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The role of the state and the hierarchy of money
EROEENEEEDRF

Stephanie Bell(Kelton) XT777=—-X)L(*7JLEY)

This paper uses Minsky’s definition of money as a two-sided balance sheet
phenomenon to challenge many common positions on the nature, evolution and
role of money.

CORXIE. EROME. E1b. RENEATHL<DLBEDIIGITHE T H1=0I,
Minsky @ (RAEXH D) —HIHEBRZDEEXNBRELTORELVSIEERZALS,

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 Merallists)
developed a general theory of money that can be applied equally convincingly to
the entire era of state money.

BOEZZ. BEREOER(CENT. ZODORIIT2ERIEHIN . T-REF
£8 (REXRBIHBMLGLOLEL O FEEREEOETORRICTFICRFNED
STHATELEBD—MRIEBERZEREESEIENTENTID,

This theory is then used to show that the state’s power to make and enforce tax
laws renders its money the most acceptable from of debt within what can be
considered a ‘hierarchy’ of monies.

CHOBZE. COERIE., BUEZHIELRTIOEREAN., EBDIFIIEEZLOND
CENFIRELREENT. TNRBERLZITANONABERXDARICEATINKILE
T =HICALLNS,

This leads to some important policy implications as well as a strengthening of the
endogenous money position.

NE. RENGEEOREDRIEEVCKONDEELGBERNERICENS,

Key words: Money, Taxes, Chartalist, Metallist, Monetary theory
F—O—F ER . F.RXEIRE. ERIEE. EHER
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1. Introduction
1. BA

The purpose of this essay is to analyse more thoroughly what several economists (e.qg,
Minsky, 1986; Foley, 1987; Wray, 1990) have recognized as a debt-pyramid or ‘hierarchy
of money’, which exists in all modern economies.

ZDIvtAGRX)DBEMIE AAIDIA/IZAHIZIE, Minsky., (1986 ££). Foley
(1987 ) 4> Wray (1990 ) ) NI R TOBRKEFICHEE T HEBEIIVFH AN IIIER
DFEHR (FH) IELTRELI-LDELYBEMIZONT H5-ETHS,

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.

EROBERIITFIN IO TOERETHS-H. COM GRE) . EELARHONAEIPYED
EEREERDOARIMNITIEESD,

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.

CDEE.COERIF.2ODHERTHIERER. ERERE M AMNEREREERE (F
FRERFIEEB)DAWNICERASIN, ELONBEFARGEEDERICTEVNEZRD S
=TH5,

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

the hierarchy.
Rz, ZLEETHEBEEALT. FIOBELERZRRT S,

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.

BRI RETEBOEREF ST GESFIFLERNBREDHEE M TRRS
NEMEVNSITLE GERINDHEDEBENMMLORE LY LEICRESN A EHHA
EESR
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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).

ESSVFDERICEEERZRET HIL(E. T, B EREEKDORIEIDORD
FEELEZREEKT 5 (Goodhart, 1997, p.1),

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.

CORFRMNEREINGE, RGO MBBERDERAMNAIREICAY (FF=FXDELEL T T HE
TIELALY) , Wray (1998) & Kregel (1999) AEIRLTWVAKSIZ, T2 ERE#HIF T 516
(REEZEXR) DRLGDHFREENH D,

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 (Parguez, 1999).

LAL. BIZIEEMNZEFEERRE (EMU) QK5I (BEHRMN) I b L. BEE iR
TOBDOEHRMGDEAYIFELA, BEh-MBEFX(HRIEIZREREIZI>THRE
SNT=HIBRIZK>T GDP IZx T 5 R L GDP [Tt AEHEIEEE TH) KELRE
G IRFEHROICEMNTELL (Parguez, 1999) ,

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.
NoBLUMDOEZLGBEROEKREWVIZOMXICEFTFNLIATMHOBELNLD . Kif
XOEMIE. CNoDEIGARDERELGDIFH IZERET H-ODERMERZAZH
THIETHD,

Manuscript received 23 March 1998; final version received 30 July 1999.
#Fs 1998 £ 3 A 23 HZITHY ;& #¥&F 1999 £ 7 A 30 H=Z(THVY
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FFTA=YNAV TR T4RE COMXIE. EFEN O O—LLE—RBERRFADOT >
TV O REREEMTEHEFFFICEMI N, 1998 FITZ2—T— VT CRESNIZRERRE
EREDRETHRRINT .

EE I R ERLERREDE=OHD L A—MoDMBBZIEICESEL., Dav AL —,
XY HLE L O—LXb—EV FYTSR-EVvH—R LS5 )L LA, BLURXT

BRSNZEZROBEBEZIEL N 2 A\OELDSBRIBEESICREBT S, 36542

CI2RZERIZANZHEEIEAEL,

2. Money defined
2. E¥FEDLSITEERSN T D

Economists have grappled with the concept of money for centuries.
BEZELLIIAHEICEOI>TEBOBMEERY k> TS/,

For some, money is a complicated phenomenon which is difficult to define and which, in
its modern form, seems almost impossible to explain.

HIANBIZELTIE, EHEERT HIDOMNHLVVERGIRETHY . TLTHRARIZE TS
NEFAT HDXIFFFAEELZ ISR HONDS,

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 point in accumulation, an institution, or some
combination of these?

R, BB LG DEAIN—BERMLREE JBFE., MEOREFRE. X
WFR HIREM, EORE. BG58F. HEFMEIEDEERX (EBO—RHEDTS
NINZAREICT D) EBOEE FIE., LLIAEINOZLONAEDLEREDE5S
e

It is important to begin by boldly stating the manner in which ‘money’ will be defined in
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this essay: Money is credit (Innes,1993).
DHMXICEWTIEB INEDEIGAETERINDIDN, LWLV EZIRDITKEMIC
_EEL'C&<_<‘:(¢EE’C%6 B LIFIERATHS (Innes, 1913)

It represents a debt-relation, a promise or obligation, which exists between human beings
and cannot be identified independently of its institutional usage.
ENRFARRLORIHEET 2EHER. KR, HHSVEEHFTHY .. TOHIEMNLER
MOMILTHET S EIFTELLY,

It 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.1

Thixt =M AZEEERLTL T (Foley, 1987; Ingham, 1996) . Keynes(1930).
Minsky(1986). Wray(1990)IZ&h (. EERMBROBELL THRHOND, 1

" Implicit in this treatment is the notion that money evolves along with contracts
and private property. Balance sheets cannot pre-date money because they are
used to record money-denominated assets and liabilities. For a much more
detailed analysis of this process, see Wray (19

FE1 ZOHWDICIE BHOIBMELLLICEELNEILTHELNSIEZBZANEENATL
B NFVARV—MMI, BB TOEELEREZLE I H-OITHERASATISH. B
NEFTTIILIEHND, COTOERDKYEFMLZESHTIZDLTIE, Wray (1993)% SRS
nr=Ly,

Thus, the creation of money affects both assets and liabilities.
As money has been defined as credit, the latter, for clarity, should also be defined.
WIC. EBORIELBEELEBOMAICEEEEZ 5,
EBIIEREERINTE-OT, BBLF-HEICERINDILT THS,

Innes gives a succinct yet unambiguous definition of credit:
Innes [EFEBATH DBARGIERDEEZRL TS,

Innes 5| AERS

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

Ais B’s debtor and B is A’s creditor.
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ENEEICEBOHEEYMTHD. ANBIZESITEFIADBIZHTHEHTHY.BD A
ST DEETHD.AIXB DEHETHY.BIXADBEETHD,

The words ‘credit’ and ‘debt’ express a legal relationship between two parties, and they
express the same legal relationship seen from two opposite sides.
MEHEILTRBIEVLOSEEFEZADSHEEROENGEZREZRLTEY. ZD2DELS
ImhbRondECENGEZREZRLTNS,

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)

BIZ RIELVIEEMEDNIOIN . BHEEVIEENEDLNELIA, EoTLDILE
E<{RILTHY . ZEICIHLTEOLN TV SEELVSEEFIRIEFDILGZNSREOLNT
BY. HAIWEIEBELSEEIBEEEDILGMIROoN TS EELERTNIZTT
E¥EDTHS, (Innes, 1913, p.392)

Innes DEIAHFET

It is because money is at once an asset (credit) and a liability (debt) that it is treated as
a balance sheet operation.

BEREMBREBAELLTHRONSDE. EBFEEES)THY. ARKICEE(EAR)THLH
BTH Do

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

TADXZIDEZSAEES>THY . TOEOEE. BRELLVL OEZHTHAHEHL. TEE
HOBLETHAMERELLICHEET HIEBRTNS,

Thus, when a buyer (debtor) and a seller (creditor) enter into a forward contract, money
(or, equivalently, credit and debt) is created. The money represents a promise or IOU
held as an asset by the creditor and as a liability by the debtor.

COLII EA (EHBE)LEL (BER) NEYRZRNZRSE. BB (HHVERFDER
LEBRINRETS ERIL. BEBNEELLT.EHFENABELTRAITHHE®
IOU(I owe you)EFERLTLVS,
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The creation of money, then, is simply the balance sheet operation that records this social
relation.
Lo T. BEDEIE L. COHSMBEFRERLZE T OEEMBRIZEICTELL,

Minsky confidently noted that there is nothing special or elusive about money.
SURAF—(F BEBITOVWTHANGLDBIRALECADILGENELD LGN EBEZF>THA
TW%,

In fact, he stated, ‘everyone can create money; the problem is to get it accepted’ (1986,
p. 228). Though it is certainly true that anyone can create money, it is somewhat
misleading to say that the problem is to get money accepted.

KR REITHETLREEZRVEE S, MEEEANZITANONENEINZIEBRTL
5, THEBEZRETHIEMTELELELNS LT L. BMEFEBERITANSIE
FZEWNS D& 2 BRfiFZE1BL

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.

LTEGL, REDRIEXZAEOEENBREETHIEVIBAIZESE, ZITANNT
DNEETEBEIFELGLLDLT,

Viewed this way, an offer to go into debt (to add a liability to a balance sheet) does not
materialize into money until another party agrees to hold that liability (to add it to the
asset side of its balance sheet).

CDEIINEZDE EEETH(EENBRICAEZEMT D) EVWSHALEE, O LEHE
AEDRBZERAITHLEICAET D (BEHBROBERICEMY D) ETIEH. BH¥ELT
ERELGEWNI LTS,

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).

LI=MoT ETHHERNTE EEZBLHESLETEHN, MBI EATHEEEIC
BOTND(DFEY., EDHRPEEZRALTND) AZRDITEHIETHD. EEDFA
MNIEHETHD,
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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.

EEoDNERN _AERROEEXNBRELTOEBDRWNIZRHINZTRET 51=0HI.
EBDRIEE—ADEBORITANEZERTHEVNIEZAAZZDOENTHEEDHER
[SEALKD,

3. Metallists vs. Chartalists
3. EREFEB VS.RETESE

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

BREBRBEOERICENT, EHOMELKZEI DV TORENDLELLGEVDITTIESHY
FEA

During the 16th and 17th centuries, the Metallists and the Anti metallists or Chartalists
paved the way for successive debates between various schools of thought for centuries
to come.1

16 LMD 17 HILICHT T EREIREBLREREIREFT-ARFIEB T, TORM
HILICHELSESELFIROE TR LGERDELTEA -, 1

1 Actually, Schumpeter (1954) and Vickers (1959) note that the debates may be traced
back to Plato (427-347 BC) and Aristotle (384-322 BC).

BE 1 RS2 LR—52—(1954) LEvH—R (1959) [%. EiR(ETSh2 (427-347 Be)
ETVARTL A (384-322 Bo) [CETHMAIEMNTEHEBRTILVS,

The debates continued during the early nineteenth century, with the Currency and
Banking Schools serving as the primary participants, and have culminated in today’s
Monetarist—Keynesian debates.

w19 HICHEEICiE . BRPIRERITFRVEIEZLGSMELLY . SADIREY X
ET AV XIRDER TR # (TEL =,

Although the classifications of the opponents have changed, the essence of their
disputes remains grounded in the early Metallist—Chartalist debates.
RAEZEDFEIEELO-D FoDHER/FOAE L. MHADERIEFLRFIEED
mamICEDOWVFF,
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The Metallists and Chartalists arrived at markedly different conclusions, primarily as a
result of their ‘different conceptions of the scope and method of economics’ (Ingham,
1996, p. 511).

ERIBRBLRFIREBQ. ZITEFZORALFZODRGHIHEMZIOBRELT. &
L<LELDHERIZZELT= (Ingham,1996,p.511) ,

These differences can, almost invariably, be traced to a distinction between ‘real’ and
‘monetary’ analyses. Schumpeter described ‘real’ analysis as:

SNoDEWVE, 2LDBE. BICTREDISTEERD IS TDEVICERET S Aeft
"Hd,

Schumpeter described ‘real’ analysis as:
DALR=E—E T)TILITFIVRERD LSITBA T

[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.

[.UTSIRIBBFLEFTOIRTCORENLGRRIE. BREY—ER, TNLICET 55
RE. BLUVENO OB DOBEZRDOBRANSIERT HTENTEAHELIRELY

Money enters the picture only in the modest role of a technical device that has been
adopted in order to facilitate transactions.

BE®IX.WMEIZ2BSCT5-OITRASh-RITMEELVOSEZ BLREITOH &S
EESR

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.

KEIMES HFTREMELIEENVEHY . MEL-IGE. Th (B ORERXICE
;":Ilkﬁ_l?'éiﬁ%b\%ﬂsﬁ'éo

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)

LAL. TN (BEE)DNEFBICHELTOASRY . MARBOEEFDHEE ERLCKSIZEE
THRBRFBIEBICITEZZELLL, (2 LrR—4F—, 1994 [1954], p. 277)
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Monetary analysis, in contrast, is characterised as:
SEBRIZ, TR =T FIORIERDES (2B F TN 5,

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 . . .

FE—IC QI EBHEBERF LTINS LDERNT. EROEREIREDEFBEDRHA
[CEWTZRMICEETHAELVOIREDNDEETHS...

[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)

[B&U].. FIIC, ... BEEFOITRTORENLGHFRIEIM LR TBBEFETIVLIZES
TRICENTEDEVNIBZZAZ[(ME]|TSCETH D, (Y2 LR—5—,1994
[1954],p.278)

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.

ST HANFHENZLDERETREDEEYE LEOEEDO)7ILIT IV RIZEE
B EMNTRELEMN. TUTZILITFIVRIZIFICEHLLT . EBREFEEDEHICHBED T
DNF-EHRRDLICHLEBEDER DERHIHET S,

Let us begin with the two main propositions embodied in the theory of money
propounded by Aristotle.
FI . TURAMTLANRIBLI-BEHERIC, BN LS 2 DO T ELGENDIRD D,

First, money, though it may come to serve other functions, is supposed to have originated
as a medium of exchange.
F—IC. BBE. TN BEEDNEIDEEZTR-T IIITLGENLLNGND, RIBDEKRE
LTELREEEZALN TS,

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.2

CNIFBRIN TSI LD, RfL(E, BHEYWLBIE IV TITHON, BALZD
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ITHDOTHIGICEREFLRAH FOoTELLDERLNEDERBLELSELIzESN TIVS,
2

2 This ‘real’ analysis of barter exchange is conducted despite little evidence that
barter-economies ever existed (Heinsohn and Steiger, 1989).

2 MAKMICE TEIDN)T7IVIE D& PR RN FEL = EVVIREANFE
WEBWNZEM M OLTITHON TN, (N RT4—H— 1989)

Thus, exchange would have required the famous “double coincidence of wants™ so that
two- party exchange that could only occur if each of two individuals wished to exchange
that which they possessed for that which was offered by another.1

Lo T RICFEBRGIRROD-E-—HINBETHY ., ED-HIZZER DML,
ZADBEADRENZNIZ. BADFS>TWSEDE HFNELHLTELLDOERMLS:
WEBSTHRICDH . BIYAF-FAIREENH S, 1

1 Innes (1913)recognises that a *double coincidence of wants™ would never have been
required and that credit could have (and, he argues, did)allow exchange to occur in
the absence of any physical medium of exchange.

BLE1 ARR(1913) [E, ITRKRD_E—HIFRLTRELEENT, (FLBEIIBER
LTWEA) ERLH NI B RMERDNGCTERBEITICEMN TEERHLT
W5,

Money, then, is said to have arisen spontaneously in the private sector in order to
eliminate some of the inefficiencies of barter.

ZLT. BB EEMARIBICEFDODIRRLGTEETHRT -0, REICBLTEHEM
[ZHRELEZDDEETHLN TS,

Thus, society is said to have agreed upon some means of exchange called ‘money’ in
order to mitigate the transaction costs associated with barter.2

LIz T HR(E. PARRBITELLESMEI AR MNEBER T H-OIC B ILFIENHRK
BMFERICEELEELVDNATINS, 2
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2 Almost any mainstream economics textbook attributes some individual advantage to
the use of money in exchange. Specially, rational maximizing agents are said to accept
money because there is an individual advantage in doing so.

X2 FEAEITRTOERBFFZOLEHER. RLALGIRADERETND, RBUZEH
WTEBZERIT S EICHEHEZATNS, Fo, FEMARAIEOHEAL, KHIZHL
TEBEFESICLICENETNFI RN HI-OIZ. EEEZIT AN TS LV TULVS,

But as Ingham (1996, p.515) points out, ‘the advantage of money presupposes a
monetary system’ since the individual can only benefit from the use of money if others
decide to use money as well.

LA, 4125 L(1996, p.515) BMERT B K512, MFEARIRICEBDFERZRDIFEIC
DH BALRANIEEDFERICLIFNBEZERTHENTEL-H. [BEEDOFRAITER
FIEZAIRELTLDIDTH S,

Secondly, in order to fulfill the medium of exchange function, the thing chosen to serve
as money must be a thing that is useful and has exchange value independently of its
monetary function (Schumpeter, 1994[1954], p.63).

FEIIT, RBOBEIREWSHEEE RT3 -HICIE, ERELLTHEET 2EDITEIENDE
DE. FATHY . D OEBHEEZTOLD LTI L TRIEEEZLDLD THTIFARLA
LYo (a2 LarR—B—_1994[1954] . p.63)

That is, society is supposed to have settled on a metallic currency (usually gold or silver)
so that the money would have (intrinsic) value.3

DFEY. HE(E. BB (KRB MEEEZFOLOIC. BEEFLIIRBOLSHT) EREY
[CEBEEVTELEALNTE 3

3 The value of the commodity money given in exchange was supposed to have traded
against a commodity with equal value. This ‘rule of equivalence’ in exchange was
considered necessary in order for ‘real” analysis to proceed.

BIES RBICEWTEZON-ERBEBOMEER. ARDOMEZFOEAREImEIENT
W=EEBZABN TS, CORIBICHEITATFMORAIK. TVT VG IR HEST T O
DITHERIDTHHEEZLN TS,

Itis 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.
LHL., REDEERELTEINSIEEENMISNTUOEWNPRELZONESH ., -85
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BE/REESN=LDEDMESIHIF. [FoEYLTLVELY,

Most theorists believe that exchange using unworked precious metals would have been
extremely rare because of the difficulty involved in identifying the quantity and quality of
the metal (Goodhart, 1997).

FEAEDERRIFT. MISNTWVENWEZRBEFEo-RIRIEX, KEMTHo=EELTY
5, V5N EREDELGBEERETHIENELISI-HSETHD, (FyF/N—k,1997)

This “identifiability” problem, they argue, usually meant that commodity money required
a stamp or guarantee before it could circulate widely.4

CONER TR IMEE . oV ESIC. BEEREBEFIENDLEGRET SHHIIZ. %I
ENOREEZMDHELEL TV, ELVDTEEEKRLTINVS 4

4 Goodhart(1996) notes that government has most frequently performed the minting
function.
BE4 T yR/A—k(1996) X, BUENAVGY IR EICEHEWREZITEL TV TS,

Aristotle's support for the theory of money put forth so far is evident in the following
statement:
THAMTLARINETOEBREX L TLADI(E, RO L%

onji

Lk [ZFRNTLVD,

IR 5 A& S

[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...
ANEMLAZBO=-DIZ. ENBERIVERLGEMTHAIIOBEEOYMEEZSA-YRIT
WMoY g A EEMEITHRLE=..

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 B)
REICENICHNZRT O, TNEREIBEZLGT-HTHY . IIEEEDOHNELTHE
h=m5>TH5B, (Goodhart, 1996, Appendix B &Y 5| )
5IA&STCCET
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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LWL EREFEDRBERATL, COHEHEZRRICITOLONHLGON. BEA-HE
BEDM ., BT - AHEFEOMN, BT LLBAETIILVA, ZLD5E. BAFARENL
®ENZRLI=ELTNS,

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).

BIZIE, HEAEIRL-E%I(E., BUFIZ&->T(E#MIZ) KBS 5HH (Menger, 1892) . %
BNEAISODH THRAFKTOREIZEET S5 (Barro, 1990) AREENTLVD,

Questions concerning the government's role in the development of money continue
today (e.g., Kiyotaki and Wright, 1987), with arguments suggesting at private individuals,
motivated by a desire to minimise search costs, could develop money for use in an
economy without a government.

EHORFEICEITHBUFORBNIZ DV TIK, WELREMESN TEY (Kiyotaki and Wright,
1987 %4:&) . BB EELGVEFICEVL T BRIRMR/DRICINZ 2L ELVS B
5 REIADNERERARTIENARETHLLETDERLH D,

Regardless of the party performing the minting function, the important point remains
the same:

EBERAECTHA L, EELGRIFRALTH S,

the minting or coining of precious metals resolved the 'identifiability' problem and enabled
metallic coins to circulate widely as media of exchange.
BEEEHETHETIHANTREEIOBENFRIN, ERBEB I RIBFERLLTESGR
BIBEING2-DTHS,

Furthermore, any sanction by the authority of the State would have been limited to an
'ex-post codification of social customs' (Laidler, 1987, p. 21).

ST, BRENICKHHIRE. T#2HEE DFERILAE | (Laidler, 1987, p.21) 2[R
EEINTULMV=1255,

Thus, governments 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
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commodity money.

LE=A-T B, E€BOTEEH (RBDELEE) EZRIT HLITE>T, EBRDHEGR
MG ERAZRITHENTERLDN. BIRO N EIRBEOEEEXIETHILICBRESN T
==%%,

In other words, metallic coins are said to have been accepted because they were
themselves valuable commodities with certain properties1, which made them a
convenient medium of exchange, not because of any influence or encouragement from
the state.

DFY. EREBNZTANON-DK. ENBARNHLIEDORFIEEF o -HEHLERT
HY 1, ENIEFRILGRIBEIR L L= D TH T ERNoDEEDLER A H o0 T
[FEL STV,

1 Divisibility, durability and portability are among the properties usually cited (Clower,
1984).
BIET B, A, AT S DA ZEF 5N S (Clower, 1984)

Although this theory embodies two main propositions, only the latter necessarily
identifies the Metallist vision.

COEHE 2 DOEXELGMBEEEATLLSD, REDOANERERDOE DAV EZRLARIC
R~LTLVS,

The Metallist theory, then, suggests that 'the money commodity goes by weight and
quality as do other com modities' and that the stamp is put on for convenience 'to save
the trouble of having to weigh it every time, but... is not the cause of its value'
(Schumpeter 1994 [1954], p. 63).

ERIETH.EEERIMMOBRERRICESLETRFLIEL. UFIEEESE
BAFHZEAODICEEMICHEON-LD T BEANRETEHGLNIELTLS
(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, 1892, p. 239).

BERBZIFEALEFLVVERL, IFELRITOBRMAEOBORZNERTHOFEAIC
BAALEIET AUA—RJFT—EIZE T EDRFEML. BADERE. BoMITZTD LS
BIDELTIIERMEAGLVNSLEBOABEDS, BE (B LRITOBEORDE
WERTHM)ZRIXELRBTHIAENTETNVEFNEESLEL D (FEEHA IE/H LA
[+7= (Menger, 1892,p. 239),

The Metallist vision easily adapted to the use of non-‘pure’ commodity or paper money.
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.
TERIBEDEZAAL. FMRLCEROCREDOFERICLERITEL L, HIZ L, JEHH
HERHOBEEF. TOEBOERRIEICL>THENMTEESNLG-O. BREBORD
DIZFHIEMTESETREINTULV -,

Similarly, bank- or state-issued paper currency, under a metal standard, would be
accepted because of its gold or silver backing.

FE#RIZ. HEERARMUFD T TE., SBITOENFKTTHHMEL. EOROERRIANHD
Mol RIFANONDEDTHAD,

Thus, the Metallists retained the basic logical structure of their analysis by maintaining a
link between these (fiduciary) currencies and precious metals (Ingham, 1996).
SR ERBEREBLLIX. ChoD (R BEEEEREDMHICEESZFH-E5HT
LT OMOERWGHREBBELTHIFLIZDTHS (Ingham, 1996) ,

When, from time to time, governments suspended convertibility, and paper continued to
substitute for commodity money, the Metallists maintained that the currency retained its
value because people expected convertibility to be restored.

Frifr. BUR AR Z L B REBICREBLKRTIEAH AN EREERET-LIT,
ARDRBOEIEZIRFLTOSIMNLIZ . BEDMENRI-NEGITHEERLI=,

The next stage poses more of a dilemma for Metallist theory (and for many modern
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monetary theorists). Specifically, the elimination of a metallic backing appears to have
robbed paper currency of its value.

ROEREF. EBREREOER (TLTHADZLDRBAEERR) [CEHOTIYKRELGIL
URESIEEIYT BEAMICE. EBOERARIEN GG LT, B DMELAEDLN
fz&EZEZ6N5,

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).

DFY. BREBOEEX. ThrEonl-. HAWIEBRAIELEADMIEICHEET S
FIICRZEMBLNGLL . EREBOMEL. ENhEEMNTEL,EEDMEICHRET HL
JITRZSNELNGND - EAEF BB DMEZRAT 5 LIGERELGL ] (Laidler,
1987, p. 20),

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’, 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).

HoT. ARIE, BARERZ DO ELBENICITHERCEEDHNELTLER
ORI L LTHL, —ATHEMREET DEEMOEEDHDE LTIFHRL TED
N3 EDHNZHREIR] (Kiyotaki and Wright, 1987, p. 5) TH 5 EEZ LN TULV =,

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.
ERAMBINELESN-EL. 322 =2T 1 NEAEMICMED G OEEEZZ T AN T
=l &lF. EREREB IR FVRAMIES>THATAAZTHEEZZ L=,

Perhaps the most famous 'solution' came from Walras, who suggested that money
could be reduced to a pure number, the numeraire.

BEZoRLERL MMRRE] T, BB ZHREHFICETTHIENTEHERE
LEzPIILSRIZHEKT B,

Money may be viewed as nothing more than a representation or a symbol of 'real' goods,
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with its origin/evolution considered irrelevant.2
BH(E. TOERELIERRTHIERGIN,. [VTILE] BROREELEFIRE
[CTELGNERLGENDIGEELH D, 2

2.As one referee pointed out, it may be argued that Walras’ numeraire is actually itself
a real good, rather than merely a representation or a symbol of real goods.

X2 HEFABBEMNERLIEESC. TS RAOHFEF. BEHEEYPDORIER®
FETIEGL, TLABRRDENBEAERYTHS EETRENSED L LG, (£
DLOBERINERZTHED)

In this case, the Walrasian system becomes not a monetary system but simply a
complex barter system.

CDBE. TLTRADVRATLIFESFIETITR BICEBEYMARATHBS R T LICH
5

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.
HFELTORBEEF., THFEA] ITHEERICETH9EE L - o9 -HICfiiE (B
DHF) ZHoEB-HREFIC. PELTHLRAEND,

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).

BRRE, TUTLG] 5D TH—1% Z#FIT S EE21=& 51D, Clower HiEHE
TBE5IC, [HIEOTBERICKASZLICK>TEBOREZEMMNTE] HH
[ZIEHE < DEENHS (Clower, 1999, p.407),

The Anti-metallists, or Chartalists were dissatisfied with the Metallists claim that money
derives its value from its precious metal content (or backing).

REBEEE. FEARFEIREB L. EELTOEEESEE (FEEMT) M
ZOEENEFNDEVIEREIEBDIRICTHEEHF > TV,

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.
KETHREL, EICRITCPEROERICEADLZRL., BELLE8EROERORRULD
LD ELTMEDRREALMLES & LT
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Chartalist theory does not view money as a commodity with exchange value, scarcely
different from any other commodity.

RETBEOERTIE. EREXMMEEDNHIBREFRLGEST. tHOBREEFEALE
EHhoTWbDEERG LT,

Thus, unlike the Metallist vision, the Chartalist view is not preoccupied with the medium
of exchange function of money.

LI=A-oT, EREEFORBLEELGY . RETBRBORMET. RO MELREDE
RIZHIBL TL DI T,

On the contrary, Chartalist theory seeks to uncover the essential properties of money as
a unit-of-account and a means of payment.

ENETHD. REFTERFOHEHRTE, HREUSLIVXILVFRELTOEBDAXRE
RS EZEBALOMILESIELTLVS,

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.
CHOBEHDEOHIZ. RETREDERIEBOHENE JUVERMERICEFRLTEY.
EERIBBFORMLEFELY., MBICEIMGVWEEOERETIRET 5.

Let us turn to an examination of the Chartalist theory of money.
REIBRBFOEBOEROBHICHES S,

Under the Metallist vision, the state takes a back seat to the market.1
ERIBFEFODRAOTTIX, BITHBHICK>THRYI->TLNS, 1

1 The state, if it enters the discussion at all, is usually brought in to enforce contracts
and/or to provide the goods and services that profit-seeking private enterprises would
not produce.

BiE 1 —ERE. RICERICHHoF2ELTH, BE. Z2HZERTT L0, &
WHEEEEFNEMORBEENEE LAVERPLPY —EXZRET H-HICHLA
FNd,

Recall that the ‘identifiability’ problem was ‘resolved’ by using the state to provide a
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‘public good’ (stamped money) but that it wielded no real power since the type of
money in use had been chosen by society.

MEl—tEREE] ORI, ERZFEALT Ta#8 ZINESh-E®) ZiRETS
CEIZE DT MR Shi=H, FRASNSIEROEBREFIHARICLE >TERSATY
2Lk, EBIZHZETELGL>IZEZRMELTIELLY,

Chartalist theory, however, places the state centre-stage.
LMLGEN s, REFBRFOERIEREPLICEL .,

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.

BIAMIZIE, HAEZIVITHONSZEZERL. Ao DXILLBIThh 5N EEK
TRETDERDAZRFEIHRBFFHL TS,

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:

REIZFOEROELIIRL. 8F5< T35 b UIZETi# %A (Schumpeter, 1994
[1954]). B EHT7H L RZANUTODLSITENNTINS Z & ZBHMEICEE L TULV:,

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)

FFE. HEBROHMETIIONEIRNEHEDHEDESZHIET SLENHY. £
NICE>TIDMEBITHEDMEBEMNEZ SN HATEEMED H S, (Smith, 1937 [1776], p.
312)

What may appear banal at first glance is, upon further contemplation, extremely
sagacious.
—REMICRZEZLIE. KK EATHD L. FERBICERT,

In one fell swoop, Smith appears to have solved a paradox that the Metallists were
unable to convincingly cope with.
AZRAFEBREEBLODVRBAZHE > THALTEGN TN FT Ry I R &, —FIHE
RLEEST
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The paradox—why should paper with no value continue to circulate?
INT Ry R—BEHMEDZWNENRELEITILELHDIDIZAS5M?

Recall that the early Metallists traced money's value to its precious metal content/
backing but that modern money (inconvertible state or bank money) provides no such
basis for value.

NHDERTIEEFFIREROMEZETDEEREFHE - B FICFE>21A HRDE
¥ (EMAMRELZERFLIIRITOEE) . TOL5GHECEEEZEZ TN L%
BUOHLTIELLY,

The solution to the paradox, as Smith recognised, is that the paper is not without value!
CDINT Ry ADFEREIL, RAZAMNEHL=&L S, MITEENGZWOERTEGZLE
WS & !

His reasoning does not, however, simply fill a gap in the Metallists' thinking; it is a
fundamentally different conception of the source of value in certain money.
LHOLEAL., BOHRIEIHRIZEREFEZEDEZAADX v v TEEBH LT TIEAEL,
ThiE, HEEBEOMEDHYFRIZCOVWTOEL LR LHBEET,

Moreover, Smith's explanation, unlike the Metallists', can be applied equally convincingly
whether the medium in which taxes (or other payments to the state) are due is fiat money,
paper backed by a precious metal, or commodity money.

EHIT, AZRADFRARKEEERFDOHBALITEL. e (FLEMMOERIZHTSHX
W) BEXIONLERNEZERE. BEERBICEK-TE LI, L LIETERE
BTHINEINITEDLLT . RFRICHRBHEF >TEAT LI ENTES,

Whatever the prince announces he will accept in payment of taxes will immediately be
imbued with value, for it will be demanded as a means of discharging the tax liability.
FFABREDXILVTRZITANDEV =L DEFAITEH., I CICEEIRETRAENS,
BEGEL, TNIEIMBREBERE-IFRELTERSL LI, LT,

Thus, irrespective of any inherent property or function, it may come to serve, the value
of this money depends on its usefulness in settling tax or other liabilities to the state.

LA o T EEDFMEF - IHEICEARE < ENNRITIIDR S L HEREMELNH Y .
ZOEBOMERFERICHT AMEFIIMMOBEHEZEFRET SBEOFRAMEICK > TR
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Though the above quotation is clearly consistent with the Chartalist view, Smith did not
develop the theory in any of his writings (and probably did not appreciate the significance
of the argument in any case).
LFEROSIAFAOHCREFTEZZTORBLE—BMLTLEIN AT RFHEOVTIHDOEE
[CEWTHLERERESIEDIZLEILEL o2 (FLTEZLHL. WFhIZE & HLD
EEMZELLRHEHLTWVEN D),

The Chartalist theory, in its most general form, is perhaps best described in George
Friedrich Knapp's 1924 work, The State Theory of Money.

RETBREBOERIETLL, TORL—MHLRT, 1924 FOP3—2 - TV —
FUE -y T70EE TEEOERER] TRLLHFHHAIATLS,

As the title suggests, the state plays a central role in the development and establishment
of money.
A MLATRT L2, BEREEBEDORAFE EHEILICEVDTHLOMGREZRT,

Knapp's exposition is not easily summarised owing to the exceedingly complex system
of terms he invented for his analysis.

Ty TDFERBAK. BOEMTD-OICEREL-EEBARRNFEEICEHTHL-H. HHIC
BT BHIELIETERL,

His fundamental insight, however, is easily conveyed: '[T]he money of a State is ... what
is accepted at public pay offices', and 'the standard is not chosen for any properties of
the metals' (Knapp, 1924, p. viii).

LA L. BROERHWGRARIERICIEZSZENTES, [EROEEIE - AMGEX
LWORETRHANLGNSID] ZLT ZOREEFEREDORHEICL >TEENSDT
(X% 0V (Knapp, 1924, p. viii),

Knapp's position is, therefore, directly opposed to the Metallist's.
Li=h> T, Ty TDIABEEREREDIBZBLERTTH S,

For him, the state determines the money of the economy by declaring what it will accept
in payment to itself.

HIZE-T, BEREENBHROZILNWTHZZFTANDGONEEHT S LITEL T,
BREDE®ZRET %,
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