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Orientation
by Fritz Karl Mann

The following volume gives the light of day to a work discovered among
the papers left by Joseph Schumpeter at his death. For those who interpret and
continue the line of Schumpeter’s thought, it is an indispensable resource.
Although provisionally and - especially in the later chapters — only
fragmentarily conducted, it revised and supplemented, and melded in systematic
manner, the thoughts regarding the theory of money contained in earlier
writings.

I will later give an account of the genesis of this work. At this point I only
make mention that the approaches taken in it go a ways back. A concise draft
and research agenda are already contained in the doctrine of economic statics

presented at the age of 25.1 The Theory of Economic Development,? appearing
four years later, formed the second leg of this research, and traced the
phenomenon of money in the stream of the capitalist process. Shortly
thereafter, the start of a systematic construction became briefly visible in “Das
Sozialprodukt und die Rechenpfennige” [The Social Product and Money of
Account], published during the First World War and which, despite its
obfuscating subtitle, was considered to be a declaration of war on the reigning

school of thought.2 Among the other building blocks pertain two writings on the

theory of credit published in the 1920s.4

[xii] The process of ripening appears to have ended at this time. Indeed, the
publication of the present book was announced by Verlag Julius Springer in
1929, at the height of Schumpeter’s teaching activity at the University of Bonn,
bearing the title — infelicitous but customary in academic lectures — Geld und
Widhrung [Money and Currency]. This book was to be published as volume 36 of
the Enzyklopddie der Rechts- und Staatswissenschaft [Encyclopedia of the
Science of Law and State], in the department overseen by Arthur Spiethoff and
Edgar Salin. Apparently Schumpeter had another goal beyond that, because in

various statements in the manuscript he spoke of a second expected volume.2 I
will have something to say about the vicissitudes of this plan and its ultimate
failure at the conclusion of my introduction.

We will initially concentrate on the foundational character of the work,



primarily the epistemological goal and the method of investigation, then the
theoretical and political perspectives provided by that investigation, and, last but
not least, its relation to the social-scientific system that Schumpeter envisioned.

Epistemological and methodological goals

a) In similar fashion to his studies in other areas of research, Schumpeter’s
investigation of the phenomenon of money runs in diverse channels: on the one
hand, he makes use of the tools of “pure” theory, concentrates thereby on
quantitative relations and leaves numerous empirical facts to one side; on the
other hand, he exceeds the limits customarily set by economic theory and treats
the phenomenon of money in a broad historical, political, institutional, and
sociological framework. Though the justification for such a methodological
dichotomy might be called into question from many angles, this will not occupy
us any further at this point.

I will pay just as little attention to Schumpeter’s numerous pleas for the
right of existence of mathematical economic doctrine [mathematische

Volkswirtschaftslehre].> When he began his teaching activity at Harvard — at the
height [xiii] of his fame — he was considered a banner carrier of “pure” theory,
even the econometric investigation unfolding at that time. Back in his youth he
had already confessed that the thought-forms of higher mathematics were simply

forcing themselves upon economists.” And he belonged among the founders of
the American Econometric Society, serving as its president for four years, 1937-
1941.

Despite this, he by no means neglected the far-reaching social-scientific
view. | only mention here an ambitious work concluded in America at the same
time: his two-volume Business Cycles, the subtitle of which already ruled out

that analytical restriction.? In Schumpeter’s view, a plethora of grounds spoke to
this goal: for instance, the argument dear to the German Historical School that
the doctrine of economics is only a province of the social sciences, for which
reason its competence must also be based upon extra-economic connections.
Although this agreement with the Schmoller school did not stand in the way of
his preference for mathematical analysis and econometrics, it nevertheless by all
accounts was resented in broad academic circles — predominantly in America —
as being out of bounds or inconsistent. Even specific social-scientific themes
were treated so often by him that an enumeration here is prohibitive. I only

mention his Vergangenheit und Zukunft der Sozialwissenschaft® [The Past and
Future of Social Science] and two oft-mentioned sociological treatments: Zur



Soziologie des Imperialismus [The Sociology of Imperialisms]'® and Die
sozialen Klassen im ethnisch-homogenen Milieu [Social Classes in An

Ethnically Homogeneous Environment].'! Another two examples may be
mentioned here. As part of his farewell to Bonn, he presented to a closed group
of colleagues the hitherto-unpublished lecture, “Zur Soziologie der
Aullenpolitik” [Concerning the Sociology of Foreign Policy] (1932); and, at the
start of the 1940s, the largely [xiv] socio-political book, Capitalism, Socialism,

and Democracy, in terms of sales his most successful.?

It therefore hardly surprises us that Schumpeter initially treated the
phenomenon of money discussed in this book from the perspective of social
science. As he puts it, “Money, like any other economic institution, is an element
of the overall social process and as such a matter for economic theory, for
sociology, and finally for historical, ethnological, and statistical ‘fact

research.””!3 But the historical and social-scientific aspects were not, as with
previous writers, relegated to secondary status.

“Everything that a people desires, does, suffers, is — is reflected,”
Schumpeter assures us, in a people’s monetary system. In his view, the ultimate
data of social and political occurrences are also the deepest motivating grounds
of monetary policy and the history of money: “the geographical and political
situation of a people, the objective and subjective opportunities provided by its
economy, its social structure and political organization, its attitude toward
economic matters and the future, its morale and energy, everything that is
covered by the words ‘national spirit’ and ‘national character.’” “Nothing
demonstrates so clearly what a people is made of than how it conducts its

monetary policy.”'* The second chapter, pretentiously entitled “Regarding the
Sociology of Money,” is devoted to some of these connections. In this manner
we can understand why the Harvard faculty dedicated its volume in
Schumpeter’s memory, published after his death, to “Schumpeter the social
scientist.”12

Even so, we dare not underestimate the inspiration he gained from Leon
Walras’ general equilibrium analysis — not even in the design of the work of
monetary theory here published. But the statistical analyses derived from Walras
could be coordinated with the method of historical development, as

Schumpeter explicitly declared.!®

[xv] b) Schumpeter justified his methodological broad-mindedness, so
foreign to school-bound economists, upon other grounds as well. Because these
have partly been overlooked and partly misconstrued in previous writing, they
will also occupy us. Some already confront us in the wide-ranging foreword of



Schumpeter’s maiden work.

“The winged words ‘to know all is to forgive all’ contain good sense,”
began the youthful author. “But even more incisively one might say ‘to know all
is to know that there is nothing to forgive.” And this holds true in the sphere of
knowledge as well.” No method of investigation can be absolutized, he warns
the reader. In this context he referred to the argument, admittedly specious,
current in American pragmatic philosophy: every method of investigation is
good that in its sphere of application yields “useful” information. From this,
Schumpeter concluded that in the choice of method all a prioris must be avoided
— at any rate, with the proviso that one must always proceed reasonably. And
even though he described himself in terms of the correlation of being a follower
of both Leon Walras and Friedrich von Wieser, he rejected absolutely any
methodological monomania. From a pragmatic standpoint, he criticized pure
theoreticians as working too much with the concepts “correct” [Richtig] and
“wrong” instead of with the concepts “efficient” and “inefficient;” for although it
is every thinker’s good right to get his hypotheses in order such that they in his
view reflect the processes of reality, they remain “creations of our caprice”

[Willkiir].1Z After all, neither these nor similar later defenses of the “pragmatic
method” are to be understood as a confession of methodological agnosticism,
nor even — as Fritz Machlup surmised — as a denial of the problem of method,
for, as Machlup explained, Schumpeter only demanded “methodological
tolerance,” in the sense that he was “only intolerant of the lack of education

[Unbildung] and lack of tolerance.”'8 Such interpretations miss the mark.
Beyond [xvi] that, they neglect the fact that Schumpeter kept posing the question
as to what from the theoretical viewpoint is efficient or “useful,” for which
reason he often — as in the present book — switched between analytical tools.

Be that as it may, Schumpeter’s methodological lack of prejudice goes
without question. It also explains other inclinations, such as his often effusive
praise for the achievements of other scientists of the most diverse orientations
together with self-criticism bordering on self-denial. Despite the worldwide
echoes, already initiated during his lifetime by some his pupils, he wished to be
considered neither a pioneer nor the head of any school. As he put it in one of his
farewell speeches, to the student body of the University of Bonn, he was
fundamentally far removed from any dogmatic bond. As he confessed, his
scientific labor only pursued provisional knowledge, “because I don’t wish to
say the last word.” Or in a metaphor often cited since then by followers and
critics, “if I have a function, it is not to close doors but to open them.” Never —
he added — did he strive “to bring about anything like a Schumpeter school. Such



a thing does not exist and will not exist.”!2

c) Along with the breadth of his conceptions and his theoretical and
methodological tolerance, came a third, often criticized characteristic:
Schumpeter’s adaptation to contemporary political and world-view-oriented
currents. Even to our ears, accustomed as they are to the party strife, ideological
struggle, and opportunism of our time, it once in a while becomes difficult to
understand how Schumpeter seemed to warm to both democratic and aristocratic
forms of government and society, declaring now socialistic, now capitalistic,
now authoritarian ideals. These swings understandably are explained as
inconsistency and fickleness. Similar to his contemporary rival John Maynard
Keynes, he was not spared from being claimed by many pressure groups,
ideological orientations, and parties. Even in scientific circles, he is put down
partly as an advocate of monopoly capitalism, partly as a “convinced

socialist.”?? Such rash characterizations do not fit well with the picture of his
personality. Lest we forget, the young Schumpeter — like most young German
economists at the turn of the century — had fallen under the spell of Max Weber.
Social science and politics — as he also asserted — had nothing to do with each
other. “I distance myself from practical [xvii] politics and have no other goal

than knowledge.”?! For the purity of science, objective knowledge, must never
be muddled. For this reason, he even rejected any scientific research oriented to
the practical needs of an incidental historical situation. He combatted just as
forcefully the tendency to decide the problems of science in terms of political
preference. This explains his zeal against the “Ricardian vice,” as well as his
severe criticism of John Maynard Keynes’ much-admired General Theory of
Employment, Interest, and Money. “Economics will never have nor merit any

authority until that unholy alliance is dissolved.”?2

d) Finally, Schumpeter’s treatment of the problem of money is based upon
an epistemological presupposition that is overlooked by many commentators, to
wit, that empirical analysis, despite its indispensability for political economy, is
only capable of comprehending the surface of events [Vorgdnge], or the
reflection of transcendent reality in the world of sense, while “the essence of
things” or “the meaning of phenomena” can only be grasped by the intuition, or,
as Schumpeter usually terms it, “vision.” With this Aristotelian concentration
upon the general and generally valid, he was not the teachable follower of Leon
Walras but rather Carl Menger.?3

Indeed, we confront the traces of this in countless statements, as in the
systematic work of his youth, already oft-mentioned, that besides the “chief
content” also presents “the essence” of theoretical economics. This pursuit of the



general and generally valid likewise pervades his theory of money. He rejected
an historicist meaning, for example the development of a variety of theories of
money valid for every stage of culture or every “economic style” (Spiethoff);
for, although the cultural world of each epoch establishes its own conditions,
sometimes even in such a unique way as not to be understood by later cultures, it
is the goal of the theory of money to understand the “essence,” the “meaning,” or

the “function” of money in the economic life process.?? In that we will be
encountering characteristic expressions of this at every step in the work before
us, I will restrict myself to a few samples from the earlier systematic treatment
“Das [xviii] Sozialprodukt und die Rechenpfennige” [The Social Product and
Money of Ac-count].

I refer firstly to the programmatic statement that the theory of money is not

to discover “the surface of the matter” but “the essence of money”?2 and to the
turns easily flowing from his pen during the course of the presentation: “the
essence of the matter,” “the essence and meaning of the process,” “the essence of
the process,” “the essence of the phenomenon” or “contemplation of the
essence” [Wesenschau]. He preferred it also in stricter money-theoretical
analysis. He referred to “the essence of the money circular flow,” “the essence of
monetary devaluation,” “the essence of modern credit,” “the essence and

economic meaning of repayment” and “the essence of the money function.”?® To
appease his epistemological scruple, he did not even shy from stylistic
prolixities: for example, in speaking not of the “economic role of the bank note,”

as is customary, but of “the economic essence of the role of the bank note.”?Z
The work before us is also constructed in terms of this viewpoint. From the
“Sociology of Money” (chapter II) and the “Outline of the Development of the
Doctrine of Money” (chapter III) it turns to an analysis of the money function,
initially indeed in the socialistic community [Gemeinwesen], later in the
capitalistic economic process. The analysis attains its high point in chapter IX,
entitled “The Essence of Money” and which, Schumpeter explains, is “to explain

to us the essence of the social institution of money.””2 Because Schumpeter’s
manuscript which I have before me did not carry a title and because he
considered various alternatives for earlier drafts, I viewed the title of the ninth

chapter as the most appropriate title for the book.?2

3 ¢
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The Money Circular Flow and the Economic Settlement Process
[xix]
In Schumpeter’s view, the theory of money had no business being separated
from general economic theory, because “monetary processes” are only the



reflexes of processes in the goods world. From this viewpoint, he likewise
rejected the customary historical constructions, especially the assumption that
the use of money only became established at a higher economic level and
therefore — as put forward by Bruno Hildebrand through his separation of natural
economy and money economy — effectuated a break in economic history. Every
theory of money, argued Schumpeter, should start with the recognition that
“monetary quantities and monetary processes in the economy receive their
meaning from goods quantities and processes in the world of goods, to which
they correspond, for which reason the understanding of monetary operations
requires understanding of what happens in the world of goods and cannot be

taught independently thereof.”3C

Schumpeter did not take credit for this insight but rather attributed it to an
Austrian teacher of the greatest importance to him. “The novelty of Von Wieser’s
teaching is that it emanates from these economic contexts, from the theory of the
economic process itself, and comprehends monetary phenomena from out of that
process. This is what the comprehensive statement of Wieser’s means, that the
value of money is determined by the relationship between money income and

real income.”3l This puts Wieser’s sponsorship of Schumpeter’s theory of
money beyond doubt. As he explained already in his book about the essence and
chief content of theoretical economics, “in terms of our construct, the theory of
money forms an integrating component of the system of pure economics in
general, in the sense that one cannot separate it from the other parts of that
system.”>2

From this thesis, Schumpeter drew a further conclusion, namely, that the
theory of money must be valid for all economic organizations, since without
money the “economic settlement process” necessary to the essence of the
economic circular flow would be impossible. In other words, the use of money is
not only presupposed by him with the capitalistic economic system but just as
well with the socialistic communal economy, that operates independently of the
motive of acquisition, is without private ownership of the means of production,
and is centrally guided. From the analytical standpoint, he even reversed the [xx]
customary order: the socialistic model, he declared, is to be preferred in that “the
meaning of economic action” [der Sinn des Wirtschaftens] and “the social
economic plan” comes more clearly and transparently to the fore than in the
capitalistic form of economic action; for in the latter, “the results of the
interaction of individual income interests” must be “arduously pieced

together.”33 After all, he did not wish to overdraw the contradistinctions arising
from a comparison, for in each economic system there are two mutually-



conditioning exchange markets: the market of consumption goods and the
market for the means of production.

Every model of the economic circular flow therefore presupposes two
groups of transactions, wherein on the one hand, the means of production (or
“factors of production”) are transformed into consumption goods, and on the
other, consumption goods are transformed into means of production (“factors of
production”). Beyond this, the circular flow taking place also in the
socialistic community can only be rationalized — or, in other words, the
economic result, the social product, or the popular welfare can only be
“maximized” — when the socialistic central office continuously settles accounts.
To do this, it requires a “relevant datum” [Bedeutungsziffer] for every kind of
good and for every quantity of that kind of good, that is to say, a unit of
account [Recheneinheit] (for which Schumpeter makes use of the simpler
concept “money of account” [Rechenpfennigs]), hence a magnitude the choice
of which, as he explicitly demonstrates, is more or less arbitrary. It would be
best, he speculates, to choose a “meaningless” unit of account or to leave off of

naming it altogether, because any name could only evoke a misleading

association.3#

These considerations at the same time compel the conclusion that both the
technical shape given to the unit of account and the organizational principles set
up for its utilization are not to be taken as all that important. Even the suggestion
developed by theoreticians and politicians, to create physical “labor notes” to be
given back by worker-citizens at the warehouses of consumption goods, which
then return to the economic circular flow by being exchanged by the
socialistic central office against new means of production, does not change
anything about the state of affairs, that the economic circular flow is only
possible with continuous settlement of accounts. The decisive factor, concludes
Schumpeter, is the “procedure of clearing operands,” which, as the further
analysis indicates, was not first discovered by capitalism. This method is based
upon [xxi] a system of “mathematical equivalences” that “numerically reflect the
entire economic life of the community, each element of which would correspond
to an element of the economic circular flow.”32

Therefore money appears to us to be only a market-technical institution.
This character of money confronts us with particular clarity in the

socialistic communal economy.?® Independently of its physical shape, money
serves as “certificate,” “claim,” or “unit of entitlement,” as
Schumpeter alternately calls it. Only with its help can the economic process
continue in an enduring and rational fashion.



At the same time we note that a part of this thesis was already formulated in
Schumpeter’s older works, principally in the disquisition The Social Product and
the Unit of Account. “Monetary calculation [Die Geldrechnung]” does as little to
change the economic process, he elaborated then already, “as the use of tokens
does to the essence of a game.” Yet despite this exclusively market-technical
import, monetary calculation is by no means irrelevant: “it rends the great
heartbeat of economic life ... into two great groups of exchange acts.” The
economy now falls into two markets: the market for means of production and the
market for consumption goods. Furthermore, an insight decisive to the problem
of the value of money follows from this: in the condition of stationary
equilibrium, the sum of the prices of all consumption goods must equal the sum
of the price sums of all production goods, and both likewise identical to the sum
all of money incomes. The insight, continued Schumpeter, corresponds to the
fundamental equality between sums of income and social product, already
formulated by Friedrich von Wieser; likewise also the equating of money with a
“claim for goods,” once put forward by John Stuart Mill, lately by Friedrich
Bendixen, as well as the characterization of money as “warrants of productive

performances, joined to the estimate thereof.”’ I will return to these

consequences later.38

The preparation of a complete dogmatic-historical pedigree is not the point
here. I only refer to the dependence on Leon Walras already strongly emphasized
by Schumpeter. Not only the priority of publication of the new doctrine of

money, but also the fame of its most complete version, is owed him.32 [xxii]
Walras already incorporated the settlement mechanism into the general
equilibrium system, that contains as many determining equations as variables
and with the help of mathematical presentation eliminates qualitative
differences. Schumpeter’s dependence upon Walras extends also, as is known, to
a core item of the theory of distribution: the elimination of entrepreneurial profit
arising from the economic process, thus the assumption of an
“entrepreneur making neither profit nor loss,” as well as the “principle of cash-
holding (encaissé désirée),” which, as Schumpeter emphasized, was equivalent

to the principle formulated by Friedrich von Wieser regarding the relation

between money incomes and real incomes.*?

At any rate, with these considerations we remain at the analytical
approaches of Schumpeter’s theory of money. In the investigations that now
follow, the socialistic circular flow model — according to Wieser’s method of
diminishing abstraction — becomes increasingly permeated with profit-economy
or capitalistic institutions and furnished with the monetary-policy equipment



produced in modern times. To the same degree, the accounting process loses its
previous uniformity. Nor is the economy led any longer by an all-powerful
socialistic central office, representing “the social whole,” but by a blend of
autonomous or semi-autonomous organs that cooperate according to a principle
of order that changes in space and time. However, despite the absence of a
central office it is now expected that payments and income coalesce into the
“organic whole of a social economic account.” A social economic calculation
continually consummated in this manner is — as Schumpeter highlights — “not
any the less real because it is not elaborated in a physically existing central

bookkeeping.”*! According to Schumpeter, two chief groups function as
vehicles of this complex accounting process realized in the market economy,
households and firms (with the concept of the firm broadly conceived). In
particular, banks and the central bank belong among the firms, although they
clear credits and debts not only by transferring coins and other physical money
tokens but mainly according to the rules of the current account contract. In so
doing, the repertoire of possible clearing transactions is increased, the more so
that these are expanded by the variations of “bank-mediated money creation”
used in the market-economic system.

[xxiii] With the stepwise approach toward “reality,” numerous other
connections also become recognizable, as when the hypothesis of stationary
equilibrium is dropped and historical and dynamic factors as well as short-term
cyclical wave movements of various sorts, economic development and economic
growth, and the heterogeneous complex of “external disturbances” are
considered in the analysis.

The Dialectic of Money

With this easing of assumptions, a further question arises: whether the
insights gained through the dynamic-institutional investigation model can be
reconciled with those from static circular flow analysis and the monetary-policy
principles derived therefrom. Indeed, we confront a number of contradictions
that are difficult to reconcile. Here I will firstly elucidate Schumpeter’s
sublimation of the original concept of money.

Like his static circular flow analysis demonstrated, money played only a
passive role economically: it was a “token” or a “unit of account,” an
economically neutral technical instrument. It lacked the capacity to propel itself
and to give shape to the economic process.*? Under these presuppositions,
money — to use one of Schumpeter’s metaphors — only functions as a “satellite of
commodities.” Monetary processes were only, he supposed, reflexes of processes



in the goods world.

Arthur W. Marget already referred to this: “Money ... has no organs of
locomotion in itself. It flows (or ceases to flow) in response to decisions, made
by economic units” (“The Monetary Aspects of the Schumpeterian System,” in
Schumpeter, Social Scientist, p. 63).

Schumpeter zealously busied himself to make this capitis diminutio
plausible by means of other comparisons. Occasionally he described money as
the “epidermis of economic life,” as the “shell of the goods world” or “the shell
of the economic body” and, to top it off, assured us that “the truly relevant” takes
place in the world of goods. Or he spoke of the “shadow existence of monetary
symbols” and the “servant role of money.” Often, however, his comparisons
went beyond such unexceptionable formulations; in particular, then, when they
were to characterize the economic functions of money. Originally, as earlier
[xxiv] mentioned, he agreed with older writers that money had to be conceived
as a “claim.” Later he criticized this definition, because it suggests “a misleading
association with the legal concept of a claim” and expressed a preference for the

then-fashionable expression “sign theory.”*2
He rejected the variations of “legal theory” or “conventional theory” far

more decisively. He mocked them as a “barren sandbank.”** He restricted
himself to the thesis that money is subjected to the influence of law and custom,
which is no more than self-evident. As he argued in greater detail elsewhere,
Knapp’s “state theory of money” could not explain the essence of money. In the
most favorable case, it is only a theory of the “essence” of money recognized as
a legally valid means of payment, hence is just as true or false as the statement

that the institution of marriage is a creature of law.*> Beyond this, theorists of
law and convention involved themselves in an insoluble contradiction: on the
one hand, they rejected the application to money of the law of value which holds
in the sphere of commodities, and on the other they resorted to exchange

operations to explain the phenomenon of money.*® He added that Knapp’s

proposed term “nominalism” was “very unfortunate.”*Z
Yet referring to his analysis of the economic settlement process, he also

characterized money as a “warrant” or as “a ticket to the goods reservoir”* or

even as a “theater ticket,”*? therefore also approximating the concept of
“voucher” and “claim.” Be that as it may, it is not my intention to spend time in
[xxv] the difficulties of reconciling Schumpeter’s luxuriously multiplying
comparisons.

In any case, they led Schumpeter to the further conclusion that only a
“reflected value” is attributable to money and that, in consequence, money —



against the reigning viewpoint — need not comprise valuable material or be
“backed” by valuable material.

This train of thought, expressed in the present book, originated from an
earlier time: the value estimates of market players for money — which is how
Schumpeter explained it in The Social Product and Money of Account — were
“simply reflected,” because they already presupposed specific ratios between
money and commodities, so also the purchasing power that they were supposed
to explain, which is, and can only be, nothing other than the reciprocal value of
money prices of a few commodities. Money therefore not only had no use value
but also no exchange value in the same sense as commodities. Or in connection
with the comparison to theater tickets: money only has exchange value in the
sense of the exchange of a theater ticket in connection with the seat to which it

refers. Or conceived in yet another fashion: its exchange value corresponds to

the space available to the theater-goer in the standing room.>®

The historical fact that money often possesses a commodity value, usually a
precious metal value, may therefore from the standpoint of logic — which for
Schumpeter means from the standpoint of the theoretician of money — be

neglected.”l Quite as theoretically irrelevant is the possibility that it acquire

other economic tasks, as for example the hoarding function.”? On the other hand,
a negative quality is logically significant: money is not a good in the customary
sense. It embodies — as Schumpeter previously already formulated it— a method

to dispose of goods.>2

After all, the novelty at the time of this way of thinking should not be
overestimated. Partly it was anticipated by earlier research. Schumpeter’s
achievement restricted itself chiefly to the derivation, the conception, finally also
the arrangement in a coordinated system of thought. The remaining theoretical
debit account may be adjusted by future historians of dogma. We linger [xxvi]
here only for a single function that illuminates Schumpeter’s close relation to the
individualistic heritage. John Stuart Mill had already expounded that both of the
functions of money according to classical economics, the means of exchange and
the measure of value, are incapable of changing the essence of goods exchanges
(“makes no difference in the essential character of transaction”), for money, as
Mill had explained, was only a technical auxiliary, “a machine” providing for the
speed and convenience of goods traffic. At the most, he adds mockingly, money
is influential when the machine gets out of order. Still other notions that merged
into Schumpeter’s theory of money flare up here. I mention in this regard only
Mill’s thesis contradicting everyday experience that money is the most

indifferent thing in the economy.®® As mentioned, Schumpeter also actively



emphasized that what is “truly relevant” for the economic process takes place
only in the world of goods.

That, however, signals an end to Schumpeter’s agreement with the
technical-instrumental concept of his predecessors, “pulling back the money
veil.” In the subsequent chapters devoted to the static circular flow analysis, the
assumption of the passivity of money increasingly loses importance. Schumpeter
seeks rather to demonstrate that money is not a magnitude dependent upon the
economic process but helps to determine the extent and direction of the
economic process and — he adds — has an “economic autonomy” [6konomische
Eigengesetzlichkeit]. A glance at his weightiest arguments will suffice here.

The cornerstone is the detailed demonstration that “the economic process of
itself can only determine the ratios of prices to one another, not absolute prices.”

To accomplish this, it requires a “factor,”> an “arbitrary number regarding the
value of the money quantity of the area of investigation,” characterized by

Schumpeter as “the critical number of the system.”>® This number “subjects all
monetary economic variables, initially prices, to a new condition, itself foreign
to the logic of the economic process,” to which Schumpeter likewise attaches a
new characteristic name: the “money tie.” The money tie follows its own [xxvii]
law and forces the implementation thereof: it causes all prices to adjust to it

through actual or potential changes.”” In this manner, with the help of the

“critical number” and the “money tie,” absolute prices arise.”® Or put another
way, besides the relationship of prices to each other established through the
economic process itself, the “price system” characterized by relative prices, there
henceforth arises another factual situation, absolute prices, therefore the “price
level” of an economy as conceptualized in connection with Francois Divisia.
Accordingly, Schumpeter arrives at the conclusion that “this indirect and
essentially nonsensical method makes up the essence of the social institution that
we call money.” It is behind all historical methods of social accounting. But this
does not yet mean that commodity currencies, which contradict the essence of
money, in particular the showpiece thereof, the classical gold currency, lack
economic advantages. Despite its logical imperfections, the main source, in
Schumpeter’s opinion, of all purely monetary problems, “our admiration for this

ingenious trick of cultural history cannot be great enough.”>2

In what consists this autonomy of money as hypostatized in this
connection? Initially it derives from the practical impossibility of continuously
adjusting the critical number so as to keep the economic process from having to
undergo adjustments founded in the logic of its system of computation. In this
manner, an autonomy arises that does not take changes in the body of



commodities into account, that in fact from the standpoint of the body of

commodities is “senseless.”®® In consequence, holding the critical number
constant is already considered a symptom of autonomy. And still other
adjustment processes come up, forced by the critical number. This point of view
brings Schumpeter to a further conclusion: “the money method is that method of
social account-settlement, according to which the critical number of the
economic system changes autonomously.” Any such method, he adds, creates
units of account that as such — physically or on the books — exist, and that

subject the economic quantities to a new condition, to which they must adjust.5!

To this is added [p. 236 below] a second factual situation that determines
the functioning of money: economic life defends itself against the money tie, or,
as Schumpeter pictures the process, against “the bridle that the autonomous
critical number straps onto its settling-up and settling-through process, and it is
[xxviii] actually able to evade it to some extent.” One such revolt, as exemplified
repeatedly by Schumpeter, follows particularly in the case of a “damaged
currency.”

Might we not object that these cases contradict the previously coined
concept of money? Do they not revive the assumption that money is only a
servant of the world of goods? Or, to resume with Schumpeter’s own
comparison: does not money, the servant of the world of goods, henceforth
recollect its own powers and usurp the role of master? At any rate, the analysis
forces Schumpeter to conclude that a harmonious automatism is lacking. The
assumption that economic life “creates the purchasing power” that it “requires”

is so misleading that it can better be avoided.5?

Furthermore, all money existing physically or on the books can change the
course of the economic process in another manner. Experience teaches that the
total number of applications of money, thus initially the “changing hands” of
coined money and paper money, can exceed the total number of transactions
conducted on the goods market, the exchange of commodities for money and
money for goods. According to the usual analytical premises, the acceleration of
the velocity of circulation has the effect of an increase in the quantity of money.
Nevertheless, Schumpeter believed he had to forego this customary index. For,
as he complained, what is the use of the most excellent indices if one does not
know what one intends to measure with it? In place of the velocity of circulation,
he therefore drew upon a purified concept referring to the turnover of the social
product between firms and households, and the turnover of productive
performances between firms and households, which he wished to characterize as
the “efficiency of coins or of the deposit unit.” This efficiency is measured “by



the number of times in which a coin unit or deposit unit is spent by households
for consumer goods during the observation period — that it renders a service vis-

a-vis the social product.”® In terms of the conceptual specification of the index,
Schumpeter further — as will here only be touched upon — distinguished between
the “frequency” and the “disposition” of the coins. Hereby, two factual
conditions that often encounter each other in the course of the economic process
are separated from each other: “the elements of efficiency that are objectively
given from the standpoint of individual firms and households, and those that are

immediately amenable to the caprice of subjects of the payment process.”%4

[xxix] Broader spheres of influence open up — and in increasing degree over
the course of history — if money frees itself from the bonds of a material
substrate, and not only through the replacement of coins with state-issued paper
money or banknotes, but also through the use of bills of exchange, and beyond
that through the contractual figure of the current account and network of bank
transfers. Because experience teaches that the largest transactions are conducted
with the help of book entries, the need for physical means of payments
diminishes. In this manner, the essence of money also changes: it has to be seen
in the credit or the order or the claim. Because of this, though, the received
concept of money has to be modified again.

Money’s leverage increases under these conditions, for “the scope of the
operands of the economy” can be steadily increased through the fresh creation of

deposits, thus credit creation.®® Schumpeter had already earlier impressively
demonstrated the significance of this for capitalistic development. When, for
example, at the end of a slowdown the “innovations” contrived by a business
pioneer are employed and hopes of a revival of the economy are awakened, the
banks vouchsafe the “additional credit” needed for investment until the
economic boom has started. By the way, using Schumpeter’s terminology this is
another case in which economic life frees itself from the bridle of money.

In this analysis of historical development dating from his earlier work,
Schumpeter had already recognized a twofold heresy: for the increase in
investment and the stimulation of commerce was made possible first by money
in the customary sense and secondly by other means of payment. In
consequence, to the latter were also attributed “an essential role,” for the
processes in the sphere of means of payment were “not mere reflexes of
processes in the world of goods ... in which everything essential originated.”5®

But in the finished presentation now published, he softened this conclusion,
defending himself against the conclusion that money and credit dominated the
economic process; he even refused the obvious assumption in the financing of



innovations, that money and credit exercise an economic initiative. Rather, [xxx]
he sought now — and in contrast to his own static circular flow analysis — to place
accents more cautiously. I quote here the formulation that mitigates the
contradiction: “Money and credit do not play a merely subservient role therein,
in the sense that they register only what would happen independently of them,
although neither are they a first cause [primum movens] that would produce a
wave motion — an alternation of positive and negative phases of the economic
process, that without them would not exist.” With the help of the account-settling
system, money and credit are able to draw existing means of production away
from their previous uses and apply them to new uses. They therefore have the
ability “temporarily to commandeer transactions in existing goods.” The
account-settling system allied with money and credit is indeed “the midwife of
the new, but not more than that. It does not create the new, nor does it initiate
it.”®Z

After all, the conceptual opposition is not solved with this comparison. It
seems to me that it can be characterized as Schumpeter’s “dialectic of money.”
In addition to the technical function of money initially analyzed by him, in the
course of his investigation there increasingly appear limiting regulatory
economic functions exercised by money and determining its essence. Or
logically comprehended: through the negation of the original, merely market-
technical concept of money, the technical and regulatory functions of a
comprehensive, richer concept of money is obtained in the course of the
investigation.

About the Provenance of the Manuscript

Prior to interrupting his teaching activity at the University of Bonn in the
summer of 1930, in order to appear as visiting professor at Harvard and,
subsequently, to embark on a world voyage, Schumpeter deposited the draft of
this book with his colleague at Bonn and presumptive editor, Arthur Spiethoff.
Indeed, as Spiethoff stated to me, he provided alternate instructions. In case he
should return safely to Bonn in the following year, the manuscript should be
returned to him; but if something were to happen to him during the trip, the
manuscript should be published unchanged in its provisional version. When
Schumpeter returned the following year and received the manuscript back,
Spiethoff asked him the question obvious to the editor: when would the work
already announced in the Encyclopedia of the Science of Law and State appear?
According to Spiethoff’s report, Schumpeter responded “Never.” Whether the
interview took such a dramatic turn cannot be ascertained today. That it ended



with Schumpeter’s rejection, however, is likely beyond doubt, for the [xxxi]
publication of the treatise has been postponed until now. The correctness of the
assumption is supported by the fact that a former colleague of Schumpeter’s,
Professor Gustav Clausing at Erlangen, remembers that shortly after his return to
Bonn Schumpeter deposited his “money book” in a room of the political science
seminar. He thereby noted that it dealt with a specific volume in the
Encyclopedia but that it probably would not be published in its present form.

At any rate, he later regretted this renunciation. In looking through the
manuscript it can be seen that he soon resumed the work, as early as his first
years in America. And a plan of publication — now in English — was soon
developed. Schumpeter referred to this in the first volume of his Business

Cycles, published in 1939.%8 At the same time an advertisement appeared in the
American Economic Review announcing that Schumpeter’s book about money
would soon be published by Harvard University Press. This implies that a formal
commitment must have been made by Schumpeter at this time. After this second
(English) plan, the release was further delayed and eventually fell through.
Perhaps Schumpeter hesitated with the publication for a similar reason as with
another equally unfinished life’s work, his History of Economic Analysis, the
possible conclusion of which he discussed with me only a few days before his
death: the scientific resistance that awaited him appeared too great to make one
last effort worthwhile.

At his death, the German-language version of the manuscript was found
among Schumpeter’s posthumous papers, and was soon entrusted by Mrs.
Schumpeter to Professor Arthur Marget, now also deceased, for translation into
English. In subsequent years Marget, at the time director of the Division of
International Finance at the Board of Governors of the Federal Reserve System
in Washington D.C., worked on the translation with several assistants, and,
because he knew of my interest in Schumpeter’s work, passed to me a copy of
the German text of the manuscript. I have based the following edition upon this
copy. According to information gleaned from many involved persons, the
remaining copies — also used by Marget — at this time are no longer available.

[xxxii] In publication, obvious writing mistakes are corrected and, here and
there, omitted words are included in brackets. Since Chapter XII lacked a title, a
prospective replacement has been added in brackets. On the other hand,
bracketed ejaculations such as “Why?” or “In what manner?” often encountered
in the manuscript have been suppressed, as they apparently were directed by the
writer only to himself.

I owe special thanks to my colleagues at the University of Cologne; for
consultation regarding mathematical questions, Prof. Dr. Johann Pflanzagl; for



bibliographic suggestions, Dr. Arnold Price of the Library of Congress in
Washington D.C.; for additions to the bibliography, graduate economists Hans
Joachim Frye and Manfred Burkart, both of the University of Cologne; and for
the preparation of the indices of persons and subjects, graduate economist Karl
Weinhard of Ingolstadt.



[xxxiii]

Introduction to the English edition

It is now 75 years since the English-language version of Joseph
Schumpeter’s prospective treatise on money was first announced, and 86 years
since the first plans were announced for a German edition. It has been a tortured
journey for the English edition, one which now finally finds fulfilment. It joins
the German edition, originally published back in 1970 (of which this is the
translation), as well as Italian” and French” editions.

There has been a great deal of speculation as to why Schumpeter never
“pulled the trigger” and went ahead with publishing his book on money.” The
usual explanation invokes the supposed daunting achievement of John Maynard
Keynes, which is to have had the effect of discouraging Schumpeter from
coming out in print with his own version of monetary matters. Keynes’ Treatise
on Money, published in 1930 — right about the time Schumpeter was preparing
his own manuscript for publication — is said to have had this effect. Smithies in
1950 put forward the (now discredited) thesis that Schumpeter decided to
destroy his own work after Keynes published his. Swedberg, following Kulla,
argued that Schumpeter felt upstaged by Keynes, repeating the story put forward
by Salin to the effect that Schumpeter burnt the manuscript. Allen, for his part,
argued that Schumpeter postponed the publication of his treatise in order to
digest “the more mature level of analysis” contained in Keynes’s work.
Messori takes Allen’s approach and builds on it. In his view, although the two
works diverge, Schumpeter still suffered by comparison. This is supposedly
evidenced by notes sent by Schumpeter to Keynes, congratulating him on his
achievement. Messori would have Schumpeter evincing “a sincere appreciation
tempered by envy.” And as recently as 2013, Medearis still furthers the claim
that Schumpeter “felt [xxxiv] he had been upstaged by John Maynard Keynes’s
publication of A Treatise of [sic] Money in 1930” (Medearis 2013, pp. 33-34).

Yet the actual notes breath not envy but empathy. Schumpeter wrote, “I
have been, and shall be again, suffering enough from the weight of the labours of
composing anything like a ‘treatise’ on money to be able to form an idea of how
you must feel relieved.” The true sentiment here is Schumpeter’s suffering
similar labor pains in composing his own treatise, pains from which he never
experienced the relief he imagined must be Keynes’, because he never could get
the manuscript into the shape he desired.



With the hindsight of 75-plus years, it is easier now to hazard a guess as to
why Schumpeter could not get the manuscript into a form that he found
satisfactory. The key is provided by Mann (see p. xxxi above): “Perhaps
Schumpeter hesitated with the publication for a similar reason as with another
equally unfinished life’s work, his History of Economic Analysis, the possible
conclusion of which he discussed with me only a few days before his death: the
scientific resistance that awaited him appeared too great to make one last effort
worthwhile.”

Ah yes, the scientific resistance. The grain of truth in the thesis that
Keynes’s work discouraged Schumpeter is this: it showed him which way the
wind was blowing. Keynes’s method as represented in the General Theory of
Employment, Interest and Money" caught on, not only in terms of intellectual
consensus, but in terms of policy. And this was no accident; the one explains the
other. Keynes’s approach was tailor-made to a policy prescription that resonated
in countries going through the throes of economic depression. But for
Schumpeter, this was the one evil that needed to be avoided: for him, “the purity
of science, objective knowledge, must never be muddled,” noted Mann. “For this
reason, he even rejected any scientific research oriented to the practical needs of
an incidental historical situation” (p. xvii above). To do this is to commit
something so egregious that Schumpeter coined a famous phrase for it — the
“Ricardian vice.”

What needs to be understood is that Schumpeter’s treatise represents what
might be considered the high-water mark of interwar monetary theory, the
development of which was interrupted by the advent of the Great Depression.
That series of events constituted such an earth-shaking phenomenon that it
caused even the work of Keynes to be lifted out of its previous bed and shunted
[xxxv] on to the alternative course as represented in the General Theory; for
Keynes’s Treatise, for all its differences with Schumpeter’s work, could be
considered a part of this interwar theoretical body, while the General Theory
took an entirely different approach.” It was this alternative approach, represented
initially by Keynes and later by both monetarists and Austrian economists, that
became dominant. Its overarching characteristic is that it simplifies the monetary
system and restricts it to the workings of central banks (monetary policy) and
government (fiscal policy), with everything else entirely derivative and
secondary.

The approach represented by Schumpeter is diametrically opposed to this.
Instead of focusing on central banks and government policy, it focuses on the
banking system as a whole, to what Schumpeter referred to as the “social central



bookkeeping in the capitalist economy” the main characteristic of which is the
current account relation (pp. 132 ff. below). This yields an account-settling and
clearing functionality which exhibits the true essence of money.

Schumpeter thus here provides a detailed version of the “credit theory of
money” that he contrasts with the “monetary theory of credit” which, as he
explained in The History of Economic Analysis, has been the predominant
understanding. “It may be more useful to start from [credit transactions] in the
first place, to look upon capitalist finance as a clearing system that cancels
claims and debts and carries forward the differences—so that ‘money’ payments
come in only as a special case without any particularly fundamental importance”
(p. 717). To do this, of course, is to turn matters on their head, but in
Schumpeter’s view it is only to reestablish the proper relationship, which
otherwise is “inverted” (see pp. 233 ff. below).

At the heart of this account-settling and clearing system is the creation and
extinction of credit and debt. That this takes place throughout the banking
system is something only vaguely understood and even less given its proper
place in theory. The interwar theory constituted a valiant attempt to do so, but
was stopped in its tracks. Schumpeter bemoaned this situation at length:

It proved extraordinarily difficult for economists to recognize that bank loans and bank
investments do create deposits. In fact, throughout the [xxxvi] period under survey [from 1870
to 1914 and later] they refused with practical unanimity to do so. And even in 1930, when the
large majority had been converted and accepted that doctrine as a matter of course,
Keynes rightly felt it to be necessary to reexpound and to defend the doctrine at length, and
some of its most important aspects cannot be said to be fully understood even now. This is a
most interesting illustration of the inhibitions with which analytic advance has to contend and
in particular of the fact that people may be perfectly familiar with a phenomenon for ages and
even discuss it frequently without realizing its true significance and without admitting it into
their general scheme of thought (History of Economic Analysis, pp. 1114-1115).

The collapse of “new era” 1920s finance and the extended misery of the
Great Depression found its scapegoat precisely in the doctrine of credit creation.
The Austrian theory of the business cycle put credit creation at the core of its
analysis of booms and busts, blaming it for those swings. Hahn, whose
theoretical achievement in analyzing the phenomenon of credit creation was
highlighted by Schumpeter, ended up renouncing the phenomenon as
“Keynesian,” even though Keynesianism proper had nothing to do with it. The
result was the dissolution of a coherent body of monetary thought.

By 1948, academics like Albert Gailord Hart were writing, if not in
lamentation, at least with a sense of disguised apprehension about the changed
state of play.



Only a few years ago, money was the prize course in many economics departments — the
surest to command spontaneous interest among students, and the one in which the teacher had
the strongest sense of showing how useful economics could be. Today, the subject of money
looks much more drab. Courses in the ‘fiscal policy’ aspects of public finance, in business
cycles, in international trade, and in ‘pure theory’ now eclipse courses in money. They are so
stimulating largely because so much of their subject matter has been appropriated from

. [7]
‘money and banking’ courses.

Monetary theory was now being parceled out among cognate disciplines; it
no longer received its wonted attention. The theory now was little more than that
money was a passive blob in the hands of technocratic central bankers and fiscal
policy practitioners in government, pumped to wherever, and injected into
whatever, it was (in their eyes) needed.

[xxxvii] Schumpeter saw all of this happening and knew his analysis,
diametrically opposed as it was to this, now-reigning approach, did not have a
prayer of a decent reception. His Business Cycles, the best thing on the subject
available, was dismissed as tendentious and inconclusive, at least in part because
the central role of credit creation in business cycles made it too foreign to the
reigning dogma.” His Theory of Economic Development was dumbed down to a
mere explanation of economic development in terms of the entrepreneur in
vacuo, oblivious of the essential role of credit creation precisely in enabling the
entrepreneur: “among the types of economic agents that the analysis of reality
brings out, the entrepreneur is the typical debtor.”” Credit creation is the means
by which the entrepreneur is made capable of intervening in the economic
process at all.

In other words, Schumpeter had managed to avoid the Ricardian vice. He
remained true to his theory because of its faithfulness to reality, regardless of its
utility, or lack thereof, for policy and consensus-building. And he paid the price
for it: oblivion, to the degree that such was possible to someone as brilliant as
himself.”

His own critique of Keynesianism sums up his position vis-a-vis the
consensus:

It is ... highly significant that, as late as June 1927, there was room for the article of F.W.
Crick, ‘The Genesis of Bank Deposits’ (Economica), which explains how bank loans create
deposits and repayment to banks annihilates them—in a manner that should have been indeed,
but evidently was not even then, ‘time-honored theory.” There is, however, a sequel to Lord
Keynes’s treatment of the subject of credit creation in the Treatise of 1930 of which it is
necessary to take notice in passing. The deposit-creating bank loan and its role in the financing
of investment without any previous saving up of the sums thus lent have practically
disappeared in the analytic schema of the General Theory, where it is again the saving public



that holds the scene. Orthodox Keynesianism has in fact reverted [xxxviii] to the old view
according to which the central facts about the money market are analytically rendered by
means of the public’s propensity to save coupled with its liquidity preference. I cannot do
more than advert to this fact. Whether this spells progress or retrogression, every economist
must decide for himself (History of Economic Analysis, pp. 1114-1115, n5).

So then, what this book presents is the outworking, in the field of money, of
the system Schumpeter initially put forward in The Theory of Economic
Development and later elaborated in historical and theoretical minuteness in
Business Cycles. As such, it constitutes a key element of the Schumpeterian
method, and indeed provides the missing key to a comprehensive understanding
of the elements contained in these other works. This makes it eminently
worthwhile and even essential reading for anyone who wishes to come to grips
with the true Schumpeter.



[xxxix]
Notes on the Translation

The text is the direct translation of Das Wesen des Geldes, published by
Vandenhoeck & Ruprecht GmbH, Gottingen, in 1970, and reprinted in 2008. The
title has however been changed. Rather than retain Mann’s The Essence of
Money, it has been decided to use the title made reference to by Schumpeter in
his own published work, viz., Business Cycles, where the book is referred to as
the “treatise on money” in various places throughout the two volumes.
Furthermore, the suggestion made by Messori (see the article referenced in n3 on
p. xxxiii above) to use “the theory of money and banking” would seem to miss
the connection noted by Mann on p. xviii above, to the effect that Schumpeter
saw his book in connection with Keynes’s. Indeed, it pursues the same goal and
covers the same ground; it is a product of that era, and breathes that era. The title
makes that connection more clear.

The usual translation conventions are followed, but with a twist. Square
brackets [like this] are used either to show the original text in cases where the
translation is not straightforward or unambiguous, or where the original text is
unique in some way (to show, e.g., Schumpeter’s use of Greek or Latin terms),
or to show English translations of foreign-language titles. Colored text is used to
show interpolations by either the original editor of the manuscript, Fritz Karl
Mann, or the translator. Text in blue, like this, is Mann’s, while text in red-
orange, like this, has been added by the translator.

NOTE ON THE KINDLE VERSION: page numbers from the original
paperback version are included in square brackets.
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[1]

Chapter I
Introduction

Monetary Policy in Context

1. Monetary policy [Wahrungspolitik] means more than forms, influences,!
rules for a separate sphere of technical matters relating to the market economy.
The often passionate, always great interest in the practical questions of money
[Geldwesens] and its value is explained by the fact that everything that a people
desires, does, suffers, is — is reflected in money, and at the same time, that a
people’s monetary system [Geldwesen] exercises a fundamental influence on its
economic activity and its destiny in general. The condition of a people’s
monetary system is a symptom of all its conditions: a government budget deficit,
the manner and spirit of financial policy even without a deficit, every measure of
trade and commercial policy at all that promotes or discourages economic
activity, finally the revival or decay of economic life, must exercise a
fundamental influence on currency even when they are not immediately visible
in every case. This we understand up front, regardless of the difficulties of
diagnosing a concrete situation, even before our discussion has gotten under
way.

But then it follows that all the aspects and all the social and political
happenings that explain the deficits, the financial, economic, social policies,
recovery or decay, must be reflected in the state of the currency: victorious wars
and defeats, war preparations, revolutions, foreign policy successes and failures,
domestic political constellations, the strength or weakness of governments — and
the more so, when in the historical course of events all of these things had an
effect in terms of monetary policy not only when they led to corresponding
measures or changes in the economic process, but when they, as they sometimes
do, exercise a direct influence. This includes general despondency that alters [2]
people’s monetary dispositions before anything else is done directly to affect
interest rates or exchange rates. Any kind of policy can then become monetary
policy, any kind of event a monetary event. And finally, it follows that the
ultimate data of social and political events are also the deepest determinants of
monetary policy and monetary history: the geographical and political situation of



a people, the objective and subjective opportunities provided by its economy, its
social structure and political organization, its attitude toward economic matters
and the future, its morale and energy, everything that is covered by the words
“national spirit” and “national character.” Nothing demonstrates so clearly what
a people is made of than how it conducts its monetary policy.

Of course, this aspect of the matter can also be overestimated, to the
detriment of practice and knowledge. Understanding these broader relationships
does not attain to grasping monetary processes in their nature and in the
influence that they in turn exert. He who, e.g., explains inflation by national
calamities (Germany) or in other cases by the economic possibilities of the
massive discharge of national will (Japan), has not explained this inflation as a
monetary phenomenon. He who contents himself with a reference to overall
social processes, with inflation occurring as an element thereof, has skipped over
the specific monetary-policy problem. And a characteristic class of monetary-
policy and monetary-scientific shortcomings, the nature and scope of which will
gradually become clear to us, is a consequence of the belief that ascertainment of
complex social causes of a monetary phenomenon coincides with ascertainment
of this phenomenon itself. This would only be so if the complex social cause
uniquely determined the monetary phenomenon. But it is immediately clear to
the unprejudiced that, to stick with the example, a political and social situation
of a type that renders inflationary monetary policy practically understandable,
does not with equally automatic necessity determine the actual emergence, and
even less with equal clarity the extent, of inflation, in the manner that an
abundant harvest determines the fall in prices of agrarian products. The one who
says, for example, that the collapse of the German currency was due to the
invasion of the Ruhr has said nothing as far as monetary policy is concerned.

As little as it is surprising when we say that the condition of the skin of an
animal’s body depends on the condition of all its organs, but also that the
condition of the skin is an essential element of the condition of all the other
organs, just as little should it seem strange to us when we reciprocally say that
monetary policy and the condition of the currency exercises a constant major
influence on everything that a nation desires or does, and on all elements of its
social and economic being. This is true both in the sense that monetary policy
[3] and the condition of the currency materially mutually determine any other
policy and any other type of condition, and in the sense that the consideration of
monetary policy and the condition of the currency help to determine the relation
between seemingly remote fields, and help to explain conditions that seemingly
have nothing to do with the currency.

The generation that lived through the World War and the postwar period



need not have explained to them that monetary difficulties are the central
problem of fiscal policy and can dominate it; nor that generally every social
policy and economic policy can be dependent upon the currency and the
consideration thereof; nor even that exchange rates sometimes determine the
economic loss or success of individuals, and boom or depression in the economy,
and bring about economic and social regroupings the quantitative overall
significance of which is far greater than the effects of any revolutions that have
taken place in the same historical period. During this time we have seen the
internal and external policies of states with debauched monetary systems
dependent upon the condition of the currencies of those states. And we have all
experienced the disorganizing effect of currency breakdown on national
character, morality, and all branches of cultural life. However, the events of the
war and the postwar period afforded as little that was new in term of economics
or sociology as in other areas, but only provided well-known phenomena on an
enlarged scale; all of this might be shown just as well, for example, in the events
of the Napoleonic era or in the social and spiritual tensions and releases of the

16" century — the latter case in particular purity, because the price revolution,
which roused the people and created the atmosphere of unrest, by which
traditions and customs lost their authority and the social organism pulsated
feverishly, was mainly monetary, brought about by the accident of precious
metal supplies from America and internal damage to the currency. Qualitatively,
things are quite the same in quiet times. The direct observation of practice shows
us how every weakness of the currency weakens the internal and external
political position of a people; how, through the link of central bank policy, the
impulse of any variation in the condition of the national currency spreads over
the entire economy and makes itself felt in all the symptoms of economic being
— employment, wage and income level, export and consumption figures, etc.

But even this aspect of the matter may be overestimated to the detriment of
practice and knowledge, both in terms of its importance, particularly the causal
role of monetary conditions, and in terms of what monetary policy can
accomplish for the currency itself and for the economy. As an example, the
obviously absurd attempt that is made to explain the demise of the ancient
Roman Empire by the depletion of the supply of precious metals. Of more
practical [4] importance is the widespread, almost mystical attitude among
laymen to the effect that the opaque monetary system is a source of dark
influences in the weal and woe of the people, and of almost all social ills. A
sharply-defined type of social reform monomaniac sees money, its reform or
abolition, as a social panacea: his existence has always formed one of the biggest
troubles to the profession of monetary policymaker and money investigator. But



even without degenerating into the pathological, overestimations of the power of
monetary policy or the value of certain monetary systems are frequent and

disruptive enough.? One finds even among otherwise reasonable, upstanding
people, especially in the business world, a fanatical monetary policy creed,
accessible to no argument and the root of which is often difficult to determine.
Many a man who is otherwise unprejudiced and accommodating even on
sensitive issues, cannot keep himself from regarding dissenters in this area as
rogues. Our purpose here is only to warn against two opposite, equally false,
basic orientations.

The Limits of Monetary Policy

2. Monetary policy is policy. For this reason, scientific analysis can be
produced, effects and tendencies of money systems and currency conditions can
be made comprehensible — they can “explain the facts” — and thus also indicate
the monetary-policy means that can be applied in order to achieve given goals,
but they cannot provide any “final” goals to political action, i.e., no goals that
are not in turn subordinate to other given goals. Leaving out of consideration the
case in which the motivation behind setting a specific goal is in error regarding
factual interrelations [Zusammenhdnge] — in which case, of course, the scientific
clarification of the interrelations determines the fate of the goal — the means of
an empirical scientific discipline such as social economics, while they can
explain why certain goals appear under certain conditions among certain people,
cannot indicate whether the goal itself is “correct” or “wrong.”

This principle was already formulated in classic conciseness by Senior and,
later, Sidgwick. The interested reader is referred to the statements of Von Gottl,
Sombart, and Max Weber at the Vienna meeting of the Association for [5] Social

Policy in 1909.2 Using an example from our area: until the mid-1890s, American
farmers were for silver currency; then they became supporters of the
gold standard. These monetary-policy objectives are understandable to us, if we
note that up to that time the farmers were mainly quite a debtor class, while from
then on they increasingly acquired active bank accounts, and at times other
investments as well. They therefore were first interested in easing their debt
burden; then this motivation dropped and indeed a weaker albeit contrary one
took its place. Silver currency was an appropriate means of debt relief because,
under the circumstances of the time, silver currency meant declining monetary
value. Gold was then a suitable means to maintain intact the purchasing power of
assets, because with the circumstances of the turn of the century, the purchasing
power of gold was relatively stable. Therefore, these monetary policy objectives



that we have recognized as dependent upon “final” targets given by us, thus
factually recognized as a “means,” we recognize as “correct” from the standpoint
of the given “final” objective — just as we would have had to characterize them
as “wrong” if the silver currency had been intended as a means of lowering the
rate of interest — without being untrue to the viewpoint of science, or mingling
our own will with our knowledge, or, finally, judgmentally and politically taking
sides.

The “final” goal itself we can see and understand. But from the standpoint
of science we cannot make that judgment. Of course, we can show the
participants aspects that they otherwise might overlook. So in this case, the
farmers can be shown that a long-lasting reduction in the value of money is
likely to worsen credit terms or the prices of industrial supplies that farmers need
to buy, or finally cause disturbances in the economic or social process, the
circumstances of which could be expected to rob the farmers of part, all, or more
than all of the advantage. If it were not farmers but a socially leading stratum of
large landowners, we would also be able to argue that the objective economic
advantage to them should be sought at least in part in the interest of social and
political acceptability [Geltung] and that monetary policy set in the pursuit of
immediate gain would be harmful to the political standing [Geltung] of this
stratum. The economic interests of immediate advantage and that of enduring
advantage must always indeed be distinguished, within a broader sphere of still
very “practical” interests between the economic and social interests of a [6]
group. But while in this manner we push ever in the direction of more
comprehensive final goals, and we gain ever more ground within which
scientific knowledge can be “intermediate goal-setting,” at bottom the particular
final goal must remain out of reach.

Let us refrain from the epistemological gap between what “is” — or “counts”
— and what “ought” — or “should count” — and ask ourselves purely practically
about the impossibility of “scientific politics” in the true meaning of the words.
It lies firstly in the fact that social groups gear their monetary-political will, like
every political will, to their own interest, and a decision between various
monetary policies is only possible by taking sides in a judgmental manner. But
that’s not all. Even if no group sought to realize its interest but only to realize the
“common good” no matter how conceived, we have gained little. For each of the
standpoints from which individuals and groups in the social world view things,
and in which they are instructed by surroundings or spiritual inheritance, sees
this common good differently. No analysis, no matter how conscientious, can,
for example, put the importance of keeping intact the rights of creditors in the
same light to the socialist, who rejects the existence of such rights generally, and



the conservative, who considers it an essential element of the social order.
Everyone’s entire social world, what everyone loves and hates as light or dark
and good or bad, penetrates here into judgment. No mere clash of interests is
ever as sharp as the contrast between those who neither want the interests of
individual groups represented nor actually represent them, but rather put their
focus on different ideals regarding the national or social future.

But this result requires a limitation which, although not fundamental, is of
so much more practical significance. As the doctor may give his advice without
having to add every time, “if you want to be healthy,” just as the criteria of the
condition which we refer to as health are shared by the vast majority of people,
and the majority harbor this same wish to be healthy in terms of these criteria,
just so can the economist speak of right and wrong measures, of good and bad
currency conditions, without having to add the caveat, if the monetary-policy
objectives of the people were factually sufficiently similar. Without the
fundamental divide between the realms of knowledge and volition thereby
disappearing, the importance thereof to the work of science and practice would
disappear if everyone wanted the same thing. In the realm of final opinions,
currently especially in the realm of the contrast between the socialist and the
private-economic ideal, such parallel wills cannot but be impossible. But in
many other such realms this is not the case.

And we even see under the moving surface of the political struggle, the
opposition of goals becoming milder at important points; “matters of principle”
[7] tend to recede to the background. Nowhere is this more the case today than in
the field of monetary policy. Here the recovery from the turmoil of the war and
postwar period, still in everyone’s consciousness, has had the consequence, not
of producing the same desire in everyone regarding monetary policy, but
nevertheless a very similar desire regarding monetary policy among such a
majority as in practice to leave divergent objectives virtually out of
consideration, such that, at present, divergent goals are taken into consideration
as little as divergent ideals regarding health and hygienic “final” goals are taken
into account by the vast majority. Therefore, in our area we can make use of the
judgmental categories of “right and wrong,” “good and bad” with greater
freedom than would otherwise be permitted, although we can never forget that
such epithets, if they are to have scientific meaning, always imply either that a
group interest is given among us the standpoint of which we express, or that,
under the circumstances of the case, a commonality of goal for all or
substantially all groups can be presumed.

The Three Currency Ideals



It is easy to formulate the “ultimate” monetary-policy ideal that in our time
is so widely accepted — even by people who would directly benefit from a
differently-oriented monetary policy — that we can refer to it as the general one.
To this end, we have to make clear a trivial fact, which really needs no further
mention: apparently, monetary policy and currency conditions are attributed such
great importance only because an element of economic welfare depends on
them. But monetary policy only gains relevance to economic welfare or to
economic events in general because and insofar that they influence the prices of
consumer goods, or as we say using a common expression, the purchasing
power of money, or the “value of money.” If they did not do that, it would be a
technical triviality that would interest no one and would never have entered into
the circle of great national questions. Interest in monetary policy and currency
conditions therefore is interest in the value of money. Monetary policy at the end
of the day is money-value policy (von Mises). This simplifies our question
regarding the current currency ideal — there can then only be three currency
ideals, the ideal of increasing, decreasing, and constant purchasing power of
money. We will see later that these terms are by no means as simple, and as easy
to find fault with in various aspects, as laymen think them to be. We now use the
terms in their popular sense, known to everyone, richly imprecise though they
are.

Deflation

[8] a) The goal of the gradually increasing value of money, because it
corresponds directly to the creditor interest, has never been popular or is
scarcely explicitly represented. The identical target of lower prices often is,
although the idea of fundamentally lowering all prices is often mixed with the
notion of the relative cheapness of large masses of consumer goods, which has
nothing to do with it. The depression-oriented symptoms that as a rule have
accompanied general price reductions have made this goal totally unpopular. But
it should be mentioned here that it cannot be rejected for the reason by which
alone science can discard an ideal, namely, because its motivation implies
objective errors. Not only is nothing like this on offer, but it can even be shown
that the reluctance to deal with this goal itself partially implies errors, such as an
overestimation of the damage to the production process brought about by a slow
and predictable decline in prices. We just need to place ourselves within a
foreign mentality to understand that with a correspondingly high estimate of
creditor interest — whereby fixed income is also concerned - the
savings premium involved in increasing monetary value may appear very



plausible for the “common good,” and even more the idea that the fruits of
economic development “should” accrue to all parties in the form of rising
purchasing power of the income unit rather than in the form of increasing the
nominal amount of income. By the way, we will see that the capitalist economy,
left to itself, to a certain extent has the tendency to realize this ideal; in other
words, in the absence of “other” disorders would show declining prices over the
long term.

Inflation

b) The goal of the slowly declining value of money is to be distinguished
from the question of whether, in a particular case, lowering the value of money is
not an appropriate means to cure depression symptoms or some other temporary
evil. What is on view here is declining monetary value as a normal, enduring
phenomenon. This would only make sense from the standpoint that no
attainment “should” be linked to a fundamental perpetual claim on the national
economy, and therefore the gradual dispossession of respective beneficiaries of

monetary claims is desirable? — a viewpoint hostile to capital, but not socialistic.
It is discredited to some degree by the fact that it often appears associated with
monetary policy utopias and charlatanism, but objectively is as little absurd as its
opposite number. None other than Knut Wicksell has represented this view-[9]
point. Incidentally, it has also found supporters as a means of promoting
production and relief of the most active element of the economy, the
entrepreneur — with a kernel of truth, albeit mixed with a multitude of factual
errors. Our time is still so much under the influence of the radical despoliation of
the creditor and the effects of the type of production stimulus that it has seen,
that it has little appetite for this monetary ideal.

Stability

c) The goal of “stable” or “constant” purchasing power dominates the
hour. In it, the will of the politician and businessman, expressed or — even more
importantly — considered to be above discussion, converges with the opinion of
the best authorities of the subject. This volition and this opinion are not new. An
analysis of the actual monetary behavior of men and institutions that formed the

practical tradition of the 19™ century shows the goal of stable purchasing power
to be its objective meaning, regardless of the pronouncements that were
expressed and however inadequate the means that were employed. The best
central bank directors, the best representatives of both bimetallism and a pure
gold currency, actually sought nothing more than this. Even older is the
realization by monetary researchers that at least a good deal of the fluctuations in



the value of money are not functional, in the sense that they indiscriminately
scatter profits and losses throughout the economy, which do not, as do other
gains and losses, play a definite role in the economic process — they are technical
flaws and nothing more, although regarding the question as to whether this
affects all fluctuations in the value of money and, if not, for which cases it might
be true, there are very different views. To this the desire attached itself, both for
the purpose of science and practice, to make sums of money comparable across
different times and places, and thereby in turn the quest numerically to determine
actual monetary fluctuations, so that even the person who does not make the
ideal, wholly or partly, his own, must recognize that much of the best work was
done with reference to it. And this led to a whole series of monetary reform
proposals — the serious reform proposals are intended to serve this purpose
almost exclusively — many of which are linked to some of the best names of our
science (Walras, Marshall, Irving Fisher, Keynes).

The experiences of the war and the postwar period have only blown fresh
wind in these sails and put the goal of stable monetary value on the agenda of
practical discussion. Here, a new horizon opened: monetary policy for the first
time came into view as therapy for the economy, as a means of economic policy
formation of the industrial body, to a large circle. For the time being, however,
[10] the stability of the monetary value as such stands in the foreground — even
where nothing further is pursued than a “sound” currency and a safeguarded
exchange rate. We will usually argue from the standpoint of this objective,
without however identifying with it.

We maintain that sound currency today practically means a currency which
is suitable to preserve the purchasing power of money from fluctuations. In
America the term spilled over into the arsenal of political weapons (“sound
money”), first during the time of the paper money economy and later during the
struggle surrounding silver. Originally it meant money consisting of gold or
redeemable in gold, without much emphasis being placed on the fluctuations of
gold itself. But from the moral connotation gained by the expression, we know
that it was only a precursor of further knowledge and a crude expression of the
desire for stable money. The “sound money man” was the man who disapproved
of monetary fluctuations and profits flowing from speculative activity as morally
and professionally “unreliable,” who above all thought of “sound” money as
honest money — but that, interpreted according what has been said, leads back to
the ideal of stable money, although at the time an inadequate means for its

realization, gold, had to suffice.2
Let us take note of yet another strand of such connections, which has now



atrophied. The programs of the strict liberal parties® were always attached to the
gold standard. First, from the point of view just mentioned, and because they
conformed to the liberal economic ethic of the market-oriented do ut des,
although, as I said, not entirely. But then came the added connotation that today
has lost its political power. For liberalism, gold-money became sound money
because it was money removed from, or at least less amenable to, political
manipulation, and left domestic price formation and the foreign exchange rate to
the vagaries of gold production and the mechanism of gold movements. From
this as well came one of the psychological sources of the modern intellectual’s
dislike of gold as a metallic currency, savoring as it does of the autonomy of the
private sector, and causing difficulties for both socialistic and
neomercantilistic intervention.

[11] Of course, the ideal of stable money does not necessarily mean that one
has to advocate the perpetuation of the value of money dominant at any
particular time. Given, for example, a damaged [havarierte] currency, this
objective requires the transition to a “sound,” i.e. stable, currency. At what rate
that happens, whether the currency unit should be worth more, less, or the same,
as the damaged currency at that moment, is another matter. This objective in
itself also stipulates only that the purchasing power of the monetary unit undergo
no long-term changes. Again, it is another matter whether short-term
fluctuations, namely those [corresponding to] changes in the performance of the
economy and in the seasons, are to be allowed or even to be promoted. Finally, a
warning that is even more necessary with this currency ideal than with the other
two: without deeper analysis, it is vague and nebulous, not only in its particular
expressions, but in its essence. It would be a good preparatory exercise for the
reader to make clear to himself what he and others understand by this ideal, and
in this way persuade himself regarding the wealth of issues to be tackled here.



[13]

Chapter 11
Regarding the Sociology of Money

How to Theorize About Money

1. Before we say something about the development and progress of research
into money, we wish in this chapter to touch on a range of topics in a field that
might be called the sociology of money. These issues lie beyond our actual task,
but they have an effect on it, and the state of scientific debate makes it desirable
to go into them briefly. We will use the terms in their everyday meaning, without
defining all of them. And we will make use of the opportunity to prepare the
ground for future trains of thought.

Money [das Geldwesen], like any other economic institution, is an element
of the overall social process and as such a matter for economic theory, for
sociology, and finally for historical, ethnological, and statistical “fact research”
[Tatsachenforschung]. This is not the place fundamentally to analyze the relation
of this latter principle to “theory.” Suffice it to say that what “fact research” has
to offer us is not only an object of theoretical explanation, not only a means of
verification of theoretical propositions, but that constant interaction between
“theory” and “fact research” in problems, ways of apprehension, and
exploitation of knowledge seems to exist that corresponds with the essence of
any empirical discipline. In the sense of our discussion in the first chapter, the
requisite factual material even extends far beyond the mere “history of money”
or the statistics of money, almost without supposed limit.

We must be aware that only together do the history, statistics, and ethnology
of money, credit, and currency, and the theory of money, credit, and currency,
represent the science of money, and are so inseparable that it is impossible to
bring forward a satisfactory history of the monetary system independently of
theory, or to gain a complete theory that in one breath would fundamentally weld
all the available facts together. So also in the context of our problem, a single
monetary-historical fact can only take its place as an example, because its task is
to give a pointer in the comprehension and interpretation of monetary
phenomena, although it is also desirable that none of the “big” events of the
history of money remain unmentioned, i.e., those events, which, whether [14]



instructive for our knowledge or not,l as historical occurrences, as historical
individuals, were of symptomatic or causal significance for the contemporary
course of events in business and society. We will further develop the theory of
money and credit transactions in a scheme that is taken from its modern form
and oriented to modern problems. And not just for the sake of didactic
convenience, but because it also seems factually more correct than to work from
a state that is as primitive as possible. Because all states of the monetary system
hitherto observed, even those only mentally recognized as possible, are done
justice by appropriately adapting our scheme, dropping some features, inserting
others, while the opposite procedure does not, and why this is so, will be seen by
the reader; if he doesn’t, it could only be the fault of our presentation. This
procedure, which thus objectively juxtaposes problems pertaining to different
times and incommensurable cultural worlds, and in which the historic final shape
of our subject matter becomes the basic theoretical form or the most proximate
“actual” neighbor of the theoretical form, now raises two fundamental questions.

One sounds like this: is there one theory of money for all historical periods
or economic styles (Spiethoff), or must a particular theory be constructed for
each and every one? Even this question entails the rejection of a possible
position, namely the position that the cultural world of every era is so unique
that it will be incomprehensible and inaccessible to the categories of the cultural
world of every other epoch. That may be so; only whoever takes this position
cannot accept with an intellectual’s naive overconfidence that it is nevertheless
possible precisely for him, with his time-bound eyes, to look different cultures in
the face, but he has to surrender the activity of specific scientific disciplines as
well as simple historiography. If one doesn’t go that far, one gains the standpoint
to which social science in all fields, e.g., in the history of law and legal theory,
owes much: that one should not judge conditions and processes of other [15]
cultures foreign in time or place by the narrow horizon of the moral and material
interests of one’s own culture; we ought not project our — even if logical —
standards onto foreign cultures, as the sociologically uneducated of all ages — not

only the 18™ century — are always inclined to do.

But because this view implies that foreign cultures are still accessible
somehow and in some sense to us, the attempt to provide the analytical means
for their interpretation can fail at most in individual cases; it cannot in principle
be pointless. Whether these means are different every time, or are always the
same, is a mere question of fact which only practical work can solve, not
philosophizing. Certainly, money is very different in the mind and behavior of
people of different cultures. It may be difficult or impossible to reduce its



cultural meaning for different times to a common denominator. But this kind of
meaning is not what matters with the science of money. It is rather — if we must
speak of “meaning” — about that meaning that lies in the function of money in
the economic life process. For this meaning, the other is only relevant as it
influences the actual behavior of people in relation to money, and the question as
to whether it is possible to comprehend the elements of the cultural world that
are essential to explain events in monetary history is a factual one, answerable
only in the individual case.

An example: if the object which fulfills the function of money is a sacred
object at the same time, and disposal of it is subject to ritual requirements, the
money transactions of the relevant community will not only look different
culturally than they would otherwise, but also economically. For example, the
tendency as far as possible to retain pieces of this object may be unreasonable in
terms of “mere” economics but nevertheless may take on dimensions very
important to the course of events. But this also exhausts the relevance of that
mentality or culture in this case. As important as further analytic penetration
might otherwise be, in terms of monetary theory we have nothing to gain here.
And because our analytical apparatus works in the same way with such a case as
with all others, and for the treatment of such a case one must only take care that,
in addition to the other concrete data which can always be “inserted” in a
theoretical train of thought, the actual effect that the sacred character of the
money-good has on the behavior of the people is taken into account — therefore
there arises from such a factual situation no argument for “epoch-bound”
theories against “general” theories.

But the shape of monetary relationships can be so different from epoch to
epoch, that it would be virtually nugatory separately to put forward a “general”
theory restricted to meaningless generalities. At first glance, matters really do so
stand — what does bank-transfer payment have in common with Homer’s [16]
“cattle accounting”? Furthermore, some manners of apprehension accord with
individual historical conditions so much better than others that one might be
tempted to call the former “correct” and the latter “wrong.” Hence, a theory of
money could very well take the form of conceptual processing of “types” of
successive historical conditions. This would provide us with a list of monetary
theories appropriate to these styles. And that would bring not only the historic
qualification of our subject but also the practical problems of each era very
clearly and vividly to expression.

It could not then so easily come to pass, as it sometimes does, that one
extends the analysis of a peculiar set of circumstances [Verumstdndungen] to
other sets of circumstances that do not present the same features, such as in the



discussion of the transfer problem in today’s Germany, in which one argues as if
international relations in trade and in automatic gold movements exhaust the
subject as they did a hundred years ago, and overlooks the movements of short-
term capital — to mention just one aspect. If we wished to proceed in this manner,
we would find that we actually had to repeat a lot of things each time and,
moreover, that we would be repeating precisely the theoretical essence of the
matter, the principle of understanding, and the most important lever of analysis.
For example, we could not say that the intrinsic value of the money material

in 10" century Germany pertained to the essence of money, and that of 20T
century Germany did not; rather, it would turn out that this feature either always
is part of the essence of money or it never is, although it may very well be true

that if we knew of no other circumstances than those of 10 century Germany,
we would not have come up with the idea that there could be “materially

worthless” money.2 Also note that this has nothing to do with the question of
whether intrinsic value of the substance of which money is made was not
perhaps practically indispensable. This question might be answered in the
affirmative. For the people of that time, another kind of money might have been
incomprehensible and unusable in traffic, although this is not to say that this was
in fact the case. It does not follow that the theoretical interpretation of the money
of that economic world would have to go through the feature of material value.
In passing, one should be made aware of the great importance in monetary
policy of distinguishing between “virtually unavoidable” and “theoretically
essential.” The monetary policy of today, for example, as we shall see, for all
[17] practical purposes cannot easily forego the connection of each currency
with gold. Should the monetary policy of a single country do that, it would
undoubtedly open up a source of inconveniences. But that does not mean that it
would belong to the essence of money to be made of gold or be connected with

gold.2 This refutation does not however dispose of the practical point of view
unless the latter is based on nothing more than this theoretical conviction —
which hardly occurs.

Historical Versus Logical Priority

2. The second question is: must we not, in view of the fact that modern
monetary and credit transactions are rather complicated, and the additional fact
that they have developed from primitive and historically early conditions, go
back to the historical, ethnological, prehistoric “origins” of money, as the natural
starting point of our analysis? One might call it the question of the relation of



historical and logical priority.

Of course we must expand our factual material in space and time as much
as we can. But he who investigates the historical and pre-historical “beginnings”
of the monetary system in the hope that the nature of the case would there
automatically present itself to him in its purest and simplest form, is in danger of
going wrong in three different directions. First, in the historical and sociological
study of social institutions one tends to supplement the material of prehistory
with ethnological material, in the assumption that the conditions of primitive
peoples today are similar to relics of our past. This assumption can be made only
with special precautions. The primitive or poor culture of today has a past behind
it, during which it was pushed farther and farther into ever more necessitous
environments; it is run down and may have acquired “primitivisms” that were
not previously its own. But apart from that it is a prejudice to believe that the
historically antecedent or the culturally more primitive on the face of it is
logically simpler and less complicated.

This can best be shown with an example: if one wishes to approach more
closely to the essence of the modern entrepreneur by tracing the historical type,
one soon lands in a social condition in which the entrepreneur seems to be
miss[18] ing. In fact, however, the essential function is not missing, but only
lacks embodiment in a particular type of economic agent. It becomes an element
of a unified social leader-position that combines military, often priestly, judicial,
and administrative functions. But in order to understand this factual relation and
to recognize the element of entrepreneurship in, e.g., a chieftain in the primitive
horde, one must otherwise have gained clarity regarding the theory. And even
then, for primitive conditions it is not a simple but a complex factual situation
that exists. Only with time does the entrepreneurial function gain sharper
contours. But even a hundred years ago, we find this function being combined
with the capitalist function with such regularity that the earlier theory almost
ubiquitously threw both together, apparently even believing that the latter
function was the key. In this case, therefore, the nature of the thing has emerged
only in the course of history, and the modern manifestations of it in particular are
logically the purest and factually the simplest. Of course, conversely, one should

not assume that this is always the case. Rather, logical and historical

“development”® must always be kept apart in principle. And since it is not

obvious from the outset that the historical sequence must show all possible or
any significant or interesting features of the object in all its purity, it does not
justify the expectation that fundamental understanding must arise as a necessary
by-product of historical perspective.

Applied to our case: if one has the theoretical view that money in its



essence is a commodity which is also used as a medium of exchange, and also
has the cultural-historical view that money “originally” presents itself as such a
commodity, then one states that the “essential” form of money is historically the
oldest too. Such a conjunction is sociologically interesting. But from the
standpoint of practical analytical work, in itself it is quite by accident. Such a
theoretical view can have as little regard for the possible cultural and historical
fact as can a cultural-historical assumption be based on that theoretical view. No
monetary theory may refuted by demonstrating the falsity of any claims by its
author regarding the early history of money, nor can any be proven correct by

demonstrating the accuracy of such claims by its author.2 And the historical [19]
condition that is to be considered the “basic form” — if any — for each researcher
results from his theoretical knowledge, not vice versa. The view here held to has
already been indicated. In terms of this view, it is precisely the primitive forms
of money that appear complicated, veiling the essence of the matter the most
thickly. And precisely that commerce that uses a commodity to fulfill the
functions of money theoretically presents the greatest aberration of reality from
the “essence of the matter” that there is.

Yet we must beware of rejecting the thought process of all the authors who
have fallen into the error alleged here, merely for that reason. Rather, in each
case it is a question of fact as to what is invalidated by this error. But we must
also beware of attributing the alleged error to every author whose presentation
looks as if it has fallen into it. That would be to misunderstand a manner of
presentation that in the past was very common in our science. Just as it would be
unfathomably unintelligent to object to the epic form of expression of social
utopias or social scientific knowledge, that once was so popular and so
attractive, [simply] because the things in question have never taken place “like
that,” so also, regarding the form of expression of social scientific knowledge
that has developed from the epic form and has maintained itself with us for an
unduly long period, [is the objection] that one ought not make an assertion about
cultural-historical conditions because an assumption is clothed in pseudo-
historical forms.® Even if an author [mistakenly] believes he is expressing a
factually tenable assertion, the content can still be useful in the character of an
assumption for the purpose of constructing a simple factual situation and for the
separation of different logical stages of the presentation.

Exploring the History of Money

3. Through this insight, the problem of the genetic origin of money loses
nothing of its sociological, socio-psychological, and cultural-historical



significance, but much of its monetary-theoretical significance. The observations
that we nonetheless have to make, we insert here. In addition, we refer to the

[20] literature, of which for the purposes of economists the best introduction is

still Menger, and among recent authors in particular Burns.”

First we need to determine to which phenomena in the economies of
primitive ages we want to appeal as historical sources of later money economies.
For expediency’s sake, we proceed to the four functions of money which the

doctrine of the 19™ century, especially the British doctrine, distinguished and put
at the head of their discussions. Some or all of them are meant by the historian,
anthropologist, paleontologist, when discussing the origins of money. These
functions are: medium of exchange, standard of value, standard of performance,
and store of value.

Medium of Exchange

a) Where exchange transactions take place, although we do not always see
it, already in very primitive cases goods are taken and given in exchange, in
which the receiving end is not used up or consumed but is used for further
exchange. If we ask why this happens, there can be only one answer: because it

is apparently so efficient® that it continues, under the influence of progressing
experience, during the course of millennia, wherever there is regular exchange
with [21] more than two goods. Note: When we say that it must be very time
consuming, inconvenient, and often impossible to find an exchange partner who
has just what you need, and needs just what you have, which is why indirect
exchange became established and is maintained, whereby one assumes that what
one does not need, or not in these quantities, but which one yet may expect to
sell against what one really wants to have — we do not attribute to the primitives
antecedent knowledge regarding the usefulness of the process, and absolutely no
conscious rationality, or even a particular decision-making capacity, just as little
as we attribute to a bee colony the knowledge of the geometrical properties of
the honeycomb cell. Nor is an “invention” of money in question.

Precisely for this reason we understand that this practice became
established without yet knowing how it became established. This is an entirely
different question, a part of the great complex of questions that attaches to the
origin of all social institutions. Just as unjustified objections to the answer to the
first question on the basis of our — the observers’ — understanding of the needs
and advantages of the economic situation regarding self-developing barter arise
from the fact that the objector only sees this latter question, so do unjustified
claims regarding the former question arise from the claimant overlooking the



presence of and independent significance of the latter. An example of this
situation from a different field: if we ask why the domestication and breeding of
domestic animals has come about and why this practice has maintained itself, the
answer can of course only be that the products and services of domestic animals
have crucially enriched the economic process. But with this realization nothing
is gained regarding the question of how animal husbandry came about. For it is
not only not certain but not even likely that prior knowledge of these benefits led
to it, if only because the entire extent only afterwards manifested itself and could
not have been foreseen. The original motive of domestication must therefore
have been different from that which later became decisive for retaining and
expanding the custom. Only in the path of a function transformation, based on
experience with previously tamed animals, could domestic animals be enlisted in
their later economic roles (E. Hahn). And inasmuch as all thinking of primitives
is tinged with the sacred, it is very reasonable to assume that the original motive
was rooted in religious beliefs and that religious commandments and
prohibitions mediated the closer acquaintance with certain species, which
constituted the precondition for the discovery and exploitation of
serviceableness. Nevertheless, within the bounds of a particular problem the fact
of this serviceableness remains a valid and necessary explanation, which no
reference to sacred aspects can replace.

[22] In the case of money we further understand that the use of highly
marketable or salable goods, i.e., those that everyone more or less can use or
wishes to have, become customary in indirect exchange and that such goods
gradually become recognized as a medium of exchange without express
agreement or legislative compulsion, even without any consideration for the
common interest (Menger, p. 558). We observe as well that, in each case, such
goods take their place as media of exchange that are especially popular in the
economic situation in question, such as furs — including scalps — ivory, coral,
slaves, pets, salt, mats, tools, tea, tobacco, amber, cacao beans, bananas, glass

beads, dyes, grain, rice, pieces of metal,2 or even simple tools such as knives,
axes, etc. It is quite beside the point, which circumstances aid the medium of
exchange to gain its preferred position: the circumstance, for example, that it is a
popular national product or a preferred subject of importation and not
domestically produced, or, by contrast, is a staple article of export. In all these
cases, which are not restricted to particular areas or specific races, the medium
of exchange owes its function to its own economic importance, which
undeniably is independent of the medium of exchange function itself.

A doubt in this direction is only possible with jewelry objects.’® That is to



say, while a different type of use or consumption immediately presents its
explanation, a jewelry object still raises the question as to why it is considered a
piece of jewelry. And here it could happen that by first performing the medium
of exchange function, it attains a distinguished position, in particular a distin-
[23] guished significance. A use function based only on the medium of exchange

function would of course not be suitable to explain the latter.'d Such a case may
be with the use of shells, especially cowries, which have been found in
Paleolithic remains, and which continues an extraordinarily long life in coin
form that simulates the shape of the shell, and in linguistic relics. With modern-
day primitives, the jewelry meaning is sometimes entirely lacking — as in the

complex system of shell money of Rossel Island'? — which of course does not
prove that it was always lacking in these cases.

Despite this limitation — a very important one; in fact, the only important
one — the supporting documentation for this view of the genesis of money is of
such overwhelming abundance that we need to understand its life force,
especially if we bear in mind that the differences and controversies between the
different varieties of this view do not affect their basic ideas. In addition, at least
important cases of barter exchange, in which one might be tempted to deny the
importance of the commodity meaning of exchange media and to speak of a
token form of money, clearly refer back to earlier commodity meanings. Hence,
according to Max Weber, there was fur money in Russia, pieces of fur without
utility; but the idea that this fur money without use value refers back to fur
money with use value, suggests itself too quickly for it to prove more than that
materially worthless forms of money do exist, which is not relevant here and
which we knew anyway — in the manner that, according to what has been said,

Weber’s classification!® (jewelry money — use money — clothes money — fiat
money) is of no fundamental importance generally.

The biggest impression is made by the fate of the most important
ethnological example of a pure fiat money without any goods-meaning which
has yet been put forward by the doctrine of money. The natives of the Portuguese
colony of Angola used a value token in their internal transactions, called the
macute by FEuropean observers, which seemed to lack any commodity

significance. The writers on money of the 18" century, including
Montesquieu and Steuart, put [24] the greatest emphasis on this, and even
Mill held the macute to be an authentic case of a conventional unit of a pure
money of account. But it now seems clear'® that the macute originally was a
garment, thus that it represented a typical case of commodity money, and only
gradually was reduced to an unusable piece of cotton material or mat, which was



eventually incorporated into the Portuguese right of coinage, first simply by
affixing a stamp to the material, and then by replacing this material with a coin —
so that the historical connection to a commodity money is given here,

completely sufficient in this context.!2

So, as things stand, not only must the genesis of money from barter be
considered a safe bet, but also (which is a separate issue), so must the
development of the medium of exchange function from the respective particular
marketable commodity be as well. Perhaps even greater is the success of this
view over that regarding the piece of metal prepared for transaction purposes —
the coin — which the spirit of language later in many cases considered to be
actual money (cf. the Latin moneta with its French, Italian, Spanish, Portuguese
and English derivatives, the Russian denjgi, the Hungarian penz, etc.). Not only
do coin denominations and coin images often refer to goods meanings — again:
such symbolism does not contradict, but rather speaks for the emergence of
money from the most marketable commodity — and not only did coinage often
traceably replace commodity money used in earlier times in the same place, but
even the conversion of commodity money into coin is traceable step by step.

Current unit-amounts of the exchange metals is the necessary precondition
[Prius]. The next step, which can be traced in Mesopotamia and Egypt, is the
appearance of officially standardized weights and their determination by
officials. Then the old practice of marking [markieren] contracts by pressing a
seal was transferred to the marking [Bezeichnen] of metal pieces. This seal
initially was purely private: for example the seal of a merchant company, as with
the Semitic shekel and the Chinese tael. The origin of this practice erroneously
used to be put in the seventh century B.C., but recent finds of coins and charters
in India, Egypt, and in Assyria and China as well, point back to much earlier
times. Roundabout the Aegean sea, in the Greek sphere of influence, although
[25] not precisely first in Greece itself, the further step then took place: the more
perfect treatment of the metal piece, and the monopolization of embossing by
public authorities (the monopoly of coinage as the exclusive competence to
regulate the monetary system, namely to determine coin weights and rates, and
the prerogative of coinage as an exclusive right to carry out the embossing). This
is all just as one could want it to be from the standpoint of a representative of the
view under discussion. But if we believe we thereby have gained something for
the essence of money or even of coinage, then a serious derailment is on offer.
On the other hand, the reluctance of newer and older researchers of money to
define coins as stamped pieces of metal, and to see in the die only the official
declaration of fineness, rests on an entirely appropriate feeling. But historically
coins and dies were initially nothing else.



Objections only touch on side issues, when they are not simply based on
misunderstandings or are completely useless, such as the one asserting that the
account of the genesis of money provided here is rationalistic and individualistic
and therefore is to be rejected from the outset. While all the same it still is not
entirely satisfactory, this is because of a circumstance that may be called the
original “subsidiary character” of indirect exchange. Despite what we said about
the desirability (indeed — from a certain point of view — the necessity) of indirect
exchange, it is not only analytically a further step, but also historically a later
one. Real exchange trading may be conducted through long periods without
there being an indirect exchange and the formation of an exchange-mediating
good. Regarding primitive cases, the so-called “silent trade” comes mainly into
consideration, as it occurs, e.g., between agricultural black peoples and hunting
dwarf peoples on the Upper Congo today. Although the economic scheme of
exchange fits it perfectly, it lacks the exchange agent. The practice of
exchanging that which one wants to give directly against what one wants to have
is still today entirely traceable and occurs even in Europe, as in the case of
southern Portuguese farmers. Finally, international trade was originally only
direct exchange, which is still in service between peoples of very different stage
of culture, just as, back in the day, a trading nation like the Phoenicians did not
stand out at all in the development of exchange mediators.

This firstly opens the possibility that with many peoples indirect
exchange only could have arisen using an exchange agent, and only long after
this did the rest of the features that we are in the habit of connecting with money
assert themselves. But apart from that, it should be noted that direct exchange is
the more obvious, and indirect exchange may have come about in such a way
that direct trade was the object every time and in principle, with the detour of
[26] indirect exchange only taken when the direct way was impassable. And if
indirect exchange initially was a makeshift, a subsidiary means of commerce, the
viewpoint that the original medium of exchange would have been the most
marketable commodity would seem to take a back seat to the viewpoint that the
original medium of exchange would have been a material that one does not
gladly part with and only does so out of necessity. And this latter viewpoint
indicates hoarding and not exchange mediation as the “most original” function
from which the remaining ones may have evolved, although they became more
important, with exchange mediation in particular doubtlessly growing up into the
fundamental aspect.

Measure of Value
b) By “value” here is understood exchange value expressed in money. Thus,



its unit price, when we are dealing with the current unit quantity of a good — a
physical good or a service — or, if it has to do with something else than the unit
quantity, the price times amount. If one says that money is acting as a “measure
of value,” one usually means in this context that the exchange ratios of the goods
with each other are replaced by the ratios between each of them and money, so
that money is a “means of expression of ratios” and the market valuation given
by those relations to that quantity of goods. Of course, the idea that any quantity
of goods contains an “exchange value amount” independent of the actual acts of
exchange, that itself determines the ratios, and that money measures this
exchange value, would be completely absurd — just as it actually goes back to

very primitive ideas.'® But the money prices of market goods can be referred to
as measures of “exchange value” insofar as there are no exchange values without
exchange acts and ratios established by those acts, and yet those exchange ratios
are a real phenomenon, the existence of which is independent of the intervention
of money, and which only finds expression in money prices. Taking our
reasoning in the following chapters into consideration makes it desirable to
clarify the concept of this “measure of value” and introduce the concept of a
measure of value with another meaning.

Above all, then, the “measured” or “expressed” “exchange value” of a
quantity of commodity is that quantity of a commodity times the price at which

[27] it, in the period under review, is actuallylZ sold or could actually be sold —
possibly taking into account the condition that this sale changes the price that
previously predominated. This is the only useful significance of the much-
abused term “exchange value,” which one is better off avoiding, and replacing
with “price.”

Sometimes, however, it also makes practical sense not to multiply the
quantity of the product by the price as just defined, but rather by the actually
prevailing market price, without regard to the fact that it would be different if
this quantity of goods were offered. Thus, for example, for the purposes of
calculating a wealth tax on a shareholding, a market price is chosen without
regard to whether the shareholding could be disposed of at this price. It is not
now our concern to inquire into the meaning of this. At any rate, that meaning is
not the above-mentioned meaning.

After all, this was also a real price. But sometimes we operate with a mere
proposed price or a range of proposed prices. Whoever thinks to himself that he
would buy a car of a certain sort if it were to be had for 3000 marks, and two
cars of this sort if the price were 2000 marks apiece, when in fact the price of the
car is 4000 marks, in reality buys none at all. So what is the point of his



reflections? Apparently, in practical terms firstly to clarify to himself his
disposition in relation to possible changes in car prices — which is by no means a
purposeless game, either in consumptive or in corporate behavior. But if we look
more closely, we see that determining that a car of a certain kind is worth 3000
marks to a particular individual at a specific time, has yet a much broader and
deeper meaning: at bottom it has as little to do with possible prices as with the
actually prevailing price. It means nothing more than the attempt of the
individual to clarify his estimate of use value of an automobile, to quantify that
use value.

So we basically have also left the sphere of exchange values, even if
furthermore the unit of the means of quantification is a means of expressing
exchange value, and its significance in the minds of evaluating people is owing
to this very fact. And we are entering a sphere in which there is a manifestation
that does not, in the manner of “exchange value” critiqued above, arise only [28]
through the exchange act, but in principle is independent of the existence of any
market transactions at all, and hence its measurement — whatever other
difficulties it might have — to that degree does not display the same logical
absurdity that sometimes is implied when one speaks of measuring “exchange
value.” Not every magnitude expressed in money terms that confronts us is
therefore a price magnitude or a price multiplied by a quantity of a commodity.
And we are now talking of a “measure of value” in an entirely different sense,
and allow associations with the idea of a price at best entirely to lapse. “Measure
of value” in this sense — for those of us who disapprove of the term “measure of
exchange value,” it is the real meaning — signifies the practice of life and the
practice of science attaching to life, ascribing numerical quantities to subjective
value feelings or objectively visible manners of behavior in such a way that the
object of value feelings or behavior is compared with a number of units of any
other object of value feelings or behavior, and through this comparison is set in
relation to all objects of value feelings or behaviors lying within the field of
vision of the observing subject. The actors that we are observing, and we, the
observers, gain by this method quantitative indices of value and behavior, that
apparently are of the utmost importance to the rationalization of action itself, and
to our consideration of that action, on the same level of significance as language
and writing.!8

We have here touched upon a very controversial issue, or actually two. Both
are repeatedly hinted at in our thought process. One is: how can we think of
“measuring” “value feelings” (= assigning numerical magnitudes to them),
which are not “magnitudes,” or at least not “extensity magnitudes,” but at most
[29] only intensity magnitudes? The other: how can we think of making this



measurement with the aid of money, this creature of exchange transactions that
gains its meaning only through such transactions? Even these questions contain
preconceived — and erroneous — opinions both regarding this problem of
measuring and about the nature of measurement generally, from which one must
free oneself if one is to make progress within the ambit of these issues. Here it is
enough to say to the unprejudiced reader — as opposed to the expert
predetermined by generic counter-arguments — that he holds in his hand that
which matters, if he has ever in his life said “I would give 100 marks not to have
to go to those boring dinner parties.” The currently most important case of a
scientific application and refinement of this method in practical life is the
concept of consumer surplus, which, first envisioned by Dupuit, was
rediscovered and introduced into the daily use of economic theory by Marshall.

The price someone pays for a specific quantity of a commodity can, of
course, never be greater than the amount of money equaling the satisfaction
expected from this quantity by the observed subject, to wit, 3000 marks for the
automobile in the above example. This amount of money is equal to the price
that the subject would pay for the car in the extreme case, but itself it is not a
price. If the car can be had for 2500 marks, the difference 3000 — 2500 = 500
marks represents a measured value — if we continue for simplicity’s sake to use a
psychological expression of not quite indubitable correctness — of the net gain in
satisfaction which attaches to this application of 2500 marks as compared with
yet other possible uses thereof. This measured value is called consumer surplus.
We now assume that each considered potential outlay relative to the subject’s
total budget is so small that through them, even if they would be made in full
amount — the consumer surplus would then be equal to zero — the importance of
the individual mark for the subject is not changed significantly, and that each
good is perfectly divisible — in the case of goods such as the car, it means that we
break it down into individual services rendered, which one could also purchase
individually, e.g., by renting a car for a single journey. Hence we clarify with
Marshall'? — and thus also, as is easily seen, with Gossen’s law of the satiation of
want — in the following way.

[30] Take, for example, a household that buys tea in each budget period.*°
Observation teaches that in the extreme case, the household is willing to buy a
pound of tea for 20 marks, but only one pound per budget period. Obviously the
behavior of the household or, psychologically speaking, its valuation of tea in the
special place of “first pound per budget period” is thereby characterized,
quantified, or measured. Observation further teaches that the same household
under the same circumstances would rather pay 14 marks for a second pound of



tea per budget period than go without that second pound. This teaches us the
same thing about its estimate for the second or for a “behavior” regarding the
second pound as does the first observation of its estimate regarding the first
pound per budget period. But it teaches us nothing more regarding its estimate
of the first pound per budget period, as if, say, this estimate would be affected by
the consumption of the second pound: under our assumption, the estimate even
for the first pound remains the same as what it [i.e., the subjective estimate| was,

and its numeric expression what it was.!

Although the household would spend 28 marks on tea and no more if the
price actually were 14 marks, these 28 marks still are not the measure by which
it acts. This follows indeed from the consideration that under our conditions the
household would pay 20 marks for a pound, if that was the actual price, and that
it would then buy yet another pound at 14 marks should the price drop
unexpectedly to 14 marks: if, for example, the household had to deal with a
monopolist asking 20 marks per pound, who also gave his customers to
understand that he would maintain this price, then our household would buy the
pound of tea at this price; should the monopolist nevertheless turn around and
lower his price to 14 marks, he would indeed be able to pry 34 marks from the
household, which is only curious to us because, in the consideration of
successive purchases from inadvertently falling prices, we are used to each
preceding purchase at higher prices having an effect on the significance the
buyer attaches to each individual mark.

Continuing in this manner, we observe for instance that the household
would pay at most 10 marks for a third pound of tea per budget period — which
practically means that it would buy three pounds and no more at a price of 10
[31] marks per pound — that it would sacrifice six marks for a fourth pound, four
marks for a fifth, three marks for a sixth, etc. If, for example, the actual price is 4
marks, the household would buy five pounds for a total of 20 marks and receive
something whose welfare significance [Wohlfahrtsbedeutung ] is given by the
sum 20 + 14 + 10 + 4 + 6 = 54 marks, putting the consumer surplus at 54 — 20 =

34 marks.?2 It is easily seen that this approach indeed uses price magnitudes in
the discussed case, but in principle proceeds from something that is not a price,
and would make sense in a closed economy, except that the dimension of the
sacrifice compared to the measure of the quantity of satisfaction would not
coincide with actual prices paid, as it does (misleadingly) in this case.

The reader is asked thoroughly to master this most important tool of

analysis by making a careful study of Marshall’s presentation.?2 Here reference
can be made only to one point. Applying the presented procedure step by step to



all consumer goods that enter into the budget of a household, and adding up the
results, one comes first to the result co. This is quite natural, because to all the
income assets taken together, including the possible replacement goods that
come into consideration, even the survival of the household, there attaches a

value that does not correspond to any finite magnitude. Therefore, we wish?? to
leave the subsistence level out of consideration and restrict our attention to the
remainder of income. But apart from that there is the following apparent
absurdity: our household receives an income of 10,000 marks per budget period,
from which we deduct 2000 marks as subsistence wage. The remaining 8000
marks are used by the household for consumptive purchases of, say, a hundred
[32] different items. We perform for each of these the described treatment, and
so calculate one hundred consumer surpluses. Of each of these, the phrase is
often used that they constitute an amount that the household would be willing to
spend on the particular good in the extreme case beyond which it actually spends
for it — hence a “savings,” in a non-technical sense of the word, with which it
buys other goods.

If one takes this view, it follows that the addition of these savings on all
items purchased is wholly meaningless. The household does not put this sum
aside but always applies what is “saved” in this sense on one article, to actually
intended outlays for other articles. Hence the belief has arisen that, if not the
concept of consumer surplus of each good, yet the notion of a sum of consumer
surpluses of the same household leads to absurdity. For this reason, the question
has been raised as to what it means then, if our household actually spends 8000
marks and, what’s more, has no more to spend, that it realizes an “income” of,
we said, 30,000 marks, and also that, although in reality it can “save” nothing,
yet can boast of a “savings” of 22,000 marks. Besides the fact that the word
“save” is used here in two different senses, the absurdity disappears immediately
when we remember the true meaning of our method. Those consumer surpluses,
which add up to zero, are not at all what it is about. In fact it is not about real
prices and real money income or expenses as situated in the ties [Ligamen] of
markets and money circulation, but only the use of the value proposition that
attaches to the unit of the relevant income, for the quantification of magnitudes
of demand or welfare, or of indices of behavior. Any other entity the substrate of
which does not fill the other functions of money, would be just as suitable. And,
so as to distinguish things that fundamentally differ from each other, we would
have carried out such a separation of the unit of account and the unit of
circulation, if it had not been a question, precisely for didactic purposes, of
separating these things in complex factual situations and in the misleading
terminology of practice and science.



If ones realizes this, then there is nothing strange in the phrase that the 8000
marks that our household pays for consumption above its subsistence level
produces a welfare magnitude to which — taking the commercial importance of

this mark®® as a unit — the number 30,000 is assigned, although the household
[33] would be in a very different situation if it really had an income that
exceeded the subsistence level by 30,000 marks. One should note that this use of
each unit of money as a unit of account — in contrast to its use as a calculation
unit in the conduct of business — in itself is not dependent on the assumptions we
have made above, namely that each considered value magnitude is too small, in
case it is paid out, noticeably to change the meaning of the monetary unit for the
paying household. Nor is the disposal over actual money in the appropriate
amount necessary to perform these estimations, nor does every change in the
meaning need to be taken into account, when the meaning of a statement can be
put in the following form: “I consider a certain welfare gain to be of equal value
to a hundred times the welfare magnitude that the possession of an apple would
assure me under the condition that all other apples which otherwise would have
entered into my consumption combination, are secured to me anyway.” In such a
context, as we might also express it, one hundred apples or marks are equal to
one hundred times an apple or a mark. They aren’t that any longer when it comes
to actually giving them away, because, strictly speaking, of the progressively
greater importance of the second apple or mark to me, up until the hundredth,
which one may sometimes, but not always and not in principle, disregard.
Finally, two remarks on this important subject. First, although we have now
gotten to know a measurement method for economic affairs, it is obvious that
this measurement method is extremely imperfect. If it is used, in particular, with
a unit that has a commodity meaning, then the metrics that it delivers are entirely
beholden to the fluctuations in value of this commodity and therefore cannot be
compared over time. In addition, the metrics that it provides for the same
location and the same time are incomparable across different households. This,
to begin with, for the reason that the tastes of different families are different and
because it can never be determined whether the unit used by different evaluative
subjects in some sense has “the same” meaning; furthermore, for the reason that
the economic situation of different families is different and they therefore
evaluate differently — even if their tastes were exactly the same and this state of
affairs could be ascertained satisfactorily. Indeed, the long series of objections
that are raised against the idea of a utility or welfare measurement divide into
objections which deny the fundamental possibility of such measurement and
those which deny the technical possibility. But the job of the researcher is not to
derive the “impossibility” of this or that goal from general [34] considerations,



and to rejoice that the matter is settled, but rather to contend with the difficulties.
Similar to what was already noted about converting, in one specific sense,
quantities that historically are incomparable into quantities that are comparable,
so here our purpose is to draw attention to the task of converting the quantities
with which we just dealt, and which in yet another sense are incomparable, into
comparable quantities. At this point we only note that our measurement method
only has meaning within one and the same household and only for a given
condition; strictly speaking, that is, for a single point in time.

Second, we wish to recall the old controversy, mainly though not
exclusively relevant to the measure of the value function of money, namely the
controversy over the question of whether there could be a “value-free unit of
value.” Of course, this does not mean that the unit of our metrics, which enables
them to come into existence, must comprise something that embodies an

economic value. For units of account do not need to be physically present.?8
Rather, it is only a question of whether it is essential for the unit of measurement
to be associated with the unit of a good or multiple goods. This in turn is not
equivalent to the question as to whether the unit must have a value-meaning: no
sensible man can ever deny that. Also it is clear that historically a use value unit,
while unrelated to an object without exchange value, yet not easily unrelated to
an object without — independent of the measurement function — meaning in itself
(this meaning certainly does not also have to be a use-value significance in the
narrowest sense) could come into existence, as could an “exchange value unit”
without reference to an object with its own marketability, independent of its role
as exchange mediator. Whether it is logically impossible that the unit in one of
these meanings, or both, arose, or existed, apart from association with certain
goods, will come up later.

The measure of the value function of money in its second and proper sense

is thus basically independent of the medium of exchange function.?Z It can
manifest itself apart from this and vice versa, and one thing can be a medium of
exchange at the same time that another can be a measure of value. Nevertheless,
[35] it is equally clear that the exchange act is such an important occasion for the
quantification of economic deliberation that the use of a customary measure of
value may very well historically have developed from the use of an exchange
intermediary — as it is also clear that over time the medium of exchange and the
measure of value tend to coalesce. Our finding that money does not have a single
function, nor a main and a secondary function, but at least two equal functions,
does not in itself speak against the concept of a historical priority of exchange
mediation. It is only good as a counterargument against this insofar as



proponents argue that the priority of exchange mediation was the only possible
course, or even fundamentally deny the possibility of any other kind of
economic quantification than the pricing principle.

Thinking of the words “measure of value” in their first and usual meaning,
it is admittedly extraordinarily suggestive to see this historically and logically as
only a derivative of exchange mediation, because the application of such a value
or price measure or price indicator (Menger) presupposes the existence of
money prices. But even that is not strictly correct. Rather it only presupposes the
existence of exchange ratios, which can be very well expressed by the choice of
a good as common denominator even without this changing hands in exchange
mediation. Also, the individual exchange does not need to use this good, and
certainly not a particular individual good. For in that case the money price would
only be created by using the “measure of value” in this sense, and cease being its
prerequisite.?®

We have reason to leave open the possibility of the historically independent
emergence of money as a measure of value in the sense of “price meter,” in
which the historically prior origin, while not necessary, is implied as another
possibility. If we, the observers, understand that, with regard to the medium of
exchange function, a very marketable good is suited to it, then we also
understand that, with regard to the measure of value function as well, one and
only one good is expedient for it, and indeed only in this way can it effectively
correlate all economic variables. Even so, we also understand that, for the
consciousness of the actors, it is not necessary either for the measurement of
welfare or for the expression of the price that the good which is most
marketable, or promises to be so, obtrude itself. The procedure is to be thought
of like the process [36] of acclimatizing a medium of exchange: as gradual and
arational. “Measure of value” is that which imposes itself as such. If a medium
of exchange already exists and exchange transactions already play a large
enough role, then the measure of value could easily enough be the medium of
exchange. But only then. Otherwise the notion of a particularly important asset
object would appear, even if it is not a medium of exchange.

Now then, this consideration fits very well with one of the most important
cases of primitive “money,” namely the custom — which we encounter very early,
as well as in later documents referring back to early conditions — of expressing
services by specifying a number of cattle, and by giving an idea of the value of
an object by equating it to a number of cattle. Linguistic relics (pecunia, the
Gothic faihu, the Indian rupya) and images on coins testify to the extremely
wide geographical and historical scope of this exercise. However, proof that
cattle went from hand to hand in exchange transactions is lacking. It is not likely.



Laum?? has pointed out that the cow’s suitability for this does not readily make
sense — although this argument only has full force in those cases in which daily
exchange also includes small quantities of goods as part of the normal economic
process. In addition, primitives do not voluntarily part with cattle, the most
prized possession from the Neolithic era onward, any more than they slaughter
cattle. Primitive nomadic herdsmen stole cattle, paid fines and tribute in cattle if
they had to, but they conducted a trade in cattle as little as they ate beef. All in
all, it would be far from them to make cattle the article of trade par excellence
[kat’ €éoxnv]. Thus, if cattle played a role — which is certain — then this could
only be as the measure of value in the sense of exchange value, perhaps also in

the sense of use value®® (cf. incidentally point c. below). In this context the
primitive custom is not uninteresting, of expressing in exchange ratios units of
one good but accepting equivalent values in other goods. The previously
mentioned macute is an example, which is not nullified by the likewise

mentioned misinterpretation. Should, as has been 1reported,31 a slave be sold, the
price is initially [37] set in macutes. Exchanged goods are then delivered, each
likewise charged in macutes until the amount is completed. If one allows this
report to sink in, one can easily see that it is not meaningless.

Standard of Deferred Payments

¢) This immediately understandable expression apparently comprehends the
remaining transactions, in addition to exchange mediation, in which money
intervenes. Including under this title all payments that are not immediate
payments for a commodity, we immediately encounter very important and, in
particular, “original” sounding cases among the culturally deficient
[Kulturarmen] that pertain here, namely offerings, penance and tribute
connected with relations of power. They often consist simply of the kind of
things that the dead, the gods, the priests, the chiefs immediately can use and
wish to have, such as food and the like. But quite often we encounter here the
tendency preferably to use certain types of goods for these purposes. The reason
may be that the good in question already is a medium of exchange or measure of
value. But this need not be so, rather it is quite conceivable that another,
especially popular asset is applied as the means of performance [Leistungsmittel]
in this sense, one that does not, or has not already, fulfilled those functions. And
it could be that it is precisely these benefits that trigger the quantification of
economic ideas, that thus become the historical source of the measure of value
function, and through this, or directly, the medium of exchange function.

This is similar to the way in which, in various historical periods, the money



economy and monetary-economic rationality penetrates in regions and countries
not before acquainted with such, as when a state power outside the cultural
sphere exacts tax payments in money — for example, in the case of some Balkan
provinces of the Byzantine Empire. In such cases, one can certainly speak of an
imposed [oktroyierten] means of payment (Max Weber). But the aspect that

resonates in this expression is not essential and does not go deep.>2 [38] The
imposed performance must be objectively possible and reasonable. And therein,
not in the imposition of means of payment as such, is the essence of the thing
economically. Likewise with the religious aspect, that with some of these
services emerges naturally: it tells us only the cultural-historical “how.” It may
be that it is in the genetic base case [Grundfall], or at least in a primitive case,
that it initially had to do with substituting human sacrifice with the blood of an
animal, that in connection with this the pieces of this animal type were given to
the priesthood as gifts, and that from here this animal type became a means of
performance generally, subsequently also measure of value and, possibly, a
medium of exchange. But here as well, nothing has been said about the
economic “why.”32

We have earlier seen the possibility that cattle may have been used as a
“measure of value” without first — and, in principle, without ever — becoming an
exchange mediator. Although its status as the most important asset was
completely sufficient to this end, it could have come about through the detour of
a prior function as means of performance, thus in a manner such that this
function was what particularly singled out cattle in the minds of people. We
widely encounter fines and charges of all kinds in this form, such as in Rome,
where fines were converted to copper only in the middle of the fifth century
B.C., whereas they were previously expressed in cattle and sheep.

Store of Value

d) Stockpiling is also found outside of human economic activity and
genetically is the initial expression of economic behavior in general. It is
plausible [39] that this is connected above all with that form of stockbuilding
that we denote by hoarding. It would fully correspond to the positive,
completely alogical impulse of the will to possess: in the way that “fighting” and
“fighting for the sake of a rational target” are very different social phenomena,
and the former precedes the latter — and even today the impulse to fight must be
divorced from a rational goal for which to fight, which is often only an ex post
rationalization — in the same manner, the arational desire to possess is the
necessary precondition [Prius] — and later the true driving force — of the
rationalized will to possess. The behavior that we thereby make understandable —



in this case, from the point of view [ex visu] of the psyche of the participant —
certainly usually operates on objects that at the same time give it a rational
meaning, especially in the case of food. But a will to possess — although possibly
traceable thereto — can also be found to which only a vague, or no, idea of
rational purposes is connected, a will to possess for the sake of possession or the
exclusion of others, the object of which can be an object contrasting with the

surroundings, e.g., a specially shaped stone.>* The impulse to fight can operate
regarding any such object, and connected with it a note of social validity or
magical or religious significance can emerge which is also both a result of an
initial experiment at primitive rationalization and, in the broader nexus of
interactions, a motive for the selection of objects on which the will to possess
operates.

The considerations that we employ in the socio-psychological phenomenon
of fashion already explain this. As they do with the entire spiritual world of
primitives, magically- or sacrally-tinted social customs and interpretations of
such customs by the participants make much more sense in terms of this state of
affairs, corresponding as it does with the environment and the associative
thinking of primitives (Levy-Bruhl), than in terms of the assumption of a
practice of “reserve holding” of especially marketable commodities arising from
the needs of commodity trading.

All the same, our observers’ rationality will lead to this last aspect as the
“objective” function of hoarding, and suggest the observation to us that the
primitive in possession of a good treasure is in an analogous situation to the [40]
modern with a sizeable bank balance. On the other hand, contrary to this is the
fact that bank balances give one the disposal over something which for other
reasons is “money” and is held in reserve for that very reason. Because
something which functions as money in the sense of other functions can be
hoarded, so can that which is sought after as a means for hoarding become

money in the sense of other functions.® The lack of alternative use value forms
as little a difficulty as does the valuation of a lapdog that is “good for nothing.”
The hypothesis that we have here to do with the original function of money is
supported by the above-mentioned subsidiary character of indirect exchange and
by the coercive nature of most unilateral services — which is consistent with the
fact that the primitive does not like to alienate his hoard and usually does so only
when other means fail.

But we do not insist on this assumption. In contrast to a theorem that can
only be correct within its system of preconditions, if at all, different views on the
historical genesis of a social phenomenon may be correct for different cases. So



it is indeed potentially vain to strive for the correct “theory” (= doctrine) about
the emergence of cities. It is certainly wrong to believe that there could only be
one correct one.



[41]

Chapter III
Outline of the Development
of the Doctrine of Money

1. Regarding monetary research, the historical development with which we
now wish to acquaint ourselves in rough outline, something similar to monetary
policy holds true. Just as the latter, through cause and effect, is connected with
almost everything, monetary theory likewise is connected to almost every other
theoretical problem — it makes itself felt in every other space of the theoretical
structure, so noticeably that mentally one cannot live in it without the help of
money-theoretical knowledge, while the theory of money itself only has
meaning in relation to the knowledge available in every other area of the
theoretical building. Would it at all be possible to characterize the history of a
problem area by a single trend, in our case it could be sought in the
implementation of this point: monetary theory can be called a specialized
discipline only with reservations, although its literature, estimated roughly at
15,000 books and essays, separates itself from the rest of the economic literature
with a severity that is not objectively justified.

The relationship between theory and practice, the interaction between
knowledge and actual events, is basically the same in the money-theoretical
realm as everywhere else. But compared to other economic understanding,
money-theoretical understanding has gradually come into a more favorable
position, not only from the already mentioned reason, that at least today its “final
goals” do not diverge as strongly as final goals otherwise tend to do, but also
from the additional reason that business and political practitioners in this field,
which at first glance is already recognizably technically complicated, are more
trusting of scientific findings and less trusting of their customary practice than
generally is their wont. More than in other areas, this science has things to say to
the practitioner, that he neither knows nor believes he knows. The strand of this
interaction running in the opposite direction is so clear, that one only need warn
of its overestimation. Self-evidently, the history of money provides the
observational material for the theory of money, and just as self-evidently, the
immediate interest in conditions, events, and questions of the present time are far
and away the source of most publications and th