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" CHAPTER VIIi | THE THEORY OF MONEY

1. THE NATURE AND
ORIGIN OF MONEY!

N THE EARLY stages of trade, when economizing indi-
viduals are only slowly awakening to knowledge of the eco-
nomic gains that can be derived from exploitation of existing
exchange opportunities, their attention is, in keeping with the
simplicity of all cultural beginnings, directed only to the most

1. Theodor Mommsen, Geschichte des riémischen Miinzwesens, Berlin,
1860, pp. v-xx, and 167 ff.; Carnap, “Zur Geschichte der Miinzwissen-
schaft und der Werthzeichen,” Zeitschrift fiir die gesammie Staats-
wissenschaft, XVI (1860), 348-396; Friedrich Kenner, “Die Anfinge des
Geldes in Alterthume,” Sitzungsberichte der Kaiserlichen Ahademie
der Wissenschaften zu Wien: Philologisch-Historische Classe, XLIII

(1863), 382-490; Roscher, op cit., pp. 36-40; Hildebrand, op. cit., p. 5;
Scheel, op. cit., pp. 12-29; A. N. Bernardakis, “De I'origine des mon-
" naies et de leurs noms,” Journal des Economistes, (Third Series),

XVIII (1870), 20g6-245.

257




258 PRINCIPLES OF ECONOMICS
obvious of these opportunities. In considering the goods he will
acquire in trade, each man takes account only of their use value
to himself. Hence the exchange transactions that are actually
performed are restricted naturally to situations in which econo-
mizing individuals have goods in their possession that have a
smaller use value to them than goods in the possession of other
economizing individuals who value the same goods in reverse
fashion. A has a sword that has a smaller use value to him than
B’s plough, while to B the same plough has a smaller use value
than A’s sword—at the beginning of human trade, all exchange
transactions actually performed are restricted to cases of this
sort. ‘
It is not difficult to see that the number of exchanges actually
performed must be very narrowly limited under these condi-
tions. How rarely does it happen that a good in the possession
of one person has a smaller use value to him than another good
owned by another person who values these goods in precisely
the opposite way at the same time! And even when this re-
lationship is present, how much rarer still must situations be in
which the two persons actually meet each other! A has a fishing
net that he would like to exchange for a quantity of hemp. For
him to be in a position actually to perform this exchange, it is
not only necessary that there be another economizing indi-
vidual, B, who is willing to give a quantity of hemp correspond-
ing to the wishes of A for the fishing net, but also that the two
economizing individuals, with these specific wishes, meet each
other. Suppose that Farmer C has a horse that he would like to
exchange for a number of agricultural implements and clothes.
How unlikely it is that he will find another person who needs
his horse and is, at the same time, both willing and in a position
to give him all the implements and clothes he desires to have in
exchange!

This difficulty would have been insurmountable, and would
have seriously impeded progress in the division of labor, and
above all in the production of goods for future sale, if there had
noi been, in the very nature of things, a way out, But there
were elements in their situation that everywhere led men inevi-
tably, without the need for a special agreement or even govern-




- INOMICS
he will
- se value
. actually
" | econo-
have a
»f other
reverse
m than
se value

of this

actually
: condi-
ssession
er good
recisely
| this re-
1s be in
. fishing
np. For
ge, it is
1ig indi-
espond-
the two
et each
| hike to
clothes.
o needs
position
have in

1 would
or, and
ere had
it there
1 inevi-
~ govern-

t ¢change

THE THEORY OF MONEY 259

ment compulsion, to a state of affairs in which this difficulty
was completely overcome.

The direct provision of their requirements is the ultimate
purpose of all the economic endeavors of men. The final end of
their exchange operations is therefore to exchange their com-
modities for such goods as have use value to them. The en-
deavor to attain this final end has been equally characteristic of
all stages of culture and is entirely correct economically. But
economizing individuals would obviously be behaving un-
economically if, in all instances in which this final end cannot
be reached immediately and directly, they were to forsake ap-
proaching it altogether.

Assume that a smith of the Homeric age has fashioned two
suits of copper armor and wants to exchange them for copper,
fuel, and food. He goes to market and offers his products for
these goods. He would doubtless be very pleased if he were to
encounter persons there who wish to purchase his armor and
who, at the same time, have for sale all the raw materials and
foods that he needs. But it must obviously be considered a par-
ticularly happy accident if, among the small number of persons
who at any time wish to purchase a good so difficult to sell as his
armor, he should find any who are offering precisely the goods
that he needs. He would therefore make the marketing of his
commodities either totally impossible, or possible onty with the
expenditure of a great deal of time, if he were to behave so un-
economically as to wish to take in exchange for his commodities
only goods that have use value to himself and not also other
goods which, although they would have commodity-character to
him, nevertheless have greater marketability than his own com-
modity. Possession of these commodities would considerably
facilitate his search for persons who have just the goods he
needs. Tn the times of which T am speaking, cattle were, as we
shall see below, the most saleable of all commodities. Even if
the armorer is already sufficiently provided with cattle for his”
direct requirements, he would be acting very uneconomically
if he did not give his armor for a number of additional cattle. By
so doing, he is of course not exchanging his commodities for
consumption goods (in the narrow sense in which this term is
opposed to “commodities”’) but only for goods that also have
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commodity-character to him. But for his less saleable commodi-
ties he is obtaining others of greater marketability. Possession
of these more saleable goods clearly multiplies his chances of
finding persons on the market who will offer to sell him the
goods that he needs. If our armorer correctly recognizes his in-
dividual interest, therefore, he will be led naturally, without
compulsion or any special agreement, to give his armor for a
corresponding number of cattle. With the more saleable com-
modities obtained in this way, he will go to persons at the mar-
ket who are offering copper, fuel, and food for sale, in order to
achieve his ultimate objective, the acquisition by trade of the
consumption goods that he needs. But now he can proceed to
this end much more quickly, more economically, and with a
greatly enhanced probability of success.

As each economizing individual becomes increasingly more
aware of his economic interest, he is led by this interest, with-
out any agreement, without legislative compulsion, and even
without regard to the public interest, to give his commodities in
exchange for other, more saleable, commodities, even if he does
not need them for any immediate consumption purpose. With
economic progress, therefore, we can everywhere observe the
phenomenon of a certain number of goods, especially those that
are most casily saleable at a given time and place, becoming,
under the powerful influence of custom, acceptable to every-
one in trade, and thus capable of being given in exchange for
any other commaodity. These goods were called “Geld” ? by our
ancestors, a term derived from “gelten’”” which means to com-
pensate or pay. Hence the term “Geld” in our language desig-
nates the means of payment as such.?

The great importance of custom 4 in the origin of money can
be seen immediately by considering the process, described above,
by which certain goods became money. The exchange of less
: easily saleable commodities for commodities of greater market-

2. For obvious reasons, the words “Geld” and “gelten” in this and the
following sentence are left untranslated.—TR. :

3- See the first two paragraphs of Appendix I (p. g12) for material
originally appearing here as a footnote.~TR.

4. Custom as a factor in the origin of money is stressed by Condillac,
op. cit., pp. 286-2g0 and by G. F. Le Trosne, De Pintérét social, Paris,

1777, pp. 43 L.
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THE THEQRY OF MONEY 261
ability is in the economic interest of every economizing indi-
vidual. But the actual performance of exchange operations of
this kind presupposes a knowledge of their interest on the part
of economizing individuals, For they must be willing to accept
in exchange for their commodities, because of its greater mar-
ketability, a good that is perhaps itself quite useless to them.
This knowledge will never be attained by all members of a peo-
ple at the same time. On the contrary, only a small number of
economizing individuals will at first recognize the advantage
accruing to them from the acceptance of other, more saleable,
commodities in exchange for their own whenever a direct ex-
change of their commodities for the goods they wish to consume
is impossible or highly uncertain. This advantage is independ-
ent of a general acknowledgement of any one commodity as
money. For an exchange of this sort will always, under any cir-
cumstances whatsoever, bring an economizing individual con-
siderably nearer to his final end, the acquisition of the goods he
wishes to consume. Since there is no better way in which men
can become enlightened about their economic interests than by
observation of the economic success of those who employ the
correct means of achieving their ends, it is evident that nothing
favored the rise of money so much as the long-practiced, and
economically profitable, acceptance of eminently saleable com-
modities in exchange for all others by the most discerning and
most capable economizing individuals. In this way, custom and
practice contributed in no small degree to converting the com-
modities that were most saleable at a given time into commodi-
ties that came to be accepted, not merely by many, but by all
econormzmg individuals in exchange for their own commodi-
ties.®

Within the boundaries of a state, the legal order usually has
an influence on the money-character of commodities which,
though small, cannot be denied. The origin of money (as dis-
tinct from coin, which is only one variety of money) is, as we
have seen, entirely natural and thus displays legislative influ-
ence only in the rarest instances. Money is not an invention of
the state. It is not the product of a legislative act. Even the sanc-

5. See Appendix J (p. 315) for material originally appended here as a
footnote.—TR.
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tion of political authority is not necessary for its existence. Cer-
tain commodities came to be money quite naturally, as the re-
sult of economic relationships that were independent of the
power of the state. )

But if, in response to the needs of trade, a good receives the
sanction of the state as money, the result will be that not only
every payment to the state itself but all other payments not ex-
plicitly contracted for in other goods can be required or offered,
with legally binding effect, only in units of that good. There
will be the further, and especially important, result that when
payment has originally been contracted for in other goods but
cannot, for some reason, be made, the payment substituted can
similarly be required or offered, with legally binding effect,
only in units of the one particular good. Thus the sanction of
the state gives a particular good the attribute of being a uni-
versal substitute in exchange, and although the state is not re-
sponsible for the existence of the money-character of the good,
it is responsible for a significant improvement of its money-
character.®

2, THE KINDS OF MONEY APPROPRIATE
TO PARTICULAR PEOPLES AND TO
PARTICULAR HISTORICAL PERIODS

Money is not the product of an agreement on the part of
economizing men nor the product of legislative acts. No one
invented it. As economizing individuals in social situations be-
came increasingly aware of their economic interest, they every-
where attained the simple knowledge that surrendering less
saleable commodities for others of greater saleability brings
them substantially closer to the attainment of their specific eco-
nomic purposes. ‘Thus, with the progressive development of so-
cial economy, money came to exist in numerous centers of civi-
lization independently. But precisely because money is a natural
product of human economy, the specific forms in which it has

6. See Stein, op. cit., p. 55; especially also Karl Knies, “Ueber die
Geldentwerthung und die mit jhr in Verbindung gebrachten Erschei-

nungen,” Zeitschrift fiir die gesammte Staatwissenschaft, XIV (1858),
266; and Mommsen, op. cit., pp. vii-viii. :




