Stimulating Local Consumption
What is the flavour of your tractor: Local or Foreign?

This example aims to show how a C3 system can stimulate local consumption, and offer a solution for the prisoners’ dilemma of local consumption.

The prisoners’ dilemma of local consumption
It is easy to understand that if everybody consumes locally, the local economy will be stimulated. This is the basic assumption of such old and proven strategies as protectionism and mercantilism. 

In weak regions, a period of accepting to consume low-quality or expensive local products can lead to economic development, and therefore in the longer run to higher quality or lower costs for the same products. The prisoners’ dilemma here, is that while this collective action would be in the medium-term interest of all, the individual short-term interest is oriented towards consumption of cheaper or better external goods. Because the economy is made up out of a total sum of individual short-term decisions, this local economy will end up being dependent on external goods, and will not develop its own full potential.

Example

Let’s assume that 15 Brazilian farmers all want to buy a tractor. There is a choice between buying a tractor produced in their own region (Brazilian) or a tractor imported from Japan. The Japanese one costs €1,000, including importation, whilst the Brazilian one is slightly more expensive at €1,100. The immediate conclusion will be that it is better for the farmer to buy a Japanese tractor. 

Purchase of a Brazilian tractor, however, leads to an extra income for the local tractor-factory. We know that any local expenditure will result in more local economic

transactions. In a macro-view, the local expenditures will thus lead to extra business for the local producers. If everybody would buy local, everybody would have more sales. 

In this example, let us assume that the labourers at the tractor factory, and the business partners of the tractor factory, will consume more, and that this consumption will in part flow to the farmers, every time a tractor is sold. Let's say that the impuls for local economic transactions that is caused by the buying of a Brazilian tractor results in extra sales of €40 for each farmer. 

If all 15 farmers were to buy Japanese tractors, the farmers as a whole have a net outflow of €15,000, without getting any of this money flow back into their business. If however, all the farmers decide to purchase the local tractors, every farmer will earn an amount of 15 x €40  = €600 extra income back, thus compensating the €100 that is lost in buying the more expensive tractor by the additional €600 of income. This example illustrates how the purchasing power attracted by one member of a chain of producers can overflow towards other members.

There is however one catch: whenever one of the farmers decides to buy a Japanese tractor, this will lead to all of the farmers only receiving (14x €40= €560) whilst the “free-rider” will earn this amount plus the €100 that he saved by buying the cheaper tractor. In this example the farmers would have to organize themselves collectively to be able to realize the longer-term benefit of buying the local product.

The Local Exchange Circuit as an implicit form of collective organization

Let’s say that these purchases would have happened within a Local Exchange Circuit, such as a C3, using Internal Liquidity Units …

Because of the Bonus/Malus system, those who exchange 10 euros for these Units will get, say, 10% Bonus (thus €11 Internal Liquidty) whilst those converting the Units back into money after a while get the exact opposite Malus (when converting 11 Units, only 10 euros will be received). 

Let us calculate again: When the farmer has to purchase the Units he has to pay only €1,000, whilst getting Internal Liquidty worth €1,100. In this way the Brazilian tractor and the Japanese one have equal prices, whilst at the same time the purchasing power will return to the farmer network help with the additional advantage of stimulating the local economy and creating employment. Now all 15 farmers have a short-term self-interest incentive to buy the local tractors, while serving the medium-term community purpose of more local production, which results in each farmer having the extra sales of 600, this time in Internal Units. If the farmer decides that he wants to convert the claims into national money, he only receives 600 – 10% = € 540. This will cause the farmers to rather spend their claims within the Circuit and thus keeping the purchasing power circulating within the Circuit and therefore strengthening the community.

