occurs if consumer confidence declines, and the Fed doesn’t work its magic quite right.  If this happens people may not be as willing to trade actual things of value for these pieces of paper anymore.  A wood stove can keep a family worm, but a thousand pieces of government issued paper that less and less people will accept anymore can’t get one through a winter.  If this point comes, then people can become left holding pieces of paper that are no longer redeemable for anything.  The notes cannot be taken back to the bank or to the government and redeemed for gold like in the old days.
So how can people avoid this situation?  Many are advocating returning to the gold or silver standard, as the value of these precious metals has stood the test of time.  If people no longer will accept the note, then it can be taken to the bank and exchanged for the silver it represents.  This may be the smartest option and is the one championed by Ron Paul right now, whose opinion I respect.  I, however, do not see people in Athens really caring that much about gold and silver.  Maybe we would be more into the Donkey Coffee and Casa Quesadilla standard or something like that.  The problem I see with these systems, is that one needs a big warehouse to store all the stuff, and then if people don’t completely trust one another, then guards are necessary to protect the quesadillas.  It gets complicated and the next thing one knows we have a standing army.
My proposal is to combine these two concepts into one system.  In this system, each note will represent an actual person’s contractual promise to redeem the note for one hour of unskilled labor (or equivalent goods or services as agreed upon by the note holder and signer).  This system gives each note the constant value of one hour of unskilled labor.  It gives it redeemable value, and tells the note holder exactly who will redeem the note for value.  It is still based on the faith that the contract will be upheld, but if a legally binding contract is drawn up, then that faith has the backing of our established legal system.  
As a side benefit, this also encourages faith in actual individuals that we share a city with.  

To understand the proposed currency more completely, let me explain the money creation process.

How the Local Currency Could be Issued.

Imagine that you need some help with a project but don’t have any money to pay for labor.  You call your neighbor and ask if he will help, as long as you promise to return the favor.  Well, your neighbor doesn’t need any help right now, but he sure could use a good hot meal.  Well as the story goes, you tell him that you will write him an IOU for the hour of labor you need done, and that you have worked out an arrangement with a restaurant that will accept your IOU’s as payment for meals.  So he comes to help you, you give him the note, he takes it to the restaurant, the restaurant then takes it to a farmer who has also agreed to accept the IOU’s, he explains it to his neighbor—you see there is a list of people and businesses here who will accept this IOU as if it were cash and you can take it to any of them and use it--, and so no and so forth.  Until, one day years later someone gets the note as a tip working at a restaurant.  He looks over the list of offerings and can’t find anything that he wants done, or any products that he needs, so he looks to see who endorsed the note and goes to redeem it for value.  So years later, some kid shows up at your door and says, “this note says that you owe me an hour of unskilled labor or equivalent value.”  Well, you’ve had some time to make some money since then and have no problem paying the boy cash as you both want.  You give his $10 and the debt is clear.  You can now tear it up or reissue it, whatever you want.
That’s pretty much the gist of it.  The currency is basically created or given value by the act of promising to repay it, just like an IOU.  Only this IOU is backed by a formal contract and requires a letter of recommendation or two (or something like that).  This IOU is printed on official looking notes, is called something cool like an Athens Hour, and is accepted at however many locations and by however many individuals.  

Benefits of this System
· Money can be created by those who need it most.  People who otherwise couldn’t afford home repairs, mechanic work, or other necessities, could create the money to do so, simply by promising to repay the favor.  

· The currency’s value is based upon a stable foundation—labor—and can weather the instabilities of our present situation.  Prices of gold and silver may fluctuate, the $US will rise and fall, but the Athens Hour will still be worth one hour of labor.  One can still plant three fruit trees in an hour, regardless of the price of gas; one can still watch another’s kids with the same efficiency, regardless of the Fed funds rate.  
· In an instable market, a stable currency, will be a valuable investment.  (Which brings me to the next aspect of the currency)

Exchanging Athens Hours for $US

The notes are promises to repay unskilled labor or equivalent goods or services.  Cash could be an equivalent good, but nowhere in the contract (actual contract needs to be created with a lawyer) is it guaranteed that the currency can be exchanged for cash.  However, because the notes are a stable, reasonably liquid, asset, they will be a desirable investment for those in Athens who don’t know where to put their diminishing stock options.  The notes will be a fun novelty for people who want to participate in community building, but don’t want to promise labor themselves.  And they could even be of interest to tourists and university students who want to get a taste of Athens.  For whatever reason, the Athens Hour could become a desirable commodity, which means that it could be easily sold for $US.
Imagine that you have collected a hundred hours working for friends and family throughout the month.  Bills are due soon however, and all you have are Athens Hours.  Well, all you have to do is take them to an exchange location (I’m imagining a booth at the farmers market, or maybe eventually a buggy up town or something, or room in the library).  People will know that on such and such a day at such and such a time buyers and sellers of Athens Hours will be getting together to trade hours of $US.  There will be no guarantee that everyone will get what they want, but if people can negotiate prices, then a deal can probably be worked out.

This feature of the Athens Hour would allow amazing freedom.  Theoretically, I could work only for friends and family, earn tons of Athens Hours, and then sell them for cash to pay all my monthly bills (to me that is a dream come true).  Because of this exchangeability, people can also accept full payment in Athens Hours, unlike other local currencies that are typically used for partial payment  
Essentially, this positions the Athens Hour(AH) in the same boat as the Canadian Dollar or any other foreign currency.  Meaning it develops it’s own exchange rate.

This is a beneficial thing in that it separates the value of the AH from the $US, giving Athens more control in its own economic fate.  If the value of the $US were to plummet, it would actually cause an increase in the value of the AH relative to the $US.  Participating AH members will not be as dramatically affected by national economic downturns (not as affected).  
An exchange rate also causes some technical difficulties, however.

Problems with the AH
Because it will not be directly linked to the value of the $US, it’s value relative to the $US can fluctuate.  Some local currencies have fixed their value equal to ten US dollars.  This makes the conversion very straight forward and puts minimal strain on businesses who accept the currency.  It makes calculations for tax purposes much easier and probably makes the currency more attractive to most businesses.  If, however, one AH is potentially worth a slightly different amount each year or each month even, then businesses must go through the effort of checking the exchange rate and then doing the math.  The meal costs $13, AU’s are worth $8 and he gave me two of them, 2x8=16-13=$3 change (and who knows about the bookkeeping).  I don’t know how hard that would actually be and if businesses could handle it, but I do believe that if the benefits of accepting the local currency were explained then, the inconvenience could be overlooked.
The next challenge is setting the exchange rate.  Two ideas have been proposed thus far.

1. Bring the notes to an exchange and auction them off for $US.  At whatever price a significant amount of people are willing to sell and a significant amount of people are willing to buy, the exchange rate will be set until the next exchange.  These exchange rates could be recalculated as often as we like.  Probably more often the more volatile the market.  Exchanges in between recalculations could be made based upon the current exchange rate.  Also, people are always free to buy and sell for whatever price they choose wherever and whenever they want

2. We could take an index of staple local goods and services—a loaf of crumbs bread, a meal at Casa, an ounce of goat cheese, a dozen eggs, a cord of wood, etc, etc.  We then add up the cost of the bundle and get say $100.  We then divide this number by the current rate of one hour of unskilled labor, let’s say $10 for ease of equation.  $100/10$/hr=10hr.  That means that the whole bundle is essentially worth 10hrs of unskilled labor.  We can then take this knowledge as a representation of normal prices.  Ten hours should be able to buy everything on the list if the Fed is doing its job—keeping inflation down and unemployment under control.  Based on this information, we permanently set the value of the AH at 1/10 of the bundle, as that is how much of the bundle one hour of labor can buy.  What this means is if the Fed is not doing its job and suddenly the bundle costs $200, but the average wage is still $10 (otherwise known as inflation), then the bundle will cost 20hrs for people paying in $US.  Well, we had the foresight to decide that an AU is worth 1/10 of the bundle regardless of wages and prices.  1/10 of 200 is $20.  So in this situation the AH is now worth $20.  (I’ll have to work out the exact equation).
3. other options surely exist.  My old economics professor recommended the first one, and he might have some other ideas as well.

Anyway, once established the exchange rate can be sent to all stores and posted on a webpage.

Also, if this seems to be a difficult sell to stores, we could ease them into it by starting the value at $10 and promising not to change it for a year.  I don’t know if that would actually help, but it might get them used to accepting local currency before they have to accept and a calculate at the same time.

Organizing/Funding 

I’ve already done the groundwork for a website to bring this all together.  Members (those who agree to honor the AH as a valuable currency) will be posted on the website along with the tasks they wish to perform, their contact info, and anything else they desire.  Members will also have the privilege of creating their own Athens Hours.   By creating their own, I mean requesting the physical bills from us, signing the contract and the bills, and them exchanging them for labor, goods, or whatever.  

For these privileges we will ask a $10-20 yearly donation to pay for the printing of the notes, the renting of a farmers market booth, and other advertising and promotion.  Additional funds will have to be raised for other costs, like paying someone to run it.  That is another business plan altogether.
Other Considerations and Clarifications

Although it is called an hour that doesn’t mean that one can only charge one AU for all types of labor.  The idea is that it is based upon an hour of unskilled labor and has that backing it.  If one feels that his/her work is worth more, he/she can charge any amount.  In the same way, one may have issued 10 hours when one was still green, now an experienced carpenter, he/she can probably work out a deal to redeem the contract for two or three hours of work.  Also, if one issues hours, they don’t have to be exchanged for hours of labor, but can be taken to participating stores, or whatever.  An hour is the standard, like gold or silver, we give it a monetary value, or an equivalent in tomatoes, or pots and pans.
A Technical Note on Leaving the System/Local Economy
Before someone leaves Athens for good, he/she will be obligated by contract to first redeem all outstanding notes.  Notices could be posted that serial numbers 0056 to 0059 (those guaranteed by John Leavingtown) must be redeemed within a given time frame.  Notes are then brought to John and he must provide just compensation in a form agreeable to him and the other party.  John has the first right to offer labor, but if he does not want to do labor, he can offer $US at the current exchange rate, or equivalent goods satisfying to the note holder.  Upon redemption of the note, the note is terminated, the debt has been paid and the note no longer has value and is removed from circulation.  If John is unable to repay all his debts before he leaves the game he is responsible for arranging for their settlement, either by leaving the necessary $ to settle the debts or by arranging for someone else to take over his debt.

The same is true if one becomes hurt or otherwise unable to perform the promised labor.  He/she can then offer the market determined equivalent in $US, acceptable goods, or find a friend to take over the debt.  Promises must be upheld for the system to work and it us up to us to stick to our word.  

One can quit the game at any time, but must settle/redeem all notes beforehand.  These notes will be removed from circulation

Milt,

Here is an example of something remotely similar http://en.wikipedia.org/wiki/Time_Dollar#The_Time_Dollar.  I also want to point out that just because no one is doing it this way doesn’t mean that it wont work.  And furthermore, just because a system has been working for many untroubled years, doesn’t mean that it will stand up to economic instability.  Most of the local currencies I’ve come across in the us seem to be less than twenty years old and none of them have really been tested yet.
Anyway, let me know what you think. 
