The library shelves held an endless array of works devoted to
the theories of money; only an insignificant number treated its
history. Few went back beyond the times of Adam Smith for
either theory or experience. Most textbooks, even today, treat
the development of monetary experience as proceeding from
barter to money to the institutions of credit. Yet, as the archeological
evidence from Mesopotamia makes clear, institutions
of credit were fully developed before those of money.

The heresy of money, the misunderstanding of its true meaning,
is that of dealing with one of its attributes rather than with
its substance. I refer to purchasing power. With money you can
buy things—almost anywhere—almost any time. Not everywhere,
of course. It may not get you a drink of water in the
Sahara; heaven cannot be bought; and there are times when one
would give his fortune for another day of life. But in a stable,
civilized environment the purchasing power of money is the
common denominator of trade and the measure of its appeal.

But other things have purchasing power. A song, a woman's
smile, the promises of kings, all have purchasing power of a
sort; even the absence of substance, like the absence of two feet
of stature that made Tom Thumb rich, has purchasing power.
More to our proper subject, in the nineteenth century the growing
use of checking accounts led to the realization that these
were a form of purchasing power that was not money, but so
close to it that except in times of financial panic—as in 1933—
a check was as useful as money as purchasing power and usually
more convenient.
The notion that checking accounts were the same as money
was particularly congenial to a school of economists concerned
with social control. It was also an attractive idea to politicians
who look to government as the Ephesians looked to Artemis—
the great, fructifying Earth Mother, cradler of mankind and
dispenser of all earthly benefits.

In the early 1960's the kind of purchasing power of which
we are speaking became generally known in the trade as Mi,
that is, government-issued purchasing power—note that I do
not use the term "money"—plus commercial bank demand deposits,
that is, deposits subject to checking or instant withdrawal.

The first major use of its leverage came in 1923, when the
Federal Reserve began to exercise an authority upon prices—
a function that had long been considered that of the free market
place. In 1923 the Board adopted the policy of using its powers
in the interest of a stable price level. This, it was argued, was a
worthy and necessary undertaking and well within the responsibilities
of the Federal Reserve System. This power was exercised
through manipulation of the volume of bank credit. From
the regulation of bank credit was only a step to the regulation
of prices, including the price of money, that is, interest rates.

In 1946 Congress enacted the Full Employment Act. This
served to modify the Constitution by subordinating the historical
federal responsibility for the common defense and the establishment
of justice to that of providing a job for everyone.
The Federal Reserve became a chief agency of this policy
through regulating the country's purchasing power in the form
of bank deposits.
Unfortunately for the regulators—and for the country—the
economists discovered that there were still other forms of purchasing
power that eluded regulation. There was for instance
M2, that is, Mi plus time deposits, and there was M3, and M-ad
infinitum, because the range of items physical and intangible
that have potential purchasing power is almost limitless. Thus,
the current problem facing the regulators is that of how to deal
with credit card money, of which there are an estimated 75
million potential purchasing power issuers. Another problem is
that of Eurodollars, that hobgoblin of the money managers
which no one has yet discovered how to manage.
In short, by dealing with this single attribute of money, that
of purchasing power, economists have provided the advocates
of socialistic and totalitarian government with an instrument for
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coercing society that is far more effective and embracing than
police and secret prisons.
You cannot increase purchasing power by printing more
pieces of paper, legended as so many dollars, or by increase of
bank deposits by federal flat. Behind each of these units of purchasing
power must be a substance—and it is to the nature of
that substance to which politicians and economists should
address themselves.

Many economists delude themselves in treating purchasing
power as money by calling it a function of money. This is error.
A peach has the attributes of form, color, fragrance, and taste,
but none of these is its function—which elementally and metaphysically
is that of a carrier of seed. Likewise, the attributes of
money are several, but the essential function of money is that
of a carrier of value.

Money, to be genuine, must possess
more than purchasing power, it must have universality of
acceptance.
Historically, only those things having the attribute of materiality
have enjoyed acceptability as money. The materials
may range from tobacco and wampum and cigarettes to the
great stones of Yap—but only gold, silver and copper have
enjoyed universality of acceptability.
But beyond substance, or materiality, and beyond purchasing
power and universality, money must have another attribute,
the fundamental attribute that converts a metal into money. Like
the atom, which may be substance, but substance that exists
only because of a mysterious force that holds its several elements
together, substance becomes money by the endowment of an
attribute which, for want of a better name, we may call integrity,
that is, a moral force, that of consistency which is the essence
of character.
The first true moneys of Europe were pieces of metal—gold,
silver, electrum—struck in pieces of uniform weight and purity.
This striking or coinage first occurred in or on behalf of the
temples. In the case of the Greeks it was that of the Temple
of Athena, whose sacred owl is found in the early drachmas, and
in Rome, that of the Temple of Juno on the Capitoline Hill. It
was this temple whose sacred geese warned the garrison of the
approaching Gauls, whence it was known as the Temple of Juno
Moneta or Juno the Warner, and the word moneta attached to
the coinage, from which we derive the word "money."
Early rulers, particularly the Roman, discovered that

We need to return to a new valuation and appreciation of the
importance of integrity, of character, in the management of
money, as indeed, we need to relearn its importance in the entire
economic realm of production and distribution. The understanding
must spread that quantity without quality is nothing,
that factory output without integrity, that is without character
and consistency in the product, is worthless in the market, and
without purchasing power. Similarly, money without consistency
and character loses its marketability, that is, its purchasing
power, just as a factory turning out quantity of product but without
consistency and quality of product loses its market and purchasing
power of the product.

I would propose no greater service to the profession and to
the country than that monetary economists begin a revision of
their concepts of money, to draw a distinction between the attributes
of money and its substance and to give recognition to
the mysterious and awesome force of moral integrity in its
management.

By wealth we mean the sum total of those physical
goods which contribute to the welfare and happiness of mankind.
By money we mean those particular items of actual or
nominal wealth by which the market value of all other wealth is
measured, and in terms of which, is stated. By the money
mechanism we mean the functioning of money in the market
place, the instruments by which its functioning is effected, and
the institutions by which, in turn, the functioning of money and
the instruments of money are controlled.

Money, we may freely recognize, has a useful and essential
service to perform in the economic life of mankind. It has made
possible the division of labor by which the man who is especially
skilful in making shoes may buy with money the other
articles necessary for a well-rounded life. By providing a store
of value, it has made possible leisure, the saving up of wealth
for a comfortable old age, or for travel or artistic endeavor. By
putting contributions to the state on a money basis, rather than
on the basis of service or commodities, as was common in feudal
times, money has made possible strong, well-ordered governments.
Money has made possible international trade, and the
intercourse of nations.

Money has, in short, created the vast and complicated
structure of modern economic society. And we may add—
ominously—that money may destroy it.

If at any point the chain is broken, if anywhere the money
mechanism fails to function, the whole vast system breaks down
and men in four continents may be thrown into hunger.

The removal of a bar of gold from the vaults of the Bank of
England to a waiting steamship may have more influence upon
the output of an assembly line in a Detroit automobile plant than
the functioning of a crane which sets a motor upon that line for
the waiting workmen. More men may go hungry from a rise in
the interest rate than a rise in the price of bread. A bank failure
may produce more misery than a plague. A change in the
money standard may provoke a revolution. "It may well be
doubted," said Macaulay, "whether all the misery which had
been inflicted on the English nation in a quarter century by bad
kings, bad ministers, bad Parliaments, and bad judges was equal
to the misery caused by bad crowns and bad shillings."1

The stability of the modern world rests upon the stability of
its money. Yet nothing is more obvious than the fact that money
is not stable, that nowhere is money under control

Biologists
may control the growth of microscopic bacteria in a culture;
engineers, the power of exploding dynamite; electricians, the
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radiations in the ether, but no one has succeeded in controlling
money. Yet money is, more than anything else, the creation of
man, a device of his own making.

///. The Perspective
SUCH is the complexity of the money problem that any attempt
to plunge into the current conflict and to unravel the tangled
threads of theory and practice is apt to result only in more confusion
for the general reader primarily interested in a solution
of its immediate and personal implications. We must retire to a
distance for perspective. Reserve ratios, bimetallism, the gold
standard, the gold exchange standard and the gold bullion standard,
gold and silver purchases, price levels, inflation and deflation—
these can have meaning only when examined in their
historical background.
This determines our approach.

We are interested primarily in the human experience, and
the human conflict will be the thread upon which our story is
strung. We shall seek, in particular, to examine the manner in
which the money mechanism has subdued mankind with its
fascination, to trace the phenomena of money as they have
affected the social and economic life of the time, but most im8
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portantly, to unravel the threads which bind the problems of
the present with the experience of the past, to match the pattern
of our present distress with that of our forebears.

GREECE

Economy was direct, and devoted to serving
the needs of the household. Wealth, not absent, was measured by
sacks bulging with flour, jars full of wine, and heads of cattle.
Such trade as existed was very little developed. A few exchanges
took place between district and district, between city
and city, within Greece itself. The Phoenicians, the peddlers of
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the sea, landed in harbors and on the beaches, and there sold the
products of their own industries, or foodstuffs, raw materials,
and manufactured goods which they had fetched from all the
shores of the Mediterranean and the distant lands of the East.
All this trade was done entirely by barter. Money was unknown.
Tripods or slave girls were given in exchange for cattle, iron or
bronze.
Yet it among these peoples of the Aegean that the device
of coined money first appeared in the world. Although stamped
metal seems to have been used from the earliest times in China,
and primitive forms of money were in use among the rudest
tribes of antiquity, and although the more settled civilizations
of the Euphrates and the Tigris were acquainted with the banker
and debt and financial instruments, it is to the Greeks that must
be attributed the inception of that imponderable thing we may
call the money mechanism. With their ready adaptability, and
the inventiveness for which the race was noted, they began to
improve upon the complex system of barter in use in the Mediterranean,
in which ingots of copper and silver were used as
media of exchange, and soon were using, for their growing trade,
the thing we now know as coin.

Upon the phenomenon
of money the Greeks focused the light of a philosophy that has
never been equalled for its brilliance or lucidity. Life was new
and fresh with them, and they looked upon money with an objective
detachment which has never been possible for any people
since. For this reason, the experience of the Greeks with money
is fecund with precept and omen and lesson for a modern world
that has become enmeshed in its toils.   In the protean conflict that
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was here waged between man and money for the mastery of
human destiny, we observe the pattern of all subsequent economic
history, an adumbration of the recurrent defeats of the
human race in its struggle against the creature of its own
devising.

The particular contribution of the Greeks to the development
of money lay in their taking these pieces of metal and casting or
striking them into units of uniform weight and imprinted with
the sign of state authority. The idea of stamping ingots of copper
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or silver with a mark of their weight and fineness had been practiced
in Babylon, but the marks were merely the certification of
the metal dealer or trader. It was when the state stepped in—in
the person of the city or the temple—and gave its seal and
certification of the weight of these pieces of metal that true
money, as distinct from barter, began, and it is to the Greeks
that we owe this development.

It is at this point, also, that the controversy begins which
persists to this day as to the source of the value of money, i.e.,
whether the value of money derives from the metal that has been
stamped, or from the seal upon the substance which is used as
money.

WE are not so much concerned here with the character of the
money that was introduced, or the standards of coinage, as with
the economic effects and social consequences that followed.
We know that serious consequences did develop. The transition
of Greek society from the pastoral and household economy
of Homer to the money economy that followed upon the development
of coinage was accompanied by an unsettlement of
the habits of men, a reorientation of their ideas, and a transformation
in the structure of society. It became necessary to
reconstruct entirely the foundations of Greek civilization. We
know that at Athens this was accomplished only at the expense
of a great political revolution—peaceful, fortunately—in the
sixth century B.C. and the constitution of that great body of
reform with which the name of Solon is connected.

Not only did merchants and artisans and shepherds and
farmers take readily to this new medium of exchange, with its
greater convenience, and more certain value, but the growing
abundance of coins gave a tremendous impetus to trade. All
classes of men succumbed to money, and those who had formerly
been content to produce only for their needs and the
necessities of the household, found themselves going to the
market place with their handicraft, or the fruits of their soil, to
exchange them for the coins they might obtain.
And with this succumbing to the fascination of money, and
the pursuit of profit, we find the beginnings of that enthralment
of the race, the disappearance behind the horizon of history of
that golden age to which Herodotus longingly referred, "when
all the Greeks were still free."

The introduction of coined money produced what might be
called in today's parlance "boom times" in the Mediterranean.
It was an era of expansion, of the development of frontiers, of
the exploitation of natural resources. While the physical results,
due to the absence of the machinery and power which have
characterized the expansion of European and American civilization
in the past hundred years, were small in comparison to the
present, and while the beneficial and deleterious results were
slower, in point of time, in accumulating, the psychologic, economic
and spiritual effects were the same. Cities flourished,
trade was active, debtors and creditors appeared, banks were
organized, and in the end there grew up a host of attendant evils
resulting from an unbalanced economy based too largely on
money.

The intellect
and spirit of man could not mature sufficiently in the short
period between the blossoming and the fruition of this device to
cope with the problems it created.
The commercialization of Greece, the revolution that was
carrying the race headlong from a natural or household economy
into a complex world of "money economy" was not a steady
process, or one which, in terms of today's tempo, would be regarded
as rapid.

There were, no doubt, pauses in the onward
march, lulls in which men had time to contemplate the meaning
of it all. Some no doubt looked back with regret upon the placid
and secure times that were passing, while others regarded with
repugnance those days of hard labor and tilling of the soil, and
looked forward to a renewal of the onward trend, to the day
when wealth would be universal and poverty annihilated. The
urge could not be stayed, and the tide moved irresistibly on,
carrying with it the hopes and dreams of a new era for men.

We do not, of course, have commercial records of the day to
permit us to chart the fluctuations in the business cycle—statistics,
which, as Sir Arnold Wilson tartly remarks, the Americans
collect like antiques, were unfamiliar to the Greeks—and
the influences we have described were perhaps a hundred years
in accumulating. We may gather that there were a number of
minor depressions before the major crisis occurred which produced
the final collapse of the boom and ushered in a social,
political and economic revolution under Solon.

The inexorable culmination to the era grew out of the growth
of debt, and sprang directly from the agricultural depression. In
Attica, as in modern America, the incubus of debt had thrust its
tentacles into the very vitals of society. The greater part of the
peasants' holdings had come under mortgage, the evidences of
which were stone pillars erected on the land, inscribed, we may
understand, with the name of the lender, the amount, the rate,
and the maturity of the loan. A still more insidious form of debt
was the chattel mortgage—the personal loans known today
under soft sounding phrases like "industrial banking" or "household
finance"—by which the farmer could pledge his own person
or that of his wife or his children, for the repayment of a
loan. These chattels, under Athenian law, could be sold off into
slavery, and such was the extent of the existing credit structure
that the greater part of the agricultural population was in danger
of being converted into bondage.
 
And while the use of money had encouraged a rapidly growing
body of debt, the charges of which were an onerous burden
on society, the same money economy was rendering it more and
more difficult to discharge the debt. The opening of the Italian
and Euxine grain trade by the Greek merchantmen was producing
a market situation in which the rocky farm land of Attica
had become "submarginal," and the Athenian peasants with
16 MONEY AND MAN
their olive and orchard crops could not compete with the
cheaper food stores from abroad.
While we do not hear them called "farm holidays" or "milk
strikes," a state of affairs developed in Greece toward the end of
the seventh century B.C. similar, we may believe, to that in the
Middle West in the nineteen twenties. Revolution was being
talked, with mutterings about "redistribution of the land," and
armed insurrection was imminent.

The moneyed classes, the aristocracy, and the merchants,
sensed the growing dissatisfaction among the masses, and in
the hope of staving off rebellion, put up Solon for the archonship
in 594 B.C. Probably they expected only a mild liberalism
on his part; at any rate they were glad to support his candidacy,
which was at the same time a popular one among the great body
of voters. All parties united on Solon, each party no doubt anticipating
that its particular vested interests would be his chief regard.
Solon was perhaps vague in his campaign promises, for
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Plutarch speaks of the "softness and profuseness, the popular
rather than philosophical tone" of his poems.

Inaugurated as archon, Solon moved with amazing speed,
and before the country knew what was happening, it was going
through a social, economic and political revolution that completely
revamped the character of the Athenian state and still
amazes historians. Solon assumed extra-legal powers, and with
a facility for "catch" expressions that took hold of popular
fancy, issued immediately a revolutionary decree under the appealing
name "Shaking Off of Burdens" (Seisachtheia). This
decree, going at once to the heart of the money problem, tore
down all the mortgage pillars of Athens and abrogated at once
all agricultural and personal loans. It liberated all those debtors
who were actually in slavery under previous legal adjudication,
and it forbade any Athenian to pledge his own person or that
of any member of his family as security for a loan.
The constitutionality of the Seisachtheia was widely questioned,
but it was not challenged, and it solved overnight the
problem of the poor debtors, the thetes, tenants, and small
proprietors. But of course it shattered the credit structure of
Athenian economy. Deprived of the security behind their assets,
and with obligations of their own to meet, the landlords and the
money lenders were thrown into practical bankruptcy.
In solution of this problem, the crumbling financial edifice,
Solon provided a partial moratorium by means of a debasement
of the currency to the extent of 27 per cent. The mina, which
had formerly consisted of 73 drachma, Solon made legal tender
to the value of 100 drachma. *

* Some doubt exists among scholars as to whether Solon actually
debased the coinage, on the ground that no evidence exists that a strictly
Athenian coinage was yet in use. The common media of exchange were
apparently the drachmas of the neighboring states of Aegina and Argus.
Whether actual debasement occurred matters little, however, since it is
well settled that Solon did alter the standard of payments from a
drachma, possibly that of Aegina, which was widely circulated, to an
Athenian drachma of lower content, and authorized the discharge of
debts in the lower medium. For a discussion of this question, see Kathleen
Freeman, Work and Life of Solon (London, 1926).

The immediate popular reaction to the money measures of
Solon is somewhat in doubt. Our principal records are the
poems of Solon and the report of Androtion, whose account is
borrowed by Plutarch and Aristotle. Solon's poems give of
course a flattering picture of the effect of the reforms. Plutarch
relates, however, that they left the people only more dissatisfied,
because the emancipated debtors expected not only remission
of debts but also a redivision of the land, along the lines of
communistic Sparta. Charges flew about that Solon had allowed
"insiders," friends of his, to learn in advance of his plans and to
profit by buying up mortgaged land. The permanence of the
reforms, and the reviving prosperity of Athens, are evidence,
however, substantiating Solon's report, and testify to the general
soundness of his program. 

"The Seisachtheia of Solon, unjust so far as it rescinded previous
agreements, but highly salutary in its consequences, is to
be vindicated by showing that in no other way could the bonds
of government have been held together, or the misery of the
multitude be alleviated The foundation on which the respect
for contracts rests i s . . . . the firm conviction that such contracts
are advantageous to both parties as a class, and that to
THE AGE OF GREECE 19
break up the confidence essential to their existence would produce
extensive mischief throughout all society. The man whose
reverence for the obligation of a contract is now the most profound
would have entertained a very different sentiment if he
had witnessed the dealings of lender and borrower at Athens,
under the old ante-Solonian law. The oligarchy had tried their
best to enforce this law of debtor and creditor, with its disastrous
series of contracts, and the only reason why they consented to
invoke the aid of Solon was because they had lost the power of
enforcing it any longer, in consequence of the newly awakened
courage and combination of the people."1


Nevertheless, the general effect
of Solon's money measures was to purge Greek mentality of its
absorption in pecuniary values and to purify the whole spirit
of Greek commerce. They created among the Greeks a saner
philosophy of values and founded Greek commercial principles
on a sounder basis than existed elsewhere in the ancient world.
Speculative enthusiasm was apparently cured in Athens. Grote
adds that though there grew up at Athens, following the Solonian
reform, a high respect for the sanctity of contracts, never
again do we hear of the law of debtor and creditor disturbing
Athenian tranquillity. The banking system, he says, assumed
a more beneficial character. The old noxious contracts, "mere
snares for the liberty of a poor freeman and his children," disappeared
and loans of money "took their place, founded on the
property and prospective earnings of the debtor, which were in
the main useful to both parties, and therefore maintained their
place in the moral sentiment of the people."

Though here and there we find instances of currency debasement
by various Greek cities, a general tradition grew up in
Greek commercial policy of the sanctity of the coinage.
Throughout the period of Athenian history, this one instance
of formal and deliberate currency depreciation stands alone.
Not only was there never any demand in Athenian democracy
for new tables or a depreciation of the money standard, but a
formal abnegation of any such projects was inserted in the
solemn oath taken annually by the numerous diakasts, who
formed the popular judicial body.
Upon the soundness of her money Athens built a commercial
system that dominated the Mediterranean, and of the character
of that commerce Augustus Boeckh says:
"The purity of the coinage promoted traffic: the merchant
was not compelled to take back freight on his return voyage,
although there was no lack of articles for that purpose, but he
could receive and export the value of his cargo in ready money.
. . . . Those articles which in other lands could scarcely be obtained
singly, were in the Piraeus found together. Besides grain,
choice wines, iron, brass, and other staple commodities from
all the countries on the Mediterranean Sea, there were imported
from the coasts of the Black Sea slaves, ship timber, salted fish,
honey, wax, pitch, wool, tackling and cordage for vessels,
leather, and goatskins; from Byzantium, Thrace and Macedonia,
also timber, slaves, and salted fish; slaves moreover from
Thessaly, to which country they came from the interior; and fine
wool and carpets from Phrygia and Miletus. All the sweet productions
of Sicily, Italy, Cyprus, Lydia, Pontus, Peloponnesus,
were collected by Athens through her maritime supremacy."2

One of the most perplexing problems in the realm both of
economic theory and of practical statecraft is the nature of
money. Generally speaking, the word "money" presents a very
clear concept to individuals, but when we analyze that concept
we find money taking such a variety of forms, and fulfilling functions
so manifold, that the further we advance in our analysis
the more we lose sight of what is common and what is essential.
So difficult indeed is the definition of money, and so much
confusion has resulted from the attempts to define it, that economists
have often abandoned the task, and limited themselves to
describing money in terms of what it does, i.e., its functions.
Money, therefore, is sometimes defined as anything which is
generally acceptable in a community for all other goods and
services, leaving to the imagination of the reader the formulation
of concrete concepts of "anything." Or, in more precise
terms, "the complex of those objects which in a given economic
area and in a given economic system have as their normal purpose
the facilitation of economic intercourse (or the transfer of
values) between economic individuals."1
Money, in this view, is not defined as a series of objects, but
a series of functions which have as the ultimate object the
"facilitation of economic intercourse."

A description of the functions of money, however, is not a
definition of money itself, or its own essential characteristics.
Into the ramifications of this question it would be tedious to
enter, and perhaps profitless for our present object, which is an
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objective examination of the working of the money system in the
economic life of society with particular reference to the modern
aspects of the money problem. The main divisions of the controversy
may, however, be briefly outlined.

(b) The view that money is purely conventional, that is,
without value as property, as compared with economic goods,
merely a "token," and a "symbol." Among those who hold to
this view are the "quantitative" theorists (the numerary theorists
of former times, such as Alexander Del Mar), who believe that
the value of money derives solely from the quantity in circulation
in relation to the quantity of transactions to be effected. Involved
in the quantity theory, and explicitly stated by many
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writers, is the doctrine that the substance of which money is
made is irrelevant, that it is the number, and not the quality or
size of the money units that counts. The idea has been expressed
by Irving Fisher, a latter-day exponent, as follows:
"In short, the quantity theory asserts that (provided velocity
of circulation and volume of trade are unchanged) if we increase
the number of dollars, whether by renaming coins, or by
debasing coins, or by increasing coinage, or by any other means,
prices will be increased in the same proportion. It is the number,
and not the weight, that is essential. This fact needs great emphasis.
It is a fact which differentiates money from all other
goods and explains the peculiar manner in which its purchasing
power is related to other goods. Sugar, for instance, has a specific
desirability dependent on its quantity in pounds. Money has no
such quality. The value of sugar depends on its actual quantity.
If the quantity of sugar is changed from 1,000,000 pounds to
1,000,000 hundredweight, it does not follow that a hundredweight
will have the value previously possessed by a pound.
But if money in circulation is changed from 1,000,000 units of
one weight to 1,000,000 units of another weight, the value of
each unit will remain unchanged."3

great stones the size of a mill wheel, used by the
natives in the island of Uap. But what made these substances
money, in the sense of performing all the monetary functions,
was the sanction of society, either by custom or by fiat of the
state. When the Greek city placed its emblem upon an ingot of
metal and thereby certified to its weight and fineness, the ingot
became money in an enlarged sense and capable of functioning
on an extended scale. That certificate of the state is a definite
and important addition to its value, and as society grows in complexity,
and the money function increases, the contribution of
the state rises geometrically in importance. In an ideal state of
society, perhaps, the intrinsic quality of money might entirely
disappear, and be replaced by the value derived from the control
of the state. But for that to occur, the control of the state
would need be perfect in authority and god-like in intelligence.
What is of immediate importance in the study of money is
not a resolution of these diverse theories, or a determination of
the relative contribution of social sanction and intrinsic value in
the money mechanism, but an appreciation of the means by
which the control of money by society may be perfected. Money
is a human institution, and as humanity does not live by logic,
neither does the money mechanism subject itself to logical
analysis and dissection, much as the economist might desire it
to. The proper study of money, and its control, must be by the
historical approach, by patient study of the manner in which
man has lived with money in the past. In this study lies more
fruit for hope than all the charts of prices and trends and ratios
of statistical and theoretical economics.
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With the dawn of the nineteenth century, the study of money is
no longer the study of coinage, of the ratio between the metals,
of the coinage prerogative, or of the question of metallic supplies.
The problem enlarges, as it has been gradually enlarging
since the reestablishment of interest as a formal institution of
economy, until it becomes a study of commerce-debt relationships
and the institutions which exercise authority over the body
of commercial debt. Our story, therefore, must from now on
concern itself largely with the money mechanism as it is affected
and moulded by banking and credit.
During the colonial days, the shortage

Court.
The establishment of the national banking system in 1863—
1864 removed note issues of the state banking systems, and
introduced a new regime in the control of private money. By the
National Bank Act of 1863, as amended in 1864, the privilege
of note issue was restricted to nationally chartered banks (by the
process of taxing state note issues out of existence) and the notes
themselves were required to be secured by the deposit with the
Treasurer of the United States of an equivalent amount of
United States Government securities.
The act had been passed as a war measure, sponsored by the
Secretary of the Treasury, Salmon P. Chase, to aid in financing
the federal government, and had been a part of his policy of
carrying on the war by means of loans rather than by taxes. Irredeemable
fiat money (greenbacks) had been issued by the
federal government to such an amount that they had fallen to a
discount of 65 per cent in terms of gold, and it had become imperative,
as in 1780, as in 1694, to bolster the credit of government
by calling in the aid of the banking mechanism. The prime
purpose in basing the bank note issue upon government credit
was thus to strengthen the government by providing a market
for federal securities rather than to strengthen society by means
of sound money.

is nominated in the bond. 'An elastic currency' could
have been had by an enactment of twenty lines. The 'means of
rediscounting commercial paper' are already at hand and such
discounts exist to the extent of at least 100 millions in the
national banking system. It is not 'to establish a more effective
supervision of banking in the United States,' for that could be
accomplished by increasing the appropriation and enlarging the
salaries of the examiners, so that men with larger experience and
breadth of vision would perform more effective supervision.
"The purpose of the act most largely in its inception was 'for
other purposes,' and these 'purposes' can never be wisely or
effectively carried out; if persisted in they spell disaster to the
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country. The hidden purpose or 'motif which inaugurated this
legislation, however in effect it may work out under wise administration,
is to cheapen money.
"The whole primary discussion of this bank act was to make
money easier, to cheapen it to the farmer and producer and
manufacturer and merchant. Senators and representatives both
proclaimed within and without Washington that what they were
seeking was a financial system that would give us an average
rate approaching that of the Bank of France, where interest
over a series of years averages between 3 and 4 per cent. They
frankly said they hoped for something under the 4 per cent
rate."

To understand how the Federal Reserve System gave a
greater leverage to the inflation mechanism of deposit banking,
it is necessary to outline the relative provisions of the act. The
act created twelve Federal Reserve Banks, each serving a separate
geographical region of the country, and made them depositories
for the cash reserves of the national banking system.
At the time of the creation of the System, much emphasis was
placed on the note issue functions of the Reserve Banks (the
banks being permitted, in effect, to issue legal tender notes
against a combined security of gold and certain types of commercial
instruments of debt, provided the gold proportion of the
reserve constituted at least 40 per cent of the total) .3 Because of
the growth of check-money and the expansion of deposit credit,
however, the real leverage in the money system occurred in the
banking reserve requirements of the System. The opportunity
offered for bank credit inflation will be understood by setting
forth the various reserve requirements, and the manner in which
they were manipulated:

Such dealings in the money market directly with
the public are called "open market operations."
A purchase of investments on the open market is paid for by
the Federal Reserve Bank either in Federal Reserve notes or by
check drawn on itself, depending on whether the bank wishes to
increase the actual quantity of money in circulation, or the
banking power of the System. If paid in notes, the money passes
directly into circulation; if paid by check, the recipient of the
check deposits it with his commercial bank, which in turn presents
it to the Federal Reserve Bank for credit. This credit thus
becomes a deposit to the account of the member bank, and as
such deposits constitute banking reserves for the member bank,
the lending power of the member bank is thereby multiplied.
Conversely, of course, the effect of selling portfolio holdings by
the Federal Reserve Banks is to reduce reserve credit outstanding,
and to restrict the lending operations of member banks.
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