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Therole of the state and the hierarchy of money

AROKH GOz I F —

His definition is applied to two opposing theories in the history of
monetary debates, and it is shown that the Chartalists (as opposed to
the Metallists) developed a genera/theory of money that can be applied
equally convincingly to the entire era of state money.

A3 EEOME, itz L TRENCEET 2% < o3l L 72372 b A7iE I
kT 272000, I v AF —OFEMKEL L ToRiFL v ERZH

W3,

His definition is applied to two opposing theories in the history of
monetary debates, and it is shown that the Chartalists (as opposed to the
Metallists) developed a general theory of money that can be applied
equally convincingly to the entire era of state money.

HoEHIT, B OMFOELITE T, =00 2 BRI &
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This theory is then used to show that the state’s power to make and

enforce tax laws renders its money the most acceptable form of debt within

what can be considered a ‘hierarchy’ of monies.

Z oYt ZoMEIE, BlikzHE, Ty 2 EROM 255 < ORI

DT IANF—LRBZINZHMANT, 20EHEZzRIZITIANLND

BEDIBICZZTH EWw) Z e aRndoicfuoind,

This leads to some important policy implications as well as a strengthening

of the endogenous money position.

CNENENZORHOMEDBILE L bic, WL D) DEHERBIKD

1. Introduction & A
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The purpose of this essay is to analyse more thoroughly what several economists

(e.g., Minsky, 1986; Foley, 1987; Wray, 1990) have recognised as a debt-pyramid or

‘hierarchy of money’, which exists in all modern economies.

RO BN > ORFFAEFABE 7 Iy Fb LI REKOvz I X — L

WL CE b D, 2RI NTORMREFICHFIET 525, Tz X Y RUKRIC

ST B LTH D,

Because a theory of money is the foundation for an analysis of the ‘hierarchy’, the
paper begins with a definition and discussion of the manner in which money will be
treated in the essay.

BBOMmIEBO e I VX —D D70 DHECH 5 720, w3l

/m]ﬁ
a.El-

TR N B STIEDER LM DR E b,

This definition is then applied to an analysis of two opposing theories of money, the

Metallist and Anti-metallist (or Chartalist), in order to determine which conforms

to the requisite definition of money.

COERBBBERE L7 VI RBERE T b RFERLE O LEH o PLE

RO REEBEDEFRIIE > TVEDPERED L7201, DD 5 &M :E

b
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The most compatible theory is then used to describe the structure and composition

of the hierarchy.

ZDLE, ROFEDORCHIwmS e T I % —DOWE &R IR R 5 720 I W

bd,

Specifically, the Chartalist theory is used to explain why the various monies are

denominated in a particular unit of account and why certain monies within the

hierarchy are positioned higher than others.

FICRFTIRBFOHMI 2T W20 GHIRE DI HEBM TR RINDE D

. eI IALF—DONO—EDOEEI T LY EWALEICH 5 D% EHT

L7-DICHbNS,

The most compatible theory is then used to describe the structure and composition

of the hierarchy.

ZZT, OHEEMEDOD ZHPR, e INF—DWECHEK A MG T 2 7=l
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Specifically, the Chartalist theory is used to explain why the various monies are
denominated in a particular unit of account and why certain monies within the
hierarchy are positioned higher than others.

BARRICIZ, F% 2 U A ORI, REkA RBEE 225 OB AR &
N20Hh, ZEeTINF—NO—EDBEMhOBE LY b EMIEIT SN

D0 %FMATIZOICHONS,

The positioning of the state’s money at the top of the pyramid implies an intimate
relationship between ‘the fiscal, tax-raising, authority, on the one hand and money
creation on the other’ (Goodhart, 1997, p.1).

v7 1y FOHRAIBIFEROMESH 201 [—/5T, MK, 2 VHEBL T

WLHERE L . T COE DRG] & DRIcE T 2 ME RBEREZRL T 5,

This relationship when maintained, enables (or, at least, does not preclude) the use
of counter-cyclical fiscal policy and may, as Wray(1998) and Kregel(1999) have
argued, be the key to maintaining full employment.

20
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1), TR T 27-00hFIChbTHAH,

However, when severed, as for example under European Economic and Monetary
Union (EMU), the traditional connection between the Treasury and the Central
Bank disappears, leaving member states (even in the absence of deficit-to-GDP and
debt-to-GDP limits imposed by the Growth and Stability Pact) unable to finance
large, counter-cyclical deficits (Paraguez, 1999).

Lo, a—my <@EFaEREcoflo X5, Ylisnze s (ez, &
iE - EMEICX VI N GDP &7 ) ORFLABEORA M o728 LT
b) LEOKMERN 2 AEERME ST 2 2 e TcERVBEE2 Z0F FicL T,

Mgse & PRRITH ORI 72 D72 28 D IZTHIRT %,

While these and other important policy implications follow from the analysis
contained in this essay, the purpose of the current paper is to elucidate a theoretical
foundation for an understanding of the ‘hierarchy’ underlying studies such as these.
ZNo D, 7% DMOEELRBUAINIRED Z D D HICE T 5502
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Money defined & D i€ #%

Economists have grappled with the concept of money for centuries.

BRFEE I ERCIC D b o TEHEEOMAICH Y #HA T X 72,

For some, money is a complicated phenomenon which is difficult to define and

which in its modern form seems almost impossible to explain.

HrELbICkoT, BEIEMEBRTHY, ELXE T 2008 L <, BHoD

BRI CTIEFA S 2 DIZIZITAARETH 5,

After all, what is money — a numeraire, a medium of exchange, a store of value, a

means of payment, a unit of account, a measure of wealth, a simple debt, a delayed

form of reciprocal altruism, a reference in accumulation, an institution, or some

combination of these?

22



fifRo e 5, B L 3mh, MERE, scHoBiR, MifEfrE, SHhvoF

B, FHREHLL, BEORE, Afizob o, Rt At EROEA, %

oMW, FED I b ENIEZERT E2DTHL I, ThedbInodob

N DAL DLED I L EZIET DA D D,

It is important to begin by boldly stating the manner in which ‘money’ will be

defined in this essay: Money is credit (Innes, 1913).

AT THEE] PERINDZTHL ), ZDik%kIFoE ) b2 L Thd

52 LHEERE, $hbbRBFLIIMEHTH 5,

[t represents a debt-relation, a promise or obligation, which exists between human

beings and cannot be identified independently of its institutional usage.

ZNIEFBR, FR, $RFEFeRL. Ao NEORICHFEL T H .,

JER 2RI 2> 57 U CHERE X 05 2 & i3 IR 7R,

[t expresses a social relation (Foley, 1987; Ingham, 1996) and will, following Keynes

(1930), Minsky (1986) and Wray (1990), be treated as a two-sided balance sheet

operation.

23



IhitaBfRzEzRL, Z LA v X IvAF— ZLTLAicikExid, B

ERfiR DR L LCikbd L Hickh2725 9,

Thus, the creation of money affects both assets and liabilities.

ZDXHICEBDRLGEIZEE L ABom G ICwEY S5 2 5

As money has been defined as credit, the latter, for clarity, should also be defined.

Innes gives a succinct yet unambiguous definition of credit:

BEPEML LTERINTZDOELRE. TRDBLEML v HEE D WIEICE

BINDIRELESL I, A A RIF, EHD. R THrOWMERERD T ZUTD X

IIfT-Td, ZNIET2bbH

It is simply the correlative of debt. What A owes to B is A’s debt to B and B’s credit

on A. A is B’s debtor and B is A’s creditor.

FHMIcABEMHAEICEFGELTHwS, ARBICAE->TWAEDIE, Bicn$ 3

ADBEBE AT 2BOEMNTH S, AIZBOEHEETH Y., Bl ADEES

‘G%%O
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The words ‘credit’ and ‘debt’ express a legal relationship between two parties, and

they express the same legal relationship seen from two opposite sides.

[fER] TAafE] Lo HFHIE 2 DD YRHEMICE T LM BEFREREL,

72y 2 0D T 225 BT CiEBAfR 2 RS %,

Whether, therefore, . . . the word credit or debt is used, the thing spoken of is

precisely the same in both cases, the one or the other word being used according as

the situation is being looked at from the point of view of the creditor or of the

debtor . . . credit and credit alone is money. (Innes, 1913, p. 392)

EHHEE - EEHE Lol boBlEThLIcL A, EH - Ao L b LD FEE

PMEDLINTWBRICLA, MHFDr—RICBWCELZER2IELTVWEDTH B,

[t is because money is at once an asset (credit) and a liability (debt) that it is

treated as a balance sheet operation.

HisaErE (§h) bbby, A (5 TbdH 20T, BEMREERMEL L

bz,

Keynes also took this approach, noting that ‘[a] money of account comes into

25



existence along with debts, which are contracts for deferred payment, and price

lists, which are offers of contracts for sale or purchase’ (1930, p. 3).

TAVRbERZoFERRML, TWECEEIL, #Eroafmeticlng, %

Dt x DA T, BIEZI 0K TH Y . IRGE T 72 1A DK % KD 2l

KTHs] Ll 7,

Thus, when a buyer (debtor) and a seller (creditor) enter into a forward contract,

money (or, equivalently, credit and debt) is created.

Lo T, BT (EHH) L) F (G PiekoRziise, G

(B2 IIFRFEOET LETT) MAENS,

The money represents a promise or IOU held as an asset by the creditor and as a

liability by the debtor.

B EEEsEE L RA, BEHEPAMELE L TR SHHR L 2IIMEHAEE 2 &

LTw3,

The creation of money, then, is simply the balance sheet operation that records this
social relation.

26



WoRLE IR, Z DtAMBARZRLERT 2 BENIRERRIFIC T E R,

m

Minsky confidently noted that there is nothing special or elusive about money.

/171

VAF—IZEEICOWTRENRESLS D DI BT R EBHREICHE L 72,

In fact, he stated, ‘everyone can create money; the problem is to get it accepted’

(1986, p. 228).

FERR. P TRECH B ZAIY e 2, MEZZARZTANLNE L) T

L7z b7z,

Though it is certainly true that anyone can create money, it is somewhat misleading

to say that the problem is to get money accepted.

HCHEMEAZANGE T 220 TE L L) 2 LI, MEIIEEEZZITA

NIFBEZZLLVIHIDITWL LIHEBETH B,

This is because, based on the notion that the creation of money is a two-sided

balance sheet operation, money cannot exist until acceptance has occurred.

Ihix, BRI =o0MlAd 2 EERIREERETCH L L w5 HFAITKS
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&, BREIZMIN2 I THRELSERVWE WHIBERZLLTH 5,

Viewed this way, an offer to go into debt (to add a liability to a balance sheet) does
not materialise into money until another party agrees to hold that liability (to add it

to the asset side of its balance sheet).

i

ZoFzxB L, affra s e (AEZEENRRICMA 2 L) oH LR, —

il

M

FTOMEENABERAET S 2 L (A2 BEENBEEROEERICIMZ 2 2 L)%K

LTI T, BfzRHMMET 207,

Thus, it is more accurate to say that anyone can make promises or offer to go into

debt but that the ‘problem’ is to find someone who is willing to become a creditor

(i.e.to hold that promise or debt).

L7edoT, #TOREPBTE 240 LIEEATE 2 &) IAIEMER, BE

FEATHEIKR W LAKEZRAG T 2)EEE L 2 A2 RoT0 5 2 L7,

Let us now apply the notion that the creation of money requires accepting another’s
debt to two opposing theories of money in order to determine which of the theories
conforms to the treatment of money as a two-sided balance sheet phenomenon.

28



b o A oDl 2 R o BENIRERR L L TCOREOR N ITHE D 2 &k

ET B0, 5. BFORIME—TT0aBOZ T ANEZERT L nWIFEZT]

oM TA2EBOMERICEHL X9,

Metallists vs. Chartalists @ J8 EHRE WKL FERE

There is no dearth of controversy over the nature and role of money in the history of

economic thought.

A SO ERICE T 2 B OMH L &%El 2 © < B ldHaiciTbhTw s,

During the 16th and 17th centuries, the Metallists and the Antimetallists or

Chartalists paved the way for successive debates between various schools of thought

for centuries to come.

16 2> & 17 Hfcic 2 €, RBERE L XEBERE L B3RFTRE R M

HACIC D Do TCX EIFE RZROMCOMESE L - EmOEZ BV 72,

The Metallists and Chartalists arrived at markedly different conclusions, primarily as

a result of their ‘different conceptions of the scope and method of economics’

29



(Ingham, 1996, p. 511).
Fic [BFFOHIPFH L HiEORL 25| ofRe L, @FFERE L REIEEE

T L SR pHEmICEL 72,

These differences can, almost invariably, be traced to a distinction between ‘real” and
‘monetary’ analyses.
INHLOENE, FLALHEIC, HEOSIT L BB OO oE NIl 2 2 & 28

‘G% 50

Schumpeter described ‘real” analysis as:

Pav =X —IHEDOHERD X ) Iz,

[proceeding] from the principle that all the essential phenomena of economic life are
capable of being described in terms of goods and services, of decisions about them,
and of relations between them.

REFELHDOT X CTOMRKLIRIT, M — v ROHHT, ZhoICBIs 2 1E
DHEPF T, FLUPXNODOHOPRABROBEA 2 LI 2 A TE L L) FHAIA»L
[+5»<l

30



Money enters the picture only in the modest role of a technical device that has been

adopted in order to facilitate transactions.

N

B IR 2 RET 2 720 IR SN2 HAiH 2B D b - L HE = KE TD A

LR,

This device can no doubt get out of order, and if it does it will indeed produce

phenomena that are specifically attributable to its modus operandi.

CDOREIFF R SRS 2 HEEMEDS H V. b L Z D Zmaud, £ DM A

CRIEL 5 2R 2 LA TES 5,

But so long as it functions normally, it does not affect the economic process, which

behaves in the same way as it would in a barter economy. (Schumpeter, 1994 [1954],

p. 277)

LU, IEWICHEES 2R Y . RFRERICITEE L S 2 kv, REFERIEY) 4 55

FHFLFELLOICSH2E 9,
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Monetary analysis, in contrast, is characterised as:

SRRy, B IR X 5 KiEfiT o n s,

in the first place, [a] denial of the proposition that, with the exception of what may
be called monetary disorder, the element of money is of secondary importance in the
explanation of the economic process of reality . .. [and] . . . In the second place, . . .
[an abandonment] of the idea that all essential features of economic life can be
represented by a barter-economy model. (Schumpeter, 1994 [1954], p. 278)

b2 h, BEEE LTINS b D ERW T, HEORHBEOHHICE W TEE
DEFRF-RICHETH S L I MEOERE . Z LT, HICHFEEDO TN
TOREWN LRI 2 SSHRFET AL o TRT LA TE L L WHHE

JEES 5,

Now, while one can certainly link the writings of many Metallists to the kind of ‘real’

analysis described above, it is an adherence to a particular theory of money, not a

penchant for ‘real’ analysis, that places a theorist in the Metallist tradition.

B, % 0@BEREOWM X% LR oREO T OFEBICHERICHEI>2T 52 &

DBTE LD, X NEFFFEDRHEOMHER~DHETFTH Y HED I DM TIE <,

32



PETERE OLRICH 2 BEmKRICIET 5,

Let us begin with the two main propositions embodied in the theory of money

propounded by Aristotle.

TYVRFTLRICK o TREINLEHEOMEmICBMLI N 2 DO TR ol

oIRD X D,

First, money, though it may come to serve other functions, is supposed to have

originated as a medium of exchange.

B—lo, B, hoRERZR-T X510 2hd LAk wd, Sfoliifke L

LEheEZOLNS,

Exchange, it is argued, was initially conducted on the basis of barter, with individuals

trucking their goods to the local trading venue and attempting to exchange what they

brought for what they wanted.

ZHIE, B EY) Aot l DS & HT D 58 5 Bl I EE L

FoTEZDDEMLWHDLAML Lo LA Tw it onT w3
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Thus, exchange would have required the famous ‘double coincidence of wants’ so

that two-party exchange could only occur if each of two individuals wished to

exchange that which they possessed for that which was offered by another.

L7235 C, RfCIZFA R TRk —HEH—3] BHETH 72720, 2 ADOEA

ZNENHMDADRBEL 72 b D LML 72 WG EIC D B FHRIHEAFA L 72,

Money, then, is said to have arisen spontaneously in the private sector in order to

eliminate some of the inefficiencies of barter.

B3 WA RO IERIED —i 2 PEbR 3 % 7z o 1o, REGEFICHFERICHEEL

7EEbITWw3,

Thus, society is said to have agreed upon some means of exchange called ‘money’ in

order to mitigate the transaction costs associated with barter.

L7285 T, #2322 ffuc B 2 I | B 2 B S 5 7z i TR L IfiE

NV ODPDZHDH 5 FRICHE STV L EbILTWna,

Secondly, in order to fulfil the medium of exchange function, the thing chosen to

serve as money must be ‘a thing that is useful and has exchange value independently

34



of its monetary function’ (Schumpeter, 1994 [1954], p. 63).
BT, RHMERE DA E 25 T 57201, B L LTt 2 -0 B R a7z
D, EHTH Y., 7% OEHIEEEED O HNT L 72 2 HMliiE % £5 72 72 fuid v

7z,

That is, society is supposed to have settled on a metallic currency (usually gold or
silver) so that the money would have (intrinsic) value.
i3I 2bb, B (KENR) iz o701, fhald (FdE, PR o0)

BEEWO LICEIrNTEZLEEZLNTN S

It is not, however, always clear whether the precious metals chosen to serve as a
medium of exchange were in an ‘unworked’ state or whether they had been
minted/coined.

Lo L7adsd, Mok e LTt 3 20 BRI T w2 BRE2 TINT
ncunhn] REICH-7-00, ZNO0FHE/ZHNEIN T 201343 L H A

ML W H DT TIE R,

Most theorists believe that exchange using unworked precious metals would have
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been extremely rare because of the difficulty involved in identifying the quantity and

quality of the metal (Goodhart, 1997).
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This ‘identifiability’ problem, they argue, usually meant that

commodity money required a stamp or guarantee before it could circulate widely.
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Aristotle’s support for the theory of money put forth so far is evident in the following

statement:
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For the purpose of barter men made a mutual compact to give and accept some
substance of such a sort as being in itself a useful commodity . .. finally . . . impressing
on it a stamp in order that this might relieve them of having to measure it; for the
stamp was put on as the token of the amount. (quoted in Goodhart, 1996, Appendix
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But it is not always clear, when reading the Metallist position, who actually performed

this minting function—private individuals/institutions or the government/public

sector—though most ascribe a limited role to the government.
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For example, it has been suggested that the money chosen by society is either
sanctioned (ex post) by the government (Menger, 1892) or that it somehow evolves
into government-issued currency (Barro, 1990).
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Questions concerning the government’s role in the development of money continue
today (e.g., Kiyotaki and Wright, 1987), with arguments suggesting that private
individuals, motivated by a desire to minimise search costs, could develop money for
use in an economy without a government.
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Regardless of the party performing the minting function, the important point remains
the same: the minting or coining of precious metals resolved the ‘identifiability’
problem and enabled metallic coins to circulate widely as media of exchange.
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Furthermore, any sanction by the authority of the state would have been limited to
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an ‘ex-post codification of social customs’ (Laidler, 1987, p.21).
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Thus, government could encourage the continued use of metals by vouching for the

integrity of the precious metals (the quality and quantity of metal), but their power

would have been limited to supporting the will of private individuals to adopt a

particular commodity money.
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In other words, metallic coins are said to have been accepted because they were
themselves valuable commodities with certain properties, which made them a
convenient medium of exchange, not because of any influence or encouragement

from the state.
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Although this theory embodies two main propositions, only the latter necessarily

identifies the Metallist theory, then, suggests that ‘the money commodity goes by

weight and quality as do other commodities’ and that the stamp is put on for

convenience ‘to save the trouble having to weigh it every time, but -*-is not the cause

of its value’ (Schumpeter 1994[1954], p.63).
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The transition to the use of coins with little or no precious metal content or paper

representing contracts between the bearer and a bank or government led Menger to

ask why ‘every economic unit in a nation should be ready to exchange his goods for

little metal disks apparently useless as such, or for documents representing the latter’

(Menger, 1982, p.239).
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The Metallist vision easily adopted to the use of non- ‘pure’ commodity or paper

money.

EEFEFEREOLY 3 VIIESIC [HF] TlXRWiES - E R ICEG L 72,

It was argued, for example, that non- ‘pure’ metal coins could be substituted for

commodity money because their metal backing would imbue them with value.
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Similarly, bank- or state-issued paper currency, under a metal standard, would be

accepted because of its gold or silver backing.
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Thus, the Metallist retained the basic logical structure of their analysis by
maintaining a link between these (fiduciary) currencies and precious metals (Ingham,
1996).
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When, from time to time, governments suspended convertibility, and paper
continued to substitute for commodity money, the Metallists maintained that
currency retained its value because people expected convertibility to be restored.
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The next stage poses more of a dilemma for Metallist theory (and for many modern
monetary theorists).
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Specifically, the elimination of a metallic backing appears to have robbed paper

currency of its value.
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That is, while ‘the value of commodity money might appear to derive from that of the

commodity from which it is made, or into which it is convertible, and the value of

credit money from that of the assets which back it, . . . no such factor seems to explain

the value of fiat money’ (Laidler, 1987, p. 20).
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Thus, people were supposed to  hold commodity money as ‘a medium of exchange

that also [had] use as a consumption good or a productive input, at least potentially’,
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while fiat money is a ‘medium of exchange that will never be used as a consumption

good or a productive input’ (Kiyotaki and Wright, 1987, p. 5).
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That the community did continue to accept intrinsically worthless paper currency

after the elimination of a metal standard left a problem for Metallists/Monetarists to

explain.
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Perhaps the most famous ‘solution’ came from Walras, who suggested that money

could be reduced to a pure number, the numeraire.
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Money may be viewed as nothing more than a representation or a symbol of ‘real’
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goods, with its origin/evolution considered irrelevant.
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As a numeraire, money was brought into the analysis only to allow the ‘auctioneer’ to

announce prices (money numbers) in order to bring about market-clearing

equilibrium.
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The goal, it seems, was to maintain the ‘integrity’ of ‘real” analysis though, as Clower

notes, there are numerous problems with attempts to ‘motivate the holding of money

by invoking some kind of transactions cost’ (Clower, 1999, p. 407).
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The Anti-metallists, or Chartalists were dissatisfied with the Metallists’ claim that
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money derives its value from its precious metal content (or backing).
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Concerned primarily with bank and state monies, the Chartalists sought to uncover
the source of value as more than simply the representation of precious-metal money.
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Chartalist theory does not view money as a commodity with exchange value, scarcely
different from any other commodity.
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Thus, unlike the Metallist vision, the Chartalist view is not preoccupied with the
medium of exchange function of money.
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On the contrary, Chartalist theory seeks to un- cover the essential properties of
money as a unit-of-account and a means of payment.
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To this end, Chartalist theory is concerned with the social and historical origins of
money and, unlike the Metallist vision, provides a non-market-based theory of money.
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Let us turn to an examination of the Chartalist theory of money.
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Under the Metallist vision, the state takes a back seat to the market.
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Chartalist theory, however, places the state centre-stage.
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Specifically, Chartalists recognise the power of the state to demand that certain

payments are made to it and to determine the medium in which these payments must

be made.
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Chartalist theory has a long history, perhaps dating back to Plato (Schumpeter, 1994

[1954]), but clearly recognised as early as Adam Smith who wrote that:
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A prince, who should enact that a certain proportion of his taxes should be paid in a
paper money of a certain kind, might thereby give a certain value to this paper money.
(Smith, 1937 [1776], p. 312)
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What may appear banal at first glance is, upon further contemplation, extremely

sagacious.
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In one fell swoop, Smith appears to have solved a paradox that the Metallists were

unable to convincingly cope with.
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The paradox—why should paper with no value continue to circulate.
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<What is the commodity theory?>

1. Introduction

The theory that the basis of a currency's value comes from the value of the product that
is its material. The idea that money was born because we wanted to avoid the
inconvenience of barteringRooted and metal is most homogenous / dividable / durable
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It has been considered the most suitable.

2. Use value and exchange value

Marx states in capital theory that commodities have two values. Value in use is a value

that satisfies some human desire, such as functional competence or gaining status through

possession, and exchange value can be exchanged for another kind of thing that arises in

the relationship between several products Value. These two concepts of value form the

basis of merchandising.

3. The Logic of “Capital” and “Money”

Gold, which is considered to be excellent as a media product in terms of homogeneity,

dividability, durability and uniform demand of people, has an innate exchange value that

can be exchanged for all products, and gold itself has value. Marx claims that a certain

illusion is fixed. However, Katsuhito Iwai's "Monetary Theory" develops the theory,

stating that the value of gold is not out of the common illusion of people under this

assertion, and that "money is interchangeable with anything". The circulation theory that

"everything can be exchanged for money" allows money as commodities to circulate and

play a role.
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4. General issues of the commodity theory

The inability to explain fiat money is a problem of merchandising. After the Nixon Shock

in 1971, the exchange of gold and dollars was stopped and only fiat money was issued. A

piece of paper that cannot be exchanged for a gold bullion is not a product that the market

people want uniformly. However, the piece of paper is given an exchange value of 1000

yen or 100 dollars. Possibilities of commodist affirmations of this situation explain that it

is circulated by the "joint illusion" and "trust" of the market people.

<Metalism and the gold standard>

Metalism is that money itself has value as a commodity. In the process of exchanging

goods and money, money is exchanged as valuable goods for goods of the same value. In

metalism, the value of a currency is determined by the market value of the commodity,

regardless of its financial role. The history of the gold standard began in 1816 with the

enactment of the British Monetary Law. Countries around the world broke away from the

gold standard to make up for the huge budget expenditures of World War L. In 1918, after

World War I, economically stable countries returned to the gold standard. With the Great
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Depression, countries around the world once again broke away from the gold standard.
In 1934, the United States began calling on the world to deliver gold for $ 35 an ounce.
The gold standard with the dollar in between has begun, fixing the exchange rate between
the currencies of each country and the US dollar and fixing only the dollar to gold. After
World War II, many countries let go of the dollar and started exchanging for gold. Nixon,
who saw the situation, decided that it was not possible to maintain the US dollar-gold
exchange rate system and suspended the conversion of US dollars and gold. Countries

have moved to a floating exchange rate system and the gold standard has ended.

Is the transition to the gold standard possible?

It is impossible to realize a fundamentalist gold standard in which payments are actually
made using gold, and even if a transition is made to the gold standard, the level of gold
and money is guaranteed at a constant level while maintaining a constant level. It is
realistic to change.

<From chartalist theory to balance-sheet theory>

1. Introduction
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In this presentation, balance-sheet theory is considered as Modern Monetary Theory, for

short, MMT. MMT is influenced by both chartalist theory and credit-money theory, so

let us start with seeing both features.

2. chatrtalilst theory

There are five features of Chartalilt theory.

(DState decides money.

(2Money circulates because of acceptance of payment by state.

(3)State determines not only money as substance but unit of account at the same time.

(@ Taxpayers need to get state’s money.

(5When a state supplies money, it only has to issue money.

Under the ticket system, the government first purchases goods and services from the

private sector, and the private sector receives money from the government. The

government then collects the money by taxation. However, since private sector

accumulate money, the government cannot recover the same amount of money as it has

issued. Therefor, its budget deficit is normal.

3. credit-money theory
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The characteristics of credit monetary theory can be summarized as follows.

(DViewing money from credit / debt relationship.

(2Money is the debt of the bank.

(3Deposits, which are bank debts, are created by lending and can be used as money.
(©Money is a unit of account and a means of paying debt.

(5The society or state specifies the unit of account.

(6Money as entity can be anything.

As the barter system has developed to some extent, the transaction between the two
parties becomes a credit transaction to avoid the inconvenience. As bartering becomes
more complicated, a person may be both a seller and a buyer at the same time. To offset
and settle these, a common liability unit of account and a "third party liability" with
general acceptability are required. Banks are responsible for this. Banks supply money by

lending.

3. Modern Monetary Theory

MMT views that the state which issues its own currency doesn’t go bankrupt by its debts

or deficit because the government can endlessly issue their money. So, MMT advocates

argue that governments should positively take fiscal measures. The successful example is
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Japan. Credit-money theory and chartal theory principle are connected in that money is
used as a unit of account and that the value of money is secured by taxation in MMT. In
modern monetary theory, the role of governments increases. In addition, central bank
independence may disappear and power may be concentrated to the government, and it
is necessary for the government and ruling parties to maintain their power to increase
taxes to prevent inflation. However, MMT may solve social security problems and achieve

full employment, reducing inequality.
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Legal currency...debt is accomplished in it with The legal currency. However, all money

must not be legal currency, and a nation does not have to declare it what is money. The

central bank of each country issues it and manages it.

Comparison with the virtual currency

» The safety that the virtual currency is as good as Legal currency.

— If the believability of the virtual currency goes up, it cannot be necessarily said that

legal currency is more dominant.

Commodity money---Itself is a product and has material value and value as the equal

money. The money that was seen in the times when the product economy was

undeveloped mainly. The product chosen for money varies according to each social social

and historic circumstance. (stone, shell, cloth, domestic animal, grains), with the

development of the product economy, a noble metal came to be used.

Balance sheet:--It is the financial statements which can see how much there are the net

assets which attracted a debt from assets.

—On the sheet, money is just a number too.
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In Japan of 2018, 28% of the total population of 120 million are 65 or older. In 30 years,

this population is said to be 33%. There are two reasons for aging. One is that life

expectancy has increased, and the other is that fertility has declined. As the population

ages, medical expenses and nursing care expenses will increase and the working

population will decrease. The rise of Al is expected in 2050. At the same time, it is
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expected that elderly people who are strong in IT will be born. Even now, there are many

elderly people who work in various SNS.

In the general account expenditure of the country, social security expenses and

government bond expenses are increasing, while the share of money for public works and

education is decreasing. The Japanese government is funding 30% of its budget through

issuance of government bonds. Currently, about half of issued government bonds are

held by the Bank of Japan. Japan has been a creditor since the Meiji Restoration. After

the end of World War I, government bonds were issued to cover costs such as retirement

payments for military personnel, and prices rose. In 1947, the Finance Law was enacted.

The first issue of deficit government bonds was due to the free medical care for the elderly,

which was part of Ryokichi Minobe's populism policy. Deficit government bonds only

increased from the bubble period to the present. With the aging of society, the increase

in social security-related expenses and the increase in local allocation tax subsidies, past

economic downturns and current tax revenues have fallen. There are several things the

Japanese government can do to rebuild its finances. Tax hikes, government bond buying

operations, economic growth, escaping deflation, selling state-owned assets, and curbing

spending. Each measure has advantages and disadvantages.

Society5.0 1s a human-centered society that aims at economic development and solving
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social issues through a system that highly guides cyber space and real space. In this society,

advanced technologies such as Al and robots will be incorporated into all industries to

provide goods and services that meet diverse needs. Banks that are adopting new forms

include Lawson and Seven Bank. In the future, depending on the services used, Japanese

deposits will be distributed to various banks.
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