








  THE WÖRGL MIRACLE: Demurrage, Depreciating Money, and the Great Depression Town That Solved Unemployment

  The Yongle Dadian Collection




THE WÖRGL MIRACLE: Demurrage, Depreciating Money, and the Great Depression Town That Solved Unemployment

Yongle Dadian Collection Adrián A. Davín March 2026 — v1.0

The Yongle Dadian Collection explores topics of personal interest to the curator. These essays have been generated via an automated pipeline with heavy reliance on different LLMs, then curated for quality. The content is AI-generated and the curator cannot guarantee the accuracy of all the information provided. Treat these essays as an informed starting point.






THE WÖRGL MIRACLE


Demurrage, Depreciating Money, and the Great Depression Town That Solved Unemployment

On a July afternoon in 1932, the streets of Wörgl hummed with an activity that had become unthinkable across the rest of Austria. Workers, released from months of enforced idleness, repaved the municipal roads with visible urgency—not because the work had become more economically rational in any conventional sense, but because they possessed something the surrounding nation lacked: liquid cash that was rapidly losing value. The cellulose factory, which had contracted from 410 workers to a skeleton crew of 4, began to stir. The cement plant, down to 2 employees, contemplated rehiring. A bridge materialized. A water reservoir rose from the ground. A ski jump emerged on the town’s slopes. Within months, 79,000 schillings in uncollectable municipal tax arrears had been paid. This was not conventional economic stimulus. This was the consequence of a mayor’s decision to issue a currency that rotted like a potato.

The Wörgl stamp scrip experiment of 1932–1933 represents the only sustained, empirically documented trial of Silvio Gesell’s heterodox monetary theory of demurrage—and its rapid success followed by deliberate destruction encodes a central tension in modern monetary systems: the conflict between localized monetary innovation and the centralized control mechanisms that sovereign debt requires.



Gesell’s Diagnosis: The Hoarding Problem

The theoretical foundations of Wörgl were entirely intellectual before they became practical. They originated in the economic philosophy of Silvio Gesell, a German-Argentine merchant and self-taught reformer who, observing the violent booms and busts of the Argentine economy in the 1880s, concluded that money’s peculiar advantage over physical commodities was the root of economic crisis.

Grain rots in a warehouse. Iron rusts. Timber decays. Human labor cannot be indefinitely deferred. These physical goods impose carrying costs—rent for storage, insurance, the inexorable claims of nature. Money, by contrast, imposes no such penalty. A schilling locked in a vault today remains a schilling tomorrow, indifferent to time’s passage. This distinction, trivial in appearance, generates a profound market distortion. In moments of economic uncertainty, the rational actor hoards money not for future consumption but as a claim on future economic activity itself—the possessor of liquid cash can demand interest from those who desperately need it. The rate of interest thus becomes not a genuine return on productive capital but a tribute extracted by the mere fact of owning the medium of exchange.

Gesell formalized this insight in his 1916 masterwork, The Natural Economic Order, arguing that the classical economic functions of money—as a medium of exchange and as a store of value—are fundamentally antagonistic. During deflationary crises, when the future price level appears perpetually downward, the store-of-value function dominates. Individuals and firms refuse to spend or invest. They hoard. The velocity of money collapses. Though the productive capacity of the real economy remains intact—the factories still exist, the workers still possess skills, the resources remain available—the economic system seizes because the medium of exchange has been withdrawn from circulation.

His solution was radical in its surgical simplicity: impose a cost on holding money itself. If currency depreciated in value at a predictable rate—say, 1% per month—then the holder faced an iron choice: spend it now or watch its purchasing power erode. The hoarding advantage of money would vanish. The interest rate would collapse toward zero because there would be no premium extractable from liquidity-preference. Aggregate demand would revive. Production and employment would expand. Gesell called this system Freigeld, or “free money,” the idea being that monetary freedom came from releasing money from the unnatural privilege of never rotting.

By the 1930s, Gesell’s ideas had migrated across the Atlantic to the attention of John Maynard Keynes. In Chapter 23 of The General Theory of Employment, Interest and Money, published in 1936, Keynes called Gesell a “strange, unduly neglected prophet,” agreeing entirely with the diagnosis of the hoarding trap and the destructive role of liquidity preference in deep depression. Keynes confirmed Gesell’s core insight: the rate of interest on money does set an artificial floor that suppresses productive investment and drives persistent unemployment. Yet Keynes identified a critical problem: if the government imposed a demurrage tax on fiat money alone, the public would simply substitute it with other stores of value immune to the tax—gold, foreign exchange, real estate. The substitution effect, he warned, would undermine the intervention.

Wörgl would test whether this theoretical objection held in practice.



Austria’s Descent into the Abyss

The Wörgl experiment did not emerge from economic curiosity. It emerged from desperation encoded into macroeconomic policy by distant creditors.

The First Austrian Republic, carved from the Austro-Hungarian Empire’s corpse in 1918, inherited a catastrophe. In the early 1920s, the nation suffered unbalanced budgets, food shortages, and a currency that depreciated into hyperinflationary ruin. By 1922, the League of Nations intervened with the Geneva Protocols, offering reconstruction loans on a single condition: Austria must establish an independent central bank—the Oesterreichische Nationalbank—granted an absolute, unassailable monopoly on note issuance. A League Commissioner-General was appointed to monitor Austrian finances, demanding austerity, balanced budgets, and orthodox monetary policy. Any inflation, the protocols declared, would immediately trigger a withdrawal of the international guarantee and sovereign default.

In 1924, the hyperinflated crown was replaced by the Austrian Schilling, gold-backed, which successfully stabilized the economy for a season. But when the global stock market collapsed in October 1929, the very gold standard mechanism that had restored confidence became a deflationary torture device. Prices worldwide began to fall. Under the gold standard, Austria could not devalue its currency, could not expand its money supply, and could not pursue any monetary policy except further contraction. The alternative of fiscal expansion was forbidden by the League protocols: balanced budgets were mandatory, even as tax revenues plummeted and unemployment soared.

The financial system fractured catastrophically in May 1931 with the collapse of the Austrian Creditanstalt, the largest bank in central Europe. Rather than abandon orthodox policy, Vienna tightened it further. The central bank drained the domestic money supply even as credit evaporated. By 1932, facing imminent default, Austria signed the Lausanne Protocol, extracting another 300 million schillings in emergency loans—each conditioned on the absolute maintenance of the central bank monopoly and continued domestic austerity.

The pressure transmitted downward to the municipalities. Federal tax disbursements to local governments contracted from 63,000 schillings in 1928 to 43,800 schillings by 1932. Provincial revenues collapsed from 47,700 to 17,100 schillings. The citizens of Wörgl owed taxes not because they were unwilling but because they literally possessed no cash to pay them. By mid-1932, the town had accumulated 118,000 schillings in uncollectable arrears. Simultaneously, the municipality owed 1,290,000 schillings to the Innsbruck Savings Bank on a mortgage for a school and courthouse, with interest rates raised from 7% to 10% in 1931—a debt service obligation of 50,000 schillings annually that the town could not meet.



The Cellulose Catastrophe

Wörgl was not merely an ordinary Alpine village. It was a regional industrial hub, population 4,200 to 4,500, whose economy depended on three pillars: a cellulose factory, a cement plant, and the railway junction. Between 1930 and 1932, all three collapsed simultaneously.

The railway modernization, completed in 1930, had already displaced hundreds of workers by converting from coal-burning to electric engines. The global depression delivered the coup de grâce. The cellulose factory, which had employed between 360 and 410 workers during normal times, was down to 4 by 1932—retained only to guard the idle machinery from vandals. The cement plant contracted from 60 workers to 2. The brewery shed a third of its workforce. The railway station dropped from 310 employees to 190. By spring 1932, the town counted over 400 completely unemployed, with an estimated 1,500 jobless in the surrounding region. Of these, approximately 200 had already exhausted their federal unemployment benefits and were dependent on the municipality’s charity, which was itself bankrupt. The town had become a relic—a factory town without factories, a railway hub without trains, a community where the economic basis of existence had simply ceased.

In this context of total collapse, the prevailing civic slogan carried a special bitterness: “Wörgl, the worst of your vices is the pavement.” The roads had literally disintegrated from decades of use and lack of maintenance. But the pavement was merely a symbol. The real failure was systemic.



The Heterodox Mayor

Michael Unterguggenberger was not an economist. Born in 1884 to a laboring family, he had worked as a sawmill laborer, then a master mechanic, before becoming a railway engine driver. In 1932, he was elected mayor of Wörgl on a Social Democratic ticket, entering office into a community that had been economically murdered by orthodoxy.

Unlike the Vienna intelligentsia debating monetary theory in coffee houses, Unterguggenberger possessed intimate knowledge of what economic paralysis meant on the ground: workers without jobs, families without food, a municipality unable to pay its creditors or build its infrastructure. He read Silvio Gesell. He grasped the core insight: the problem was not that Wörgl lacked productive capacity. The streets needed paving. The water system needed expansion. The railway required maintenance. The workers possessed skills. The industrial facilities were intact. What the town lacked was not resources but circulation—the velocity of the medium of exchange had collapsed because everyone was rationally hoarding the scarce cash they possessed.

On July 5, 1932, Unterguggenberger convened an emergency session of the Wörgl Welfare Committee. The membership was deliberately broad, including representatives from all political factions, local businessmen, farmers, the Catholic Church, and the Raiffeisen savings bank. Unterguggenberger made a radical proposal: the town would issue its own currency—not to defy the Austrian state but to solve a circulation problem that the state, bound by its international obligations, could not solve.

The committee, confronted with the despair of the moment, voted unanimously in favor. Unterguggenberger had diagnosed the crisis not as a shortage of capital but as a shortage of velocity. He would restore circulation by making it painful to hold money idle.



The Mechanics of Shrinking Money

To avoid directly challenging the Austrian Central Bank’s legal monopoly on banknote issuance, the town issued the currency under a deliberately careful legal designation: “Certified Compensation Bills,” or Arbeitsbestätigungsscheine—Labor Certificates. The denominations were small: 1, 5, and 10 schillings. The exchange rate was fixed exactly at par: one Compensation Bill = one official Schilling.

The revolutionary feature was the depreciation mechanism. At the end of every calendar month, any citizen wishing to use the Compensation Bill at full face value was required to purchase a “Relief Contribution Stamp” from the municipal government and affix it to a designated space on the reverse of the bill. The stamp cost exactly 1% of the bill’s face value. A holder of a 100-schilling note would pay 1 schilling to keep it valid for the next month. A 10-schilling note required a 0.1-schilling stamp. Annualized, this yielded a depreciation rate of 12%.

The effect was devastating to the hoarding impulse. A worker paid in Compensation Bills on July 31 possessed an asset that would lose 1% of its value in precisely 31 days if not spent or invested. This compressed all economic decisions into an immediate time horizon. The rational actor sought to spend the scrip before month-end to avoid the stamp tax. Merchants receiving the scrip faced the same incentive: spend it before the deadline or lose 1%. Suppliers who received it from merchants faced the same pressure. The currency, in the language of economic theory, became a “hot potato”—no one wanted to hold it, and the frenetic circulation this created was the entire point.

Yet the scrip needed a foundation of value. Unterguggenberger took 40,000 official Austrian Schillings from the municipal treasury and deposited them in escrow at the local Raiffeisen savings bank. This guaranteed that any holder of Compensation Bills could redeem them for genuine Schillings. But to preserve the local currency’s usefulness—why would anyone want to spend the high-velocity scrip for the hoarding-prone national currency?—the municipality imposed a 2% redemption penalty. The holder who decided to cash in the scrip would receive official Schillings but would lose 2% in the conversion. Almost no one paid this penalty, because the scrip could be used to pay taxes and purchase goods at full value.

This arrangement encoded a deeper principle: the scrip was not valuable because it was denominated in schillings; it was valuable because the municipality accepted it at par for the payment of taxes. This was the “tax foundation” of the currency. Citizens owed 118,000 schillings in back taxes. They could now discharge this obligation in Compensation Bills at full face value. Merchants, knowing they could use the scrip to pay taxes, eagerly accepted it from workers. Workers, knowing merchants would accept it for bread and coal, eagerly accepted it as wages. The scrip created a self-validating closed loop—a tiny fiat currency system anchored by municipal taxation. The principle would echo through modern monetary theory: money is ultimately valuable because the sovereign demands it in payment of taxes.



The Velocity Miracle

On July 5, 1932, the Wörgl Welfare Committee distributed the first 1,600 schillings in value coupons. Workers hired directly by the municipality for public works received 100% of their wages in the new currency. Existing municipal employees and the Mayor himself received 50% to 75% of their salaries in Compensation Bills, the remainder in official Schillings. The town had perhaps 5,000 to 12,000 schillings of the scrip in circulation at any moment, backed by 40,000 schillings in the escrow account.

What followed was extraordinary. The velocity of Compensation Bills circulating within the local economy reached an estimated 14 times the velocity of official Austrian Schillings during the same period. A sum of 5,000 to 12,000 schillings in scrip facilitated over 100,000 schillings’ worth of transactions. In economic terms, Unterguggenberger had achieved a multiplication of the effective money supply without expanding the monetary base. He had not printed more money in the orthodox sense; he had forced the money that existed to move faster—to circulate at a rhythm that mimicked a far larger money stock.

The consequence was instantaneous revival. Workers hired in July could be put to work immediately. The cellulose factory manager, observing that his workers now possessed cash to spend, began rehiring. The cement plant, similarly observing revived local demand, sought to expand employment. The effect was not confined to the direct stimulus of municipal hiring. It rippled outward through the entire local economy.

The municipality completed an infrastructure agenda that, only months earlier, had been mathematically impossible. The notorious pavement was fully repaved and asphalted. A concrete bridge was constructed. A massive municipal water reservoir was built. Streetlights were installed. The water distribution network was extended to previously unserved households. A ski jump was erected on the town’s slopes as a long-term investment in regional tourism. Local forests were replanted, a multi-year capital investment in future timber revenues.

The labor statistics vindicated Gesell’s theory absolutely. Over the 13.5 months of the experiment, unemployment in Wörgl and its immediate environs fell by between 16% and 25%. Across the broader Republic of Austria during the identical period, unemployment rose by roughly 19%. Wörgl was moving in the opposite direction of the nation.

The municipal finances, meanwhile, underwent a complete reversal. The hot-potato effect of the depreciating currency, combined with the tax-foundation principle, caused an extraordinary surge in tax collection. Of the 118,000 schillings in outstanding arrears accumulated before the experiment, 79,000 schillings were successfully collected. Total municipal tax revenue increased by over 61% year-over-year. The revenue from the monthly stamp taxes—the demurrage tax itself—was allocated strictly to fund a municipal soup kitchen that fed 220 families, converting the penalty on hoarding directly into welfare for the poorest.

An additional windfall accrued in an unexpected form. Approximately one-third of all issued Compensation Bills were never redeemed or spent locally. Instead, they were hoarded by international observers, tourists, and economic researchers fascinated by the experiment and desiring souvenir notes of the world’s first and only large-scale trial of Gesellian monetary theory. Wörgl had issued paper currency and retained the hard-currency backing without having to honor the redemption obligation. The fiscal benefit was genuine: the town had created effective spending power without depleting its reserves.



The Contagion and the Prize It Drew

Success is contagious. By January 1933, the neighboring city of Kirchbichl adopted an identical stamp scrip system. The revenues financed a massive public lido—a thermal swimming facility—that would serve the region for decades. Kitzbühel, Brixen im Thale, Westendorf, and Hopfgarten either adopted the system or advanced formal legislative preparations. The intellectual and practical viability of the Gesellian experiment had moved from a single mayor’s desperation to a regional movement.

The peak came in June 1933, when Unterguggenberger convened a regional conference addressed by representatives from 170 to 200 different Austrian towns and villages. All expressed explicit interest in launching their own stamp scrip systems. The heterodox monetary movement was no longer localized; it was becoming a potential parallel monetary system that threatened to span the entire nation.

The international attention was profound and geopolitically significant. Édouard Daladier, the French Prime Minister, dispatched an investigative delegation to Wörgl and visited personally, subsequently reporting to the Radical Socialists’ Party congress that the practical validation of Gesell’s theories offered the French nation a revolutionary path forward—a chance to “economically take up again the movement of 1789.” The American economist Irving Fisher of Yale University, arguably the greatest monetary economist of his generation, studied the Wörgl data exhaustively. Upon validating the empirical results, Fisher contacted the Roosevelt administration, specifically Under-Secretary of the Treasury Dean Acheson, with a stunning claim: the correct application of stamp scrip would solve the American Depression crisis in three weeks.

Fisher drafted legislation for the American Congress: the Bankhead-Pettengill Bill, introduced in February 1933, which proposed the nationwide issuance of up to $1 billion in federal stamp scrip in $1 denominations, designed to force the aggregate price level back toward its 1926 level and restore equity between debtors and creditors. The bill never came to a vote; the Roosevelt administration opted instead for dollar devaluation and traditional fiscal stimulus. But the intellectual attention was real: the most prominent academic monetary economist in America had become a public advocate for the Gesellian solution.

The poet Ezra Pound visited Wörgl twice, in 1935 and 1936, and later immortalized the experiment in his Cantos as an emblem of human civilization’s capacity to resist the predatory logic of rent-seeking finance. Pound captured the moral clarity of the moment: “And if the money be rented / Who shd pay rent on that money? / Some fellow who has it on rent day, / or some bloke who has not?” The question was profound. Wörgl had answered it by saying: neither. Money would not be rented. It would depreciate, and in depreciating, it would serve the productive majority rather than the creditor minority.



The Sovereign Strike: The Machinery of Suppression

By September 1933, the Austrian central bank and the federal government moved to destroy the experiment. The Wörgl Compensation Bills were banned. Criminal prosecution threatened anyone attempting to issue “unauthorized emergency currency.” By November 18, 1933, Austria’s Supreme Administrative Court of Justice issued a final ruling: the stamp scrip violated the Nationalbankgesetz and the central bank’s exclusive legal monopoly on note issuance. The experiment was over.

The narrative of simple banker malice—greedy monopolists crushing a threat to their privilege—is tempting but incomplete. The truth is subtler and more tragic: Austria’s government was trapped in a prison of its own creditors’ making.

The League of Nations’ Geneva Protocols of 1922 and the Lausanne Protocol of 1932 had not been negotiated on terms Austria chose. They were the price of international rescue from hyperinflation and default. The core condition was unambiguous: Austria must maintain a central bank with an absolute monopoly on note issuance. This was not ideology. It was collateral. The international creditors—principally the Bank for International Settlements, the Federal Reserve, and the central banks of France and Britain—required monetary monopoly as a guarantee that Austria could not inflate its way out of the 300 million schillings in emergency loans. If sub-sovereign entities like Wörgl were permitted to issue parallel currencies, and if 200 additional municipalities followed suit, the Austrian central bank would lose control of the national money supply. Inflation expectations would spiral. The Schilling would weaken against foreign exchange. Austria would violate the protocols. The international guarantee would be withdrawn, and the nation would face immediate sovereign default.

Finance Minister Emanuel Buresch, who had personally negotiated the 1932 Lausanne loan, understood this trap perfectly. Although many Council of Ministers members sympathized with the employment benefits of the Wörgl scrip, Buresch became its most unyielding opponent. He was not protecting a banking monopoly for its own sake; he was protecting his nation’s access to international credit. Without it, Austria would default, the Schilling would collapse, and the resulting economic chaos would make the depression worse, not better.

Mayor Unterguggenberger, understanding what was at stake, traveled to Vienna three times to negotiate. Wörgl’s lawyers crafted a careful constitutional defense: the town was not issuing banknotes but rather facilitating cashless payments via voluntarily accepted compensation bills limited to a specific circle of willing participants. Mayors across the country sent petitions to Vienna begging for legalization. The arguments were persuasive in any reasonable economic analysis. They were irrelevant to the political calculus.

The Supreme Administrative Court ruled on the absolute legal language of the statutes. Wörgl had violated the note-issuance monopoly. The scrip was withdrawn. The experiment ended.

The economic consequence was swift and devastating. Stripped of its high-velocity localized liquidity, Wörgl plunged immediately back into depression. Unemployment returned to 30%. The infrastructure projects were abandoned half-built. The workers were thrown back into idleness. The psychological despair was profound—the town had glimpsed a solution that worked and then watched it be methodically destroyed by sovereign edict, not because it failed but because it succeeded in a way that threatened the international financial order.

The suppression of Wörgl contributed to the broader unraveling of Austrian civil society. The economic disenfranchisement that followed fueled the social unrest and civil war that erupted in 1934. The desperation that ensued prepared the psychological ground for the annexation of Austria into the Nazi Reich in 1938. A tool that might have mitigated mass unemployment and social collapse was destroyed not for economic reasons but for reasons of international political economy.



The Swiss Alternative: Legal Architecture as Destiny

The destruction of Wörgl casts into sharp relief why other parallel currency experiments survived. The most instructive comparison is the Swiss WIR—the Wirtschaftsring, or Economic Circle—founded in 1934 by Paul Enz and Werner Zimmermann, who had closely monitored the Austrian experiment and learned from its fatal vulnerability.

Unlike Wörgl, the WIR never issued physical paper currency notes. Instead, it operated as a ledger-based clearing system of credits and debits, recorded on paper statements and later in computer databases. By avoiding the issuance of physical notes, the WIR circumvented the central bank’s monopoly—the legal definition of forbidden behavior applied to Wörgl. Furthermore, by making the WIR Franc strictly non-convertible into Swiss Francs and strictly isolated from the official monetary system, the WIR created a parallel market that the Swiss central bank could not accuse of directly interfering with the national money supply or threatening foreign exchange credibility. The velocity acceleration was present. The employment benefits were real. But the legal architecture rendered it invisible to the mechanisms of suppression.

The WIR survived. It still exists today, generating billions of Swiss Francs in annual clearing, providing essential credit facilities for small and medium-sized enterprises that conventional banks neglect. It is, quite possibly, the world’s longest-lived practical application of Gesellian monetary principles.

The contrast illuminates a fundamental principle: the same economic theory, when deployed through different legal forms, can either endure or be destroyed depending on whether it touches the symbolic and institutional foundations of state monetary sovereignty. Wörgl touched them directly. It issued notes that looked like currency. It was destroyed. The WIR did not. It survived.



The Zero Lower Bound and the Return of Demurrage

The theoretical vindication of Wörgl came not in the 1930s but in the decades following the 2008 Global Financial Crisis and the 2020 COVID-19 pandemic. As global central banks aggressively lowered short-term interest rates toward zero, they confronted a mathematical and behavioral ceiling: the Zero Lower Bound problem.

When a central bank attempts to set interest rates below zero—say, negative 2%—it encounters the hoarding effect that Gesell diagnosed more than a century earlier. The public rationally withdraws its deposits from the banking system and accumulates physical cash, which yields an implicit 0% return. Because cash is anonymous and carries no carrying cost, it establishes an absolute floor on interest rates. No bank will charge customers to hold cash when they can simply withdraw it and store it at home. The monetary authority loses its principal tool of economic stimulus. Aggregate demand remains depressed. Employment remains elevated. The economy stagnates in what economists call a liquidity trap—a state first fully formalized by Keynes but diagnosed in principle by Gesell.

The most prominent contemporary macroeconomic theorists, including Willem Buiter of the London School of Economics, Marvin Goodfriend of Carnegie Mellon, Kenneth Rogoff of Harvard, and Gregory Mankiw of Harvard, have explicitly invoked Silvio Gesell and the concept of demurrage as the theoretical solution to overcoming the Zero Lower Bound. If the central bank could impose a depreciation penalty on physical cash—converting the Wörgl stamp-tax principle into modern digital form—the zero lower bound would disappear. Central banks could push real interest rates deeply negative during severe deflationary crises, forcing capital out of idle cash hoards and into productive investment or consumption. Keynes’s objection about substitution effects becomes moot in a system where cash itself is subject to demurrage.

The technological barrier that once made demurrage impractical has evaporated. With the development of Central Bank Digital Currencies—digital versions of sovereign currency accessible to the entire public—a demurrage tax can be implemented smoothly and automatically. The currency can be programmed to depreciate at a set algorithmic rate, eliminating the physical cumbersomeness of the Wörgl stamp while achieving the identical macroeconomic velocity multiplier that Unterguggenberger’s engineers had assembled from paper and ink.

Yet the deployment of such a system raises questions that are no longer purely technical. They are political and philosophical. A central bank with the ability to impose negative rates on all held wealth, digital or physical, possesses a form of surveillance and behavioral control that no monetary authority in the 20th century could exercise. The question is not whether demurrage works—Wörgl proved it does. The question is whether any sovereign monetary authority will ever choose to deploy it, knowing the structural transformation of economic power it would entail.



Demurrage Versus Inflation Targeting: Two Mechanisms, Two Philosophies

The return of demurrage to macroeconomic prominence illuminates a deeper theoretical distinction: between demurrage and the inflation-targeting frameworks that have dominated central banking since the 1990s.

Both mechanisms aim at the same ultimate goal: preventing the hoarding of money and maintaining the velocity necessary for full employment and productive investment. But they achieve this through radically different transmission mechanisms, with radically different consequences for the price system and economic signaling.

Under an inflation-targeting regime, a central bank targets a specific rate of price increase—typically 2% annually in developed economies. The mechanism forces the purchasing power of the currency to decline because the general price level rises. A unit of currency that purchases a unit of goods today will purchase less than a unit of goods next year. This discourages hoarding and encourages spending, just as demurrage does. But it accomplishes this by distorting the price system itself. Prices convey information about scarcity and preference; they are the market’s method of coordinating production and consumption. When inflation is expected, price signals become obscured. A business cannot easily distinguish whether a rise in the price of its output reflects genuine increased demand or merely general monetary inflation. Long-term economic calculation becomes hazardous. Contracts must include inflation-adjustment clauses. The unit-of-account function of money—its role as a stable measure of value—becomes compromised.

Demurrage preserves the absolute clarity of the price system. Under the Wörgl experiment, the general price level of goods and services remained entirely stable. The penalty was applied purely to the nominal quantity of the medium of exchange held by the individual, not to the prices of goods themselves. The price of bread remained constant, denominated in schillings. The price of labor, coal, and leather remained constant. The only thing that depreciated was the holder’s claim on future purchasing power if he refused to spend the money. From a theoretical standpoint, demurrage presents a more surgically precise mechanism for managing monetary velocity without distorting the price signals that guide real economic activity. It achieves the same macroeconomic goal—preventing hoarding and maintaining velocity—while preserving the transparency of the price system.

The 2022 global inflation surge illustrated the consequence of inflation targeting extended beyond its theoretical foundations. Central banks pursuing nominal price increases of 2% per annum found themselves confronted with actual inflation of 8–10%, a gap that eroded real wages, destroyed the unit-of-account function of the currency, and created political instability across the developed world. The tool that had served as an elegant solution to the Zero Lower Bound had become blunt and destructive when inflation exceeded its target.

Demurrage would have presented a different trajectory. The central bank pursuing demurrage during a deflationary crisis would impose a depreciation penalty on cash, driving velocity upward and restoring aggregate demand. But once the velocity and employment targets were achieved, the demurrage rate could be reduced or eliminated. The price level could remain entirely stable. There is no mechanism by which demurrage, by itself, generates an inflation spiral. The penalty is on holding, not on production.



The Question Wörgl Poses

The Wörgl experiment, brief as it was, stands as the only sustained empirical trial of a radical monetary heterodoxy at the moment of its greatest potential relevance. When Silvio Gesell theorized about demurrage in 1916, the idea was purely abstract. When Mayor Unterguggenberger applied it in 1932, the result was unambiguous: unemployment fell, infrastructure was built, taxes were collected, velocity accelerated by a factor of fourteen, and the town that had become synonymous with decay suddenly hummed with purpose.

The experiment was destroyed not because it failed but because it succeeded in a way that threatened the international financial architecture constraining Austria. The lesson—and it is a lesson that every subsequent attempt at monetary innovation has grappled with—is that the viability of a monetary system depends not only on its economic efficacy but on whether it fits within the political framework of sovereign debt obligations. Wörgl challenged that framework directly. The WIR survived by respecting it, operating in the shadows of state monetary monopoly rather than confronting it.

Ninety years later, the technological capacity to implement demurrage exists within every central bank in the world. The theoretical justification has been reinforced by decades of research into the Zero Lower Bound problem and the limitations of inflation targeting. Yet no major central bank has deployed it, even in modified form, even in the experimental circumstances where it might serve a genuine macroeconomic need.

The question Wörgl poses is no longer whether demurrage works. It is whether the relationship between state sovereignty and monetary authority will ever evolve to the point where a rational, empirically validated tool can be deployed without threatening the political economy of public debt. Unterguggenberger proved that the tool functions. Whether modernity will permit its use remains unresolved—a question hanging in the space between economics and power, between what works and what authorities allow.
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