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Alternative Currencies 

 
 
Alternative currencies are types of money or 
exchange that can be used instead of and 
alongside national currency. A number of 
alternative currencies are used in the UK 
today. This POSTnote outlines the different 
types and aims of these currencies. It also 
sets out how alternative currencies are being 
used and highlights regulatory and policy 
challenges regarding consumer protection, 
financial crime and taxation and benefits.  
 

 

Overview 

 Alternative currencies include global 

currencies like Bitcoin and local community 

currencies such as the Bristol Pound.  

 They are meant to complement, not replace, 

national currency. 

 Local community alternative currencies are 

designed to regenerate local areas, address 

social exclusion and value unpaid work and 

activities. 

 Global alternative currencies are designed to 

bypass intermediaries like banks. 

 Alternative currencies are largely 

unregulated in the UK.  

 Consumers may not be protected against 

loss of global alternative currency. 

 The use of some local community currencies 

may affect eligibility for benefits. 

 

Background 
There is no commonly accepted view on what counts as 

money or currency,1 but currencies typically fulfil three 

functions: providing a unit for measuring the value of an 

item; acting as a store of value for future use; and being 

used as a ‘medium of exchange,’ which allows goods and 

services to be purchased using commonly accepted units 

and tokens (e.g. a five pound note). In the UK, people are 

free to accept any currency that they wish and alternative 

currencies can be used alongside pounds sterling. 

Alternative currencies have developed historically in 

response to concerns relating to financial crises2,3,4 and 

ecological, economic and social sustainability. 

 
Types of alternative currency 
Alternative currencies are objects of monetary value, which 

can range from loyalty schemes like Amazon Coins or 

Starbucks Stars to advanced technologies like Bitcoin. Most 

alternative currencies fall into two types: local community 

currencies or global currencies. A third type, corporate 

currencies, is explained in Box 1. This POSTnote does not 

consider those alternative currencies that do not form a 

wider financial ecosystem, such as vouchers or loyalty 

schemes. 

Local community currencies  

There are three main types of local community currency in 

use in the UK, each with distinct aims. These are Transition 

Town Pounds, Time Banks and Local Exchange Trading 

Systems (LETS). 

Transition Town Pounds 

The Transition Town movement was launched in Totnes in 

2006 as part of an effort to re-organise local economies in 

response to a changing climate and perceived over-

dependence on oil. The Totnes Pound was the first 

Transition Town Pound in 2007. The Lewes (2008), Stroud 

(2008), Brixton (2009) and Bristol (2012) Pounds followed. 

Transition Town Pounds are paper notes with a legal status 

equivalent to a retail voucher. In contrast to vouchers, they 

are subject to tax in the same way as cash and are used to 

keep money flowing within a particular town or city. Each 

Transition Town Pound is backed one-to-one by sterling by 

the managing Community Interest Company or membership 

organisation. Their use is geographically restricted (e.g. the 

Brixton Pound can only be used in Brixton). The largest of 

the five Transition Town Pounds, Brixton and Bristol, involve 

300 and 660 businesses respectively. Around 2,000 

residents in Brixton have accounts that allow them to pay 

with Brixton Pounds via text.5 There are 1,600 Bristol Pound 

account holders at the Bristol Credit Union. More than 
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£600,000 Bristol Pounds have been issued since 2012, 

although some may have been removed from circulation 

and held as souvenirs.6 Both Bristol and Lambeth councils 

accept business rates in local pounds and in Bristol, the 

council's elected mayor George Ferguson draws his salary 

in Bristol Pounds.7 

Time Banks 

The currency of a Time Bank is time. A member can 

volunteer to work for an hour for another person, and in 

exchange be credited with one hour. This can be redeemed 

for a one hour contribution from any other member of the 

Time Bank (the exchange need not be directly reciprocal). 

This alternative time-based currency assumes the efforts of 

all members to be valued equally. Time Banks are usually 

run by a broker supported by a social care organisation. The 

first Time Bank in London, Rushey Green, was launched in 

partnership with a GP’s surgery.  

Local Exchange Trading Systems (LETS) 

Whereas Time Banks are usually run by a broker and 

associated with social care provision, LETS are membership 

organisations in which members exchange an internal 

currency with each other for skills, goods and services. 

LETS currency is not denominated in time but in LETS units. 

These units do not usually take the form of a token or note, 

but are recorded in a computerised ledger. Any member can 

issue the currency. LETS currency can be issued as a 

‘credit’ in another member’s account in exchange for goods 

or services received. Currency can also be issued as a 

‘commitment’, or a negative account balance that shows a 

member’s willingness to provide goods or services to other 

members in the future. A person can leave the LETS without 

providing goods or services to which they have committed. 

However, it is assumed that people will not do this within 

LETS because they are co-operative schemes. They may 

also have difficulty returning to the LETS. The Bright 

Exchange LETS scheme in Brighton has been running for 

12 years.8 

Global currencies 

Global currencies allow units of value to be transferred 

electronically between businesses or individuals and across 

national borders. The two main types of global currencies 

are Cryptocurrencies and Private Digital Currencies. 

Box 1. Corporate Currencies 
Corporate currencies are based on the exchange of products and 
services from business to business (B2B), rather than business to 
consumer. B2B currencies cannot be exchanged against legal tender 
and are not subject to financial conduct regulations. Examples of B2B 
schemes in the UK include Recipco and Gets Global.9,10 B2Bs are 
used all around the world in networks of businesses, typically small 
and medium sized enterprises (SMEs), giving their users cheaper 
lines of credit and low transaction and credit costs compared to 
conventional currency. Some well-known international examples are in 
Switzerland and Latin America. B2Bs are particularly appealing to 
industries with low marginal costs,11 and can support profitability.12 

 

Cryptocurrencies 

Cryptocurrencies are payment systems with their own 

internal currency. They are designed to allow payments to 

be processed without any financial intermediaries like 

banks, and to generate units of currency without any single 

issuing authority like a central bank. The original and most 

widely used cryptocurrency is Bitcoin (Box 2). The designers 

of the Bitcoin system set a cap of the number of new coins 

that can be generated. New coins will be issued gradually 

until 2140 up to a limit of 21m. This limit is meant to prevent 

bitcoins from losing value through inflation. The value of 

cryptocurrencies like Bitcoin fluctuates considerably, making 

them unlikely to replace national currencies outright. 

Private Digital Currencies 

Private digital currencies are typically issued by a company 

or a social network to their customers or members. Well 

known examples include Linden Dollars, which are issued 

within the online role-playing game Second Life. Players of 

the game can earn Linden Dollars online and these can then 

be exchanged into national currencies like sterling. Debates 

are ongoing in the US and the EU about how Linden Dollars 

should be taxed.13,14 

Not all private currencies can be converted into national 

currencies. The now-defunct Facebook Credits (2009-2012) 

were not convertible into national currencies nor 

transferrable between users. This is because the Credits 

were designed to encourage users to spend more time 

consuming gaming or other services within Facebook. To 

compete with national currencies, private digital currencies 

must be transferrable among users and exchangeable for 

other currencies.15 Private digital currencies designed to 

increase consumption, such as Facebook Credits, differ 

from the competitive private currencies created by financial 

institutions that have been proposed as alternatives to 

centrally-issued national currencies like sterling.16 

Aims of alternative currencies 
Alternative currencies are designed to bypass banks and 

put control in the hands of members or users. Alternative 

currencies have both social aims and financial aims. 

Box 2. Bitcoin 
Bitcoin (with a capital ‘B’) is a payment system that allows units of 
currency (‘bitcoins’ with a small ‘b’) to be transferred between any two 
individuals who have a Bitcoin address. In the sterling economy, 
financial intermediaries like banks ensure that the same units of 
currency (e.g. a ten pound note) are not ‘double spent’ or fraudulently 
used to pay more than one recipient. Cryptocurrencies are designed 
to remove these intermediaries and as an alternative, they use a 
ledger called the ‘blockchain,’ which records the entire transaction 
history of the Bitcoin network. A copy of this ledger is kept on the 
computer of every person running the Bitcoin software. Each Bitcoin 
address is secured by a private key which is used to sign transactions 
and provide proof that they came from the owner. It is also prevents 
anyone from altering the transaction once it has been issued.17 Before 
a new transaction can be confirmed, it is checked by all computers on 
the Bitcoin network to make sure that the bitcoins have not been used 
before or sent to more than one person at the same time. The first 
computer to confirm this is rewarded with a new batch of bitcoins. 
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The social aims of alternative currencies 

Local community currencies have three social aims: to 

regenerate local areas, to achieve more socially inclusive 

communities, and to value unpaid work and activity. 

Local regeneration and sustainability 

The contexts and forms of local community currencies vary, 

but in general, users share a belief in the power of people to 

shape their local economy, society and environment.18,19,20 

For example, only locally-owned businesses that commit to 

certain ethical standards in their supply chains can 

participate in Transition Town Currencies. When consumers 

exchange sterling for local currency, they commit to 

spending in independent local businesses and prevent 

money from “leaking out” of the local economy. Research 

shows that users of Transition Town Currencies are 

developing “new practices of payment”21,22 involving 

changes in consumer culture,23 relationships between 

customers and retailers and more consideration of 

consumption decisions. If firms and consumers using the 

local notes can support local supply chains (i.e., from farm 

to fork), it is hoped that this can help reduce a Transition 

Town’s carbon footprint and sustain the needs of the 

community with products and services from the local area. 

Social inclusion 

Local community currencies such as LETS and Time Banks 

may address social exclusion by offering the opportunity for 

unemployed people, or those on very low incomes, to 

supplement their income.24,25 LETS are also seen to support 

unemployed people by increasing job-readiness.26 Because 

local currencies do not require people to have debit or credit 

cards or bank accounts, they might also address issues of 

financial exclusion. However, data suggest that LETS have 

attracted only a small minority of members that are 

economically deprived.27 Research suggests that Time Bank 

members in the UK include higher than average numbers of 

women,28 people from lower-income households and 

unemployed people.29 Transition Town Pound schemes 

have been criticised for being used primarily by more 

affluent consumers.30,31 However, schemes such as the 

Bristol Pound are being used to launch other community 

exchange projects such as the Real Economy scheme 

which aims to provide fresh, healthy local food to areas with 

high unemployment and limited choice of food shops.32 

Valuing unpaid work and activities 

Both LETS and Time Banks currencies value work and 

activities that are typically neglected by the sterling 

economy.24 Time Banks can encourage retired, out-of-work 

or isolated individuals to exchange previously undervalued 

contributions. This can include caring services such as 

visiting and befriending, or help with daily tasks like 

shopping or filling in forms.28,33,34 14,000 volunteer hours 

were exchanged at Rushey Green Time Bank between June 

2012 and January 2014. Studies suggest that Time Banks 

can increase the efficiency and cost-effectiveness of 

healthcare service delivery.26 Critics argue that Time Banks 

are being used to plug gaps in state provision of welfare 

services at a time of austerity.28   

Box 3. Decentralised Payment Systems 
Decentralised payment systems allow banks to transfer currency 
cheaply and instantly, without any delay between the agreement and 
the actual transfer of funds. One example is Bitcoin. Customers can 
pay in national currency to a bitcoin exchange. The exchange then 
uses its network to transfer bitcoins to another branch which 
immediately cashes the bitcoins out into another national currency. 
This avoids the fees normally charged by payment services or banks, 
and means that there is no prolonged exposure to changes in bitcoin 
value. Because processing fees are minimal, bitcoin can also be used 
for ‘micropayments’ that are too small to be processed by credit card 
or bank payment services. This has potential applications in machine-
to-machine communication, where micropayments might be made for 
access to data from ‘smart’ devices (see POSTnote 423). It is unclear 
whether regulation of these exchanges or remittance services would 
add compliance costs that would make them impractical. 

 

The financial aims of alternative currencies 

Alternative currencies provide users with a way to buy, sell 

or exchange goods without using national currency. 

Advocates argue that this empowers users by transferring 

power from legal and financial bodies to individuals. While 

Bitcoin operates in a decentralised way, it is governed by a 

small number of highly skilled programmers.35,36 Global 

currencies like Bitcoin can also be used as a low-cost 

payment or money transfer system (Box 3). The payment 

system underlying Bitcoin is considered to be of more likely 

future importance than the currency itself.37  

Trends in the use of alternative currencies  
Usage data for both local community currencies and global 

currencies is limited. Many local community currencies are 

run by small-scale non-profit organisations with limited data 

collection capacities. Collecting usage data is complicated 

further by difficulties in obtaining circulation figures for paper 

notes. Recent adoption of digital ‘text-to-pay’ systems in 

both Brixton and Bristol may facilitate richer data collection 

in the future. Funding from the EU and BIS has been 

released to collect data on Transition Town Pounds and 

support their expansion. 

 It is estimated that there are 250 LETS active in the UK, 

with average membership of around 70.38  

 There are 250 Time Banks active in the UK today with an 

average membership of 60-100.39  

 Five Transition Towns in the UK have launched their own 

Pounds (see page 1). 

 Over 320 business in the UK and over 4,500 worldwide 

accept payment in bitcoins.  

 Data suggest that the total value of all bitcoins created by 

June 2014 was £505 bn. Monthly transactions average 

60,000, compared to the daily Visa transaction rate of 

around 200 million.40 

Regulation and Policy Challenges 
Alternative currencies present challenges for regulation and 

policy in the areas of consumer protection, financial crime 

and taxation and benefits. A review of two EU Directives 

may have implications for these areas (Box 4). 
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Box 4. European Regulation 
A review of the Payment Services Directive (2007) was initiated on 24 
July 2013 and a review of the E-Money Directive (2009) is due to 
commence in 2015. The Financial Conduct Authority and HM 
Treasury are feeding in to this process, and into reviews initiated by 
the European Banking Authority and the Financial Action Task Force. 
These instruments are designed with consumer protection in mind, but 
they also shape money laundering and financial crime regulation. 

 

Consumer Protection 

Local community currencies such as LETS and Time Banks 

do not pose any risks to consumer protection. The Bank of 

England has advised that users of Transition Town Pounds 

do not have the same credit protection as holders of sterling 

notes,28 since transition currency notes have the same legal 

standing as retail vouchers. However, because the 

organisations operating Transition Town Pounds back the 

currency by sterling, there should be little risk to users, and 

this should not affect the Bank of England’s ability to 

manage the economy. In January 2014, the European 

Banking Authority warned that consumers are not protected 

if they lose holdings of cryptocurrencies should exchanges 

or online wallets be hacked or go out of business.41 

Cryptocurrency advocates point to the emergence of secure 

online wallets and offline ‘cold storage’ systems as safe 

alternatives.42 Transfers of currencies like bitcoin are 

irreversible. This can protect retailers from chargeback fraud 

but could affect consumers’ abilities to secure refunds for 

faulty products. 

Financial Crime 

Alternative currencies are not captured by existing 

regulatory instruments in the area of financial crime.43,44 The 

Financial Conduct Authority has not issued regulatory 

guidance however, HM Treasury has recently announced 

that it will investigate the benefits and risks (Box 5) of global 

currencies like Bitcoin and whether they should be 

regulated.45 The Payment Systems Regulator, which covers 

UK payments, will be launched in April 2015. This is unlikely 

to have regulatory oversight over cryptocurrencies because 

of their international dimension. Low levels of Transition 

Town Pounds use means there is minimal risk of money 

laundering. 

Box 5. Anonymity and Cryptocurrencies 
Cryptocurrencies are often described as anonymous, leading to 
concerns about criminal use. Recent research has challenged this 
view and suggested they are ‘pseudonymous’ at best. Tools have 
been developed to identify Bitcoin addresses likely to belong to the 
same user, or associated with a given IP address46,47 (see POSTnote 
436). The Bitcoin Foundation has argued that because of these tools 
and the fact that the underpinning technology makes the entire 
transaction history of the Bitcoin network visible, cryptocurrencies are 
best understood as facilitating surveillance rather than anonymity. 
There are nonetheless efforts underway to develop truly anonymous 
cryptocurrency protocols like Zerocoin, Anoncoin and Darkcoin,48 but 
use of these alternatives is not widespread compared to bitcoin. 

 

Taxation and Benefits 

The local community currency scheme LETS is taken into 

account as earnings and can affect eligibility for Jobseekers’ 

Allowance. This may affect its ability to contribute to the 

livelihoods of the poorest households. Time Banks are not 

classified as voluntary work by the Department of Work and 

Pensions and therefore may affect entitlement to means 

tested benefits (2000, re-stated 2014).49 It is unclear 

whether Transition Town Pounds affect benefit eligibility. 

HM Revenue and Customs (HMRC) published interim 

guidance in March 201450 stating that VAT is payable on 

goods exchanged for bitcoins, but not on bitcoin creation or 

the exchange of bitcoins for other currencies. Income and 

Capital Gains Tax rules for Bitcoin are similar to those for 

foreign currency. 

Future directions 
The future impact of alternative currencies is unclear. 

Evidence suggests that the use of LETS local community 

currency schemes has declined in the UK and there is 

limited evidence showing some Time Banks in the UK 

having an effect on social care.51 Further research is 

required to determine the economic or social impact of 

Transition Town Pounds. The extent to which 

cryptocurrencies and other global currencies prove to be 

useful payment systems also remains to be seen and 

depends on regulatory developments. The technology 

underpinning cryptocurrencies may have applications 

beyond currencies and payment systems. Potential 

proposals include registries for land and other assets,52,53,54 

and automated election monitoring systems.55  

Researchers have noted significant interest in currency 

innovation in other countries and regions. A parliamentary 

review of alternative currencies has been conducted in 

Iceland,56 a legal review in France57 and alternative 

business-to-business currencies have provided significant 

support to small and medium enterprises in Latin America 

(e.g. SUCRE)58 and Switzerland (WIR) (see Box 1).59,60 
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