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approximately 200 official currencies with quite
different properties: the US dollar as a global lead
currency, the Swiss franc as a safe harbor currency,
the euro with a large currency zone, the South African rand as a very volatile currency, the Hungarian
forint as a very small currency and so forth(1). In
addition to these currencies, there is an international
reserve asset named special drawing rights (SDRs)
created by the International Monetary Fund (IMF)
since 1969. The SDR is based on a basket of four key
currencies (US dollar, euro, yen and pound) and
represents a right to obtain foreign exchange from
other IMF members (IMF, 2010, p. 20). As an international complementary reserve asset and unit of
account, the SDR is a near-currency with the potential to become a global currency in the foreseeable
future. So, on the global level we already have a huge
diversity of currencies which means that the identification of a global monetary monoculture by Lietaer
as the cause for the existing global economic instability must be wrong.

In this article, I will first scrutinize Bernard Lietaer’s
Trade Reference Currency (TRC) concept by placing
it in the context of the existing monetary system and
evaluating its operational features. Then I will describe some features that are not included in the TRC
concept but, in my opinion, are essential to an international monetary system that effectively promotes
global economic stability.
To tell it in advance: In my view, the TRC concept has some severe shortcomings and therefore, it
cannot offer a convincing way to significantly contribute to global economic stability. The list of shortcomings begins with a mistaken analysis of the
current monetary system and includes problematic
operational features of the TRC. In the following
sections, however, I will also point to the strengths of
the TRC concept.
1. The Lesson to Be Learned From the
Current Monetary System
Justifying the need for a global currency, Lietaer
identifies a “monetary monoculture” as the main
structural cause for the lack of economic stability.
Consequently, Lietaer demands a “diversification of
the types of currency in circulation and the types of
agents that issue them” (Lietaer, 2017, p. 48). But
there is certainly no monetary monoculture at the
global level. On the contrary, we find a multitude of

Furthermore, if we take a closer look at the monetary system that we find worldwide within individual
(1) See the “Current currency & funds code list” from the
Swiss Association for Standardization, published 1 Jan.
2017: https://www.currency-iso.org/en/home/tables/tablea1.html [retrieved 2017-04-03].
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countries, then we realize that even at the national
level there is a certain degree of monetary diversity
both with regard to the types of currency in circulation and with regard to the types of agents that issue
them. Today, two different kinds of money are in
circulation: legal tender (i.e. cash and central bank
reserves) and electronic money substitutes (i.e.
commercial bank deposits). Legal tender is issued by
the central bank whereas electronic money substitutes
– that amount for over 90 percent of the money supply in developed countries – are created by different,
for the most part privately owned, commercial banks
(McLeay, Radia, & Thomas, 2014; Werner, 2014).
Under normal circumstances, the money substitutes
of commercial banks are handled equally to legal
tender and therefore, two types of money appear to
constitute a single currency. But from a legal point of
view, each commercial bank issues its own private
currency when creating deposits. In times of crisis, if
the issuer faces liquidity and solvency problems, the
exchange rate of such a private currency may be
lower than the rate of the legal tender it refers to. This
results in losses on deposits for bank customers, as
was the case in 2013 in Cyprus, for example. So,
even on the national level of individual countries
there is no monetary monoculture.
This fact clearly shows that Lietaer’s analysis of
the current monetary system is mistaken. Rather the
opposite of what Lietaer claims is true. We have
empirical evidence indicating that the commercial
banks’ non-coordinated money creation is the main
cause for the heavy fluctuations of the business cycle
with their destabilizing effects on the economy
(Jakab & Kumhof 2014; Yamaguchi, 2014). So, in
reality, it is not some kind of monetary monopoly but
the lack of coordination between the different moneycreating agents that leads to economic instability.
And from this corrected analysis follows that the
most promising way to attain economic stability is
instead of further monetary diversification we need
monetary coordination. That is to say, a monetary
system with central authorities both at the national
and the international level which are in the position to
effectively control and coordinate the money supply.
I will return to this demand in the closing part of my
article.

2. The Three Main Strengths of the TRC Concept
Among the operational features of Lietaer’s TRC
concept, I see three main strengths: (a) voluntary
collaboration, (b) smoothing of the business cycle
and (c) debt-free currency issuance.
(a) The TRC is designed as a complementary
currency based on voluntary collaboration between
economic actors both regarding the membership of
the TRC Alliance and regarding the acceptance of the
TRC as a means of payment. This feature greatly
contributes to the general feasibility of the TRC
system since it can be introduced without the necessity of establishing a new international monetary
framework which would require international political negotiations that are lengthy and have uncertain
outcomes. The structure of the TRC as standardized
international barter provides a well-known and
reliable legal basis for its operation and confirms its
foundation on voluntary collaboration.
(b) Another strength of the TRC concept is the
mechanism of smoothing the business cycle. To
transform excess inventories of commodities that are
rather illiquid assets into TRC money as more liquid
and faster circulating assets in times of economic
downturn. This would probably have a stimulating
effect on the economy and result in a shorter downturn than otherwise would be the case. In boom
periods, on the other hand, large TRC amounts would
probably be cashed in because the TRC users would
like to profit from a high TRC exchange rate towards
other currencies resulting from high commodity
prices that are typical for boom periods. This profitseeking behavior of TRC users would lead to a
reduction of liquid TRC money and dampen economic activity making the boom cycle less extreme.
(c) Debt-free currency issuance is a feature of the
TRC which provides fundamental economic benefits
as well as intercultural applicability of the TRC
system. In the case of the TRC, debt-free currency
issuance means that in contrast to conventional
currencies TRC money is not created as debt but as
assets of the first user (a TRC Alliance member)
while it still represents a debt of the TRC Alliance
towards the TRC users who may cash-in their TRC
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amounts at any time. Debt-free
D
monney creation
rreduces indebbtedness, in general,
g
makinng economic
actors more resistant agaiinst bankrupttcy and thus
greatly promooting economiic stability. A further effect
of debt-free m
money creatio
on is that monney originally
does not carryy interest, wh
hich alleviates the problem
of exponentiaal growth of monetary asssets with its
nnegative imppact on humaan and naturral resources
(Joób, 2015, ppp. 7-8). Finallly, since the T
TRC embodies originallyy interest-free money, the TRC system
itself seems too conform to the
t requiremeents of Islamic finance witth regard to the
th prohibitionn of ribā (elGamal, 2006)). This broad
dens the cultuural and geoof the TRC
graphical sphhere of the applicability
a
system so as tto include the Islamic worldd.
3. The Three Main Weakn
nesses of the T
TRC Concept
IIn parallel w
with the three main strengtths described
above, I see thhree main weaaknesses amonng the operattional features of the TRC
C concept: (a) the structure
of the TRC bbasket, (b) deemurrage feess and (c) the
scope of the T
TRC.
(a) The sttructure of thee TRC basket is subject to
uunforeseeablee and potentiaally huge chaanges, which
increases the vvolatility of th
he TRC. The rreason is that
tthe TRC is baacked by a ph
hysical inventoory which the
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TRC A
Alliance membbers fill up bby selling the commoditiees they have in excess to thhe Alliance in
n order
to receeive TRC mooney. Since the TRC Allliance
membeers, apparentlyy, are free to ddecide whetheer they
want too sell any com
mmodities to tthe Alliance, and if
so, whiich commoditties that are elligible for thee TRC
basket tthey want selll, the structuree of the TRC basket
b
highly depends on the discretioon of the Allliance
membeers. In part, thhe structure oof the TRC basket
b
also dep
epends on the decisions of tthe last users of the
TRC because they ccan choose to convert theirr TRC
amountts to either a conventional currency or a volume off commoditiees from the T
TRC basket. There
would bbe a high riskk – especiallyy if the TRC would
w
not beccome popular enough on a global scale – that
the dessired balance between the components of
o the
TRC baasket could not even arise or could breaak due
to channges in the strructure of the basket. This could
lead to large fluctuaations in the T
TRC exchang
ge rate
and unndermine the ffunction of thhe TRC as a stable
standarrd of value turrning it into a rather specuulative
asset. If, for examplee, crude oil hhad strong preedominance inn the TRC basket, then the TRC exchang
ge rate
would bbe nearly as vvolatile as the oil price whicch has
been suubject to extreeme fluctuationns in the past years,
as show
wn in Figure 1.

Figu
ure (1) Crude Oil Price (20000-2017)(2)

(2) Source: http:://www.infomine.com/investmennt/metal-prices/ccrude-oil/all/ [reetrieved: 2017-044-04]
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In my view, only a basket with a fixed structure can
provide a stable backing for a currency. Consequently, the TRC should be linked to a fixed virtual
basket of reference commodities instead of a changing physical inventory.
(b) Demurrage fees make it costly to use the
TRC as a means of payment. This would most
probably deter many economic actors from accepting TRC money or at least induce them to anticipate
the expected demurrage fees (and the cash-in fee),
which at the end of the day would result in the TRC
exchange rate being lower than the effective value
of the TRC backing inventory. The fact that holding
TRC money imposes costs stands in contradiction to
Lietaer’s aim of providing an “inflation-resistant”
standard of value because demurrage fees are equivalent to a negative interest rate that in practice
would exert pressure on the TRC to lose value
towards conventional currencies with positive
interest rates. Furthermore, it is very unlikely that
demurrage fees would produce the main benefit
Lietaer attributes to them, namely, the realignment
of financial interests with social long-term concerns.
As long as conventional currencies remain the
primary means of payment, economic actors will
conduct their discounted cash flow valuations using
conventional currencies and not the TRC. Demurrage fees could be a circulation incentive, as Lietaer
claims, once the TRC system would work at a large
scale but, in my opinion, they would much more act
as a deterrent from using the TRC at all and prevent
the TRC from becoming a globally significant
currency. In the TRC system demurrage fees are
necessary to cover the storage costs of the physical
inventory of commodities, therefore, these fees
cannot be abolished without replacing the physical
inventory by a virtual basket of commodities.
(c) The scope of the TRC is strongly limited by
the fact that only commodity producers and other
economic actors which are physically in possession
of commodities can generate the creation of new
TRC money if their commodities are qualified for
the TRC basket and they want to sell a certain
volume of these commodities to the TRC Alliance
in exchange for TRC money. This is an even
stronger restriction on money creation than the
restriction that would be imposed by applying a
gold bullion standard since in the monetary system

of the gold bullion standard there is a central bank
which is in charge of providing the economy with
an adequate amount of money and of buying the
necessary volume of gold that is needed for the
backing of the currency. Besides having the benefit
of contributing to the feasibility of the TRC, the
voluntary nature of collaboration within the TRC
system also represents an obstacle to a foreseeable
and reliable money creation process because the
TRC system lacks a central authority that would be
in the position to control the TRC money supply
according to fixed rules and to guarantee that a
certain amount of TRC money is in circulation. In
lack of such an authority, TRC money creation fully
depends on the non-coordinated behavior of the
TRC Alliance members and TRC money destruction fully depends on the non-coordinated behavior
of the TRC users, which in practice would permanently threaten the TRC system to run out of money
and to be shut down.
4. How to Reform the International
Monetary System
The evaluation of Lietaer’s TRC concept that I
have conducted above clearly shows that the TRC
has severe shortcomings regarding its foundation in
the context of the present monetary system and with
regard to its operational features. Therefore it does
not provide a convincing solution to the problem of
global economic instability. In the following, I will
shortly describe four features that are not included
in the TRC concept but, in my opinion, are essential
to an international monetary system that can effectively contribute to attaining global economic
stability.
 As I have deduced in the first part of this article: To end the heavy fluctuations of the business
cycle with their destabilizing effects on the economy, we need monetary coordination, that is, a
monetary system with central authorities both on the
national and the international level which are in the
position to effectively control and coordinate the
money supply. Centralizing money creation and
placing it in charge of central banks which pursue
the long-term goal of steady and sustainable economic development instead of short-term profitseeking that is typical of commercial banks. This is
a main feature of the sovereign money system
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which has been elaborated for reforming existing
currencies but can provide inspiration for how to
reform the international monetary system too (Huber, 2017). Besides promoting socially desirable
long-term goals, establishing a global central bank
would also enhance transparency of global finance
and have the following benefit identified by the
IMF: “The global central bank could serve as a
lender of last resort, providing needed systemic
liquidity in the event of adverse shocks and more
automatically than at present.” (IMF, 2010, p. 28)
 In the last years, countries have rapidly increased their foreign exchange reserves, mostly as a
tool for influencing exchange rates and as an insurance against international financial imbalances and
shocks (IMF, 2010). These reserves are held in
assets denominated in the international key currencies, mainly in US dollar. Because of the high
demand for US dollar reserves, the US benefits from
an almost unlimited possibility of increasing its
foreign debts and thus from being financed by the
rest of the world to a considerable degree. But
countries with US dollar reserves have to carry the
burden of their reserves’ value depending on US
fiscal and monetary policies. Furthermore, holding
reserves for the purpose of financial stability means
that these reserves are trapped, which leads to a
huge lack in effective demand in the world economy
(Klaffenböck, 2008). To overcome these flaws, it is
imperative to introduce a genuinely global currency
that is independent from individual economies and
issued by a global central bank. Simultaneously,
measures have to be taken in order to establish this
global currency as the sole currency for international trade and reserve holding. It is of pre-eminent
importance that the costs and benefits of the global
currency are distributed according to the principles
of social justice among the world’s countries (Robertson, 2012, pp. 145-146).
 In his proposal for establishing an international
monetary system after World War II, John Maynard
Keynes provides a good description of how the
supply of a global currency should be managed:
“We need a quantum of international currency,
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which is neither determined in an unpredictable and
irrelevant manner as, for example, by the technical
progress of the gold industry, nor subject to large
variations depending on the gold reserve policies of
individual countries; but is governed by the actual
current requirements of world commerce, and is
also capable of deliberate expansion and contraction
to offset deflationary and inflationary tendencies in
effective demand.” (Keynes, 1980, p. 168) This is
exactly what we need today. A global currency can
exert a stabilizing effect on the global economy only
under the condition that the money supply is in-line
with the growth potential of the economy. To reach
this goal, it is necessary to introduce binding rules
for money creation. Adapting the money supply to
economic growth is also a central feature of the
sovereign money system (Huber, 2017).
 International current account balances play a
crucial role with regard to the stability of the world
economy. Global imbalances in current accounts
greatly contribute to the accumulation of foreign
exchange reserves and regularly lead to financial
shocks and crises. A working paper of the Bank for
International Settlements (BIS) underlines that current account imbalances threaten financial stability in
debtor as well as in creditor countries and formulates
the demand of a symmetrical adjustment of deficits
and surpluses (Turner, 2013). This demand too was
already made by Keynes since the aim of the International Clearing Union he wanted to establish was to
eliminate current account imbalances by using a
global currency as a kind of buffer (Keynes, 1980).
Unfortunately, in the last decades no progress has
been achieved in limiting or correcting external
imbalances and, accordingly, the BIS working paper
I just mentioned concludes that this “remains an
important but unresolved issue of international
monetary reform.” (Turner, 2013, p. 10)
We will not be able to attain global economic
stability by establishing an international monetary
system that includes the described essential features
unless the large majority of the world’s countries are
willing to cooperate on the grounds of mutual
respect and common principles of social justice.
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