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Thus, while the Metallists disempowered the state, relegating it to the power of the

market, Knapp argues that the state is the central force in the development of a monetary

system.

L7z o T, ®BEREL IZIEROERZHEL., TNz TGO NICERZDITHNL,

Fv FIRERFRIEEGIEORBEOT LR IITH B L TFRELTW 3,

Like Smith’s prince, the state can make anything it chooses (metal coins, paper backed

by some metal or inconvertible paper) generally acceptable by proclaiming that it will be

accepted at state pay offices.

ZIZADFEFED LS Ic, EFRIZTADNEALE DD (BEEE, &EIck > TEMTS

N7k, itk (i) oK) 2, BROLXIVWEBETZITFANLNE LEH

B952LT, NI ANLLNDE X HICT B,

What makes a currency valid as money is a proclamation by the state that it will be

accepted at its pay offices; what makes it acceptable to its citizenry is its usefulness in

settling these liabilities.

HLEERZBEEELTEMCT 201, ERXREZOHEEZ I EHTZIFANS &

FEETSHILTHY, xolER-HRITRICZIANLNEDIF, ThoDAEERR
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#3565 ECcofHtETH 3,

Knapp defined money as ‘a Chartal means of payment’, the metallic contents of which
were ‘irrelevant for its validity’ (ibid., pp. 31-8).
T 7. BEE TREOSGATE] LERL, XORBONAER [ X OHHTEC

FBIR RG] 2 LTwd ([AFE, pp.31-8),

The word ‘Chartal’ derives from the Latin word ‘Charta’ and bears the sense of a ‘ticket’,

‘token’, or ‘Chartal’ form (ibid., p. 32).

[Chartal | &\»5 %X, 77 Vi [Charta] IclkL, [F7 v b [b=2 V],

[E# v o BoREKRER> (FA#E, p.32),

Thus, it is from the Latin ‘Charta’ that Chartal money, and the Chartalist theory, derive

their meaning. 1

DX IHIT, B B4 Chartalism OHERIZ T 7 v 3ED [Charta| ICHEL TWw 3,
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1) The term ‘Cartalism’ is sometimes also used (e.g., Vickers, 1959; Goodhart, 1998).
Whereas ‘Chartal’ derives from the Latin word ‘Charta’, ‘Cartal’ derives from the
Italian word ‘Carta’, but both refer to a ‘ticket’ or ‘token’.

T TEBEED L v SEXEbNS 2L b H 2 (il Vickers, 1959; Goodhart,
1998), [Chartal| 37 7 v §&®D [Charta] Il T 2 Dicxf L, [Cartal] 134 2V

TEED [Carta] ICHRKT 22, bbb [Fry ] =2 Vv] ZEKT 2,

Knapp explained the process by which a ‘ticket” or ‘token” becomes Chartal money:

FyFFIFry bl b= v] PREEBIChZ2ETCOTaREFHHAL =,

When we give up our coats in the cloakroom of a theatre, we receive a tin disc of a
given size bearing a sign, perhaps a number.
Blgosno—7 (H»VF) Ta—tz2HTE, —EDOKRZIDTY FOMEIC

T rEINIZLOERITIS,

There is nothing more on it, but this ticket or mark has legal significance; it is a proof
that I am entitled to demand the return of my coat.
ZUUEEMbFELN TRV, TDOF 7y P~ — 7 ICIRENRERED D |
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ThAsa —  DIRAZ RS MDD 5 2 & ZAH L T %,

When we send letters, we affix a stamp or ticket which proves that we have by
payment of postage obtained the right to get the letter carried. (Knapp, 1924, p. 31)
M bhBFRE2ES L 2T, UFLTF 7y P2z 08, SRR Z3ZHA )
LiICEoT, XOFMZEATLLIMEMEZRALZZLZMENT 2D TH 2,

(Knapp, 1924, p.31) o

The defining characteristic of a Chartal means of payment, ‘whether coins or warrants’,
is that ‘they are pay-tokens, or tickets used as means of payment’ (ibid., p. 32).
R X 23 FEROFIE. 24 v ThhitAFcHN], [~f =2 v, OF

DX WFERELUEDNSZ Ty bTHB] 2 THD (FAFE. p.32),

The cloak- room token and the stamp, like the money of the state, gain their validity by
virtue of proclamation.

ra—7 b= v A2y TR EROBHELEFRKIC. ATHICL > TZDOMN %155,
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The cloak-room attendant proclaims acceptance of the token in exchange for the coat

which has been left in his care; the postal service proclaims acceptance of the stamped

envelope in exchange for its carrying services; and the state proclaims acceptance of a

specified form of currency in exchange for the elimination of certain liabilities.

yu—J7RIEHEP oz a—F ERIZZIC -7 v ERITINE 2L 2 EE L, BiEFIE

R — e R LB Z YT EEFZ2ZTMS 2L 2EE L, BIFIREDAEZ

BT L LHI A ICFEDIREDEEZZ TS L2 EHET %,

The cloak-room token, the stamp and the currency are Chartal means of payment which

‘legal ordinance gives a use independent of its material’ (ibid., p. 32). 2

sa—7n—nb—=2v, YT, @EIZ, [FEOEDICIY., ZORMH>» LM LA

BREzZ o T | KBRS TFERETH S (FAE. p.32), 2

2) Note that Knapp is not suggesting that legal tender laws are responsible for giving

value to the state’s money but, rather, that the state’s authority to impose and collect

taxes (and the legal requirement to pay taxes) gives value to the currency.

2) Fv 7 BEERESEROEICMfiE 52 5 EHEHSTwB L E 5T

VB DT, ERAB R L THUNS 2R (B X OEN 2R 2R
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A2 52 CWB EESTVWAEZ LICEFEELTIZL WL,

Thus, if the tax collection system were to collapse, ‘the value of money would quickly
fall toward zero’, despite the maintenance of legal tender laws (Wray, 1998, p. 32).
L7z3o T, Bty A7 LSS L, IREBR RS R I N Tn3Icd 20b
53, [BEEoffiffiz 3 it aicmh»r>CTETS] oThd, (Wray, 1998, p.

32).

This is not to suggest that the state was unconcerned with the precious metal content

of the coins in circulation.

Nix, ERPERTI2EHEOBSEEERICERE.OE 2728 0w 2 L Tldkwy,

When, for example, gold and silver coins circulated, they were sometimes ‘clipped’ or
‘shaved’, reducing their metal content; the shaved metal could then be brought to the
mint and coined.

Bz X, €ECPREVPERL TV L2, (Uo7 ] [HoZ2Y ] LTREERE

ZWDO L, Hlo 7z @@ 2 EMRICRbIAALTHET 52 bdb o7z,
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The state reacted to this by designing coins with ‘ridges’ to prevent debasing.
ERIEZICHIGL T, il e SO Coic [BE] obsafviaTHF Ay

L7,

To understand why the state objected to the debasement of precious metal coins, we must
understand that the purpose of taxation is to get people to work and produce for the state.
REERSESEEEOMEL T2 2 LN L0 r%2BET 2720123, Bidgo
HDERD =D IC AL Zf@id, BFEIR L LICH I 2HBELZTNIE RO %

Uy,

That is, the state wants bridges, armies, etc. and gets the private sector to produce them
by imposing taxes.
DF ), ERIEIBCEK AL EZLEL LTEY, FiE&EHT & TRANRTMTczRS

REEIFDLIDOTH D,

To pay the taxes, the private sector must acquire the state’s money.

ZoBiEzh ) eoicid, RWAHMEEROBE2ESG L 2T iR b kv,
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By debasing coins, gold could be brought to the mint, coined and exchanged against the

unit of account in order to reduce one’s tax liability.

Bioffifiz T2 2 &c, &2EERICRBIAR, $hd3h, FHRPRICK L Tl

INB LIy, WMBHEHEZBO T L TE L,

The community, then, would have been able to satisfy their nominal tax liabilities by

producing less for the state.3

Zo5FT 0, 22T 413, EBROZDICAETIEEZES T LT HH Lo

AT enTERITTHS, 3

3) It was rational for the state to object to the debasement not because it prevented

it from receiving the gold/silver it needed/wanted but because it interfered with the

extraction of goods and services from the private sector.

3) EFRMEEOMiER T3 2 i 3DId, BEAESCRAZ IS 2L

BTERV2L TR, REDPLOMPLY - XM 2 iET 200 THD,

AP TH > 72,
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Of course, the state may not have understood this.

bbA A, EBRIZZOZLZHBEL TR o720 LN,

Thus, the state controlled the extent to which coined gold could be used to reduce tax
liabilities.
DX EREIHFESI N B2 o THEZIMO T2 23 CE ZHPHZHIEIL T

7‘:»
Co

When, for example, the state announced that it would accept coined gold in payment
of taxes, it also had to announce a nominal conversion price for gold.
Bz 12 ERPHEDOSHA IR OB 2T ANS Z L 2GR L 75E6, &04

H E o EAiitg s SR L 2 T E 7R o o 7z,

That is, the state had to tell its constituents how much of their nominal tax liability could
be eliminated with gold.
DF 0, ERIZEROEMERICH L T, ®Ic ko TN T o4 H LR A % 8BH

TELIDPRIBABRTNERO 27D TH S,
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The state could announce that one ounce of coined gold would eliminate $35 of one’s tax
liability.

ExXIZ, 1AV 2A0E&ET35 FAroMAHLE R 2 eHKT LN TE T,

The coin, whether stamped ‘one ounce’ or ‘$35’, would reduce one’s nominal tax liability

by $35, regardless of its weight, at the time it was presented at state pay offices.

Zoafvid, MTAvR] EHMEINTHE S22 135 Ml LHHIETn X S 23,

ZOEIICER R, EBROTIWEDICIRRA I N-EE T, L H EOMBIZED 35 F

WD Z ik,

Thus, it was acceptance at the stated conversion rate, not its precious metal content,

which determined its validity as a means of payment at state pay offices.1

o X5, EROZIEATOIHNFERE L TCORYMEZREST 2013, BRED

GHETIE R, THEINAHEL - COZTFANE 72D TH 5, 1

1) Its precious metal weight was not, of course, irrelevant in this regard.

1) dbArA,. FOELBOERIIZOHICEWCHEERCIE 2> 7,
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As history confirms, metallic coins, which also have value as commodities, could not

circulate at a nominal rate less than their intrinsic value.

JERAEHH L TW3 X iC, fme LTCoffifiz > BE L. Z OARER 72 4f

XY HEZEHL — P TIEFEL R\,

That is, if the intrinsic value were greater than the nominal conversion price, the

coins would be ‘at once melted and used as bullion” (Innes, 1913, p. 380).

2% b, KEM A4 H Eobfiiis X v b RFIE, Z2oaf vz [§<

KR INTHIEE LCflibd | O TH S, (Innes, 1913, p. 380)

This was not normally a problem, though, for as Innes notes, ‘the official values were

purely arbitrary and had nothing to do with the intrinsic value of the coins.

Lol SHIGEFE IFRE TR A X ZAER T2 X 9. [AXoffifE 13

PICBRBEN DD TH Y, a4 v OREWRME & 2 ORIRD 7\,

Indeed when the kings desired to reduce their coins to the least possible nominal

value they issued edicts that they should only be taken at their bullion value’ (ibid.,

p. 386).

115



EEE Eodaf vobHEOMiEz TE 2720 T wnweEx & 2Tk, His

L LCOMifECOAFDbNERELZ LI FasHEn ], (FAFE, p.386)

Knapp, therefore, opposed the Metallist view, for he realised that the money of the state
did not derive its value from its metallic content/backing; it originates with the State and
is independent of any need for a medium with which to conduct private exchange.2

T v 7 BEROBHREREROGHECLHN T2 X OffifE %2132 O Tidk (. EFIC
HRT2H0ThH Y, RIGORILEZLT S 720 OEERO LEEM & IZMEARTH 5 & L %72

LT, @EEERTDORMICKTL Tz, 2

2) Although the value of state money is said to derive from its usefulness in settling
tax and other liabilities with the state, there have certainly been historical periods in
which the value of a state’s currency was seriously diminished (e.g., hyperinflations).
2) EXREHEOMfEIL. ERICHT 285 &OEHEZRET 2 DICKIZOZ LI
Hks 2 L EbnTws 2, L, EREHOMIEE L KT LRHZASH -

2L EIPTHD (A =L T LRE),
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Do these episodes challenge the soundness of the Chartalist theory?

IDXH) BTy —Fid, REFREOHMOELUNEBET 2dD7ES 50 ?

Certainly not.

Z 9 Tl 7R\,

The value of the state’s money does, of course, depend upon the state’s ability to tax
effectively, so that during the Civil War, prices increased 28-fold in the South, where
taxes were only 5% of the South’s spending, while they merely doubled in the North,
where taxes were equal to 21% of total spending on the war effort (Wray, 1998).

b5 5 AL EFEE OMEIZEROHIF S 2 BENIC Do T 3 720 FALERS b,
FAERC Il 28 fFIC BA L7228, MOS0 2 BigOflAid 5%I1CEE
T, A, AT 2B Loz, Lo E o HIC 0 e

HEZ 21%TH o 72 (Wray, 1998),

It should be said, however, that the breakdown of a state’s capacity to tax is only a
sufficient (not a necessary) condition for hyperinflation.
Lo L. EROEBEEN O IX, ~NA X— 4 v 7L D+REMATLEARy (BE
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FfFCiEn) LEDLI D EHEE,

Indeed, countries such as Argentina and Peru have suffered hyperinflation without a
breakdown of the tax system, but as Goodhart (1998, p. 421) notes, it ‘is remarkable
in these cases how high the inflation tax rate on domestic currencies has to climb
before the public switches to an alternative foreign currency’.

KR Ty Frver—7LoEL ik, Bifl2SHHEL Wz T [ 8—4
VI LICHEDN TV B, Goodhart (1998,p.421) 23fEfi3 2 L Hic, b
D7 — ATk, ERAUEOHEEETICYI Y B2 2 H1iC, HFEEOBO 4 v 71

KR ENET ER L AT RER LAV HER NS |,

Moreover, there may be other factors not explicitly recognised by (but certainly
consistent with) the Chartalist theory, which account for excessive price increases
despite successful taxation.

oI, BB L 721 b b b Flitg @RI EALCTLE S 2 & 2HHT
5, RETEEOMGCIRAMICEHM I vy (28, BRIC-BLTwD) i

DERD D 5 02b Lz,
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For example, the state may pay market prices for the goods and services it purchases,

rather than realising that its monopoly issue over ‘tax credits’ (in addition to its power

to tax) gives it the ability to specify (or set exogenously) the prices it pays.

Bz, B IZ, AT 2 e 9 — v it L Cligiitg % SCfA 9 22 b Livde vas,
FREUME N 2 <) THURRIZERR | (B3 2 M i 7 MERRIC X 0 0 STHA 9 fiffiis & 455E

(F7IHMVERNICERE) T 2RENID3H 5 2 LICRDD 7m0 d Ltk n,

Mosler (1997-98) develops this argument.

EZX 55— (1997-98) ZZ 0@ EHL T3,

For Knapp, ‘[m]oney always signifies a Chartal means of payment’ and is always a
nominal (not a ‘real’) phenomenon (ibid., p. 38).
FyFiIcloT, [FREFFICTFT ¥ — BB FREEKRT S]] doTHH, FiC

HEHWZ (B3] Tidzvy) HRTH S, (FFE. p.38)

Keynes was influenced by Knapp’s ‘state theory of money’.

rAVRIZ, Fyv 7o [E8oEFKHEG| ICHELZIT T\,
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Indeed, he began the first chapter of A Treatise on Money by drawing heavily from
Knapp’s work.

EEE, 74 v Xk TE%m] 0F 1 EZ0FIET, >y 7OEEEXL KFIHL T3,

Like Knapp, Keynes was primarily concerned with money as a unit of account and a means
of payment.

> T ek T A v RIEICEITRBAC I CFER E L TCoBEICEHLE R > Tz,

The money of account, he said, was ‘that in which debts and prices and general purchasing
power are expressed . . . [while] . . . money itself [is] that by delivery of which debt
contracts and price contracts are discharged * (Keynes, 1930, p. 3).

TA v R, KEF LB L, MEG i, RN RBE BRI Tw 250D

TH Y[ - B¥AKE, BHEENSLMRZEG2ETI N o0 bDThE] &

BT 3 (Keynes, 1930, p. 3),

Keynes, again like Knapp, recognised the power of the state to determine the money of
the economy, calling it a ‘right . . . claimed by all modern states and has been so claimed
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for some four thousand years at least’ (ibid., p. 4).
TAVRIE, 7 Fy T E R, BRPRFEORE2RET 2 hedllo, xhz 3
NCORRERKSEIRT M TH Y, D7a < & b7 4000 FFhiA2 O ERINTED

DTH5] WA (FFE. p. 4,

For both Keynes and Knapp, proclamation (or, in Keynes’ terminology, ‘declaration’) by
the state determines the money of the system.
TAVREFy TORFICE > T EHKICEBEHS (74 v XoMHFETI [ declaration |)

PEMOHIEEZRETLDTH D,

Keynes noted that:

TAVIZLTD X Il RTw3,

The age of chartalist or state money was reached when the state claimed the right to
declare what thing should answer as money to the current money of account—when
it claimed the right not only to enforce the dictionary but also to write the dictionary.
ERA, BEORG LOBHEICHL T, L0k ondbor ke LTEX L&D
ZEHSTOMNZER L&, 2F 0, HFELEHIT 22T TR, FEEEZES
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MR ZER L7z 2o, RFTERE IR EROEEORRIBF R LD TH 5,

Today all civilised money is, beyond the possibility of dispute, chartalist. (Keynes,
1930, p. 4)
GH. TRToOXWL T n 2GR, mPOREEZBEA T, KBERTH 5,

(Keynes, 1930, p. 4)

Thus, the state determined both the unit of account and the means of payment, or the
‘thing’ that would ‘answer’ to debts denominated in the unit of account (ibid., pp. 4-5).
L 7223 o C, ERIGFHRBAL & SHAFE. 2 £ V FHRHA CHRR I NEHIC[E X 5

(b0 OMifEZRELZDTH 3 (AE, pp.4-5),

Finally, we turn to Minsky.

EEli"f( 0:\ i\/zi\:—bc/)b\fﬁéio

Like Smith, Minsky did not treat the Chartalist theory in detail.
A IR LR, I v A% — b RETRE OB Z HM I 13> Tz,
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He was, of course, primarily concerned with the creation of money in order to finance

positions in capital and, therefore, focused mainly on the use of bank money to finance

the purchase of investment goods.

WizDbAABROEAL BVIGICHET 27201 EBZAIET 3 LICEHL W

DT, KEUDMAECZMES 2720 DiRITRIEOMMICEH L 7.,

Despite this primary concern, support for the fundamental proposition of the Chartalist
theory (that the value of state money derives from its use in payment of certain liabilities

to the state) can be found in Minsky:

[

it

DL RBRICH bbb, RELEHOMEmOEAME (EFREWOffifii,

il

/

K 2REDABOI I E NS C icHkT 2) OEMFFIZ, I v AF—

KR e nTE 5,

In an economy where government debt is a major asset on the books of the deposit-

issuing banks, the fact that taxes need to be paid gives value to the money of the

economy . . . the need to pay taxes means that people work and produce in order to

get that in which taxes can be paid. (Minsky, 1986, p. 231)
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BEERTHESFASIRITOMEE F o TEAREETH 2RF T BIE 2 X)L ELD
LI HEEDR, BRFOEBICMEEZE 2 Twd (Hg) Bie x5 HERD 3
WIS Z LI, BT 2B TELZXHIICTE DI, ANABMENE, ARET

32 %EWT S, (Minsky, 1986, p. 231)

By recognising that individuals will need to acquire the means of settling their liabilities

to the state (whatever form this means of payment may take), Minsky provides a

motivation for the creation of money.

fAADBERICNT 2 A2 RET 2 FR (Z0B LD X ) REThh) 2GS 4%

NHBILEFHITEL T, IVAF—IEKAGEOEIKEEY 52 5,

If, for example, the state declares that it will accept its own currency in payment of taxes,

individuals will accept the state’s currency and it will become money.

Pz iE, b LERIHEOIAVIcHEOWME 22 ANs 2 &2 HE 7L, AR

HEDOWBEZ% AN, ZhhEHLR5,

Thus, in conformity with the definition of money given in Section 2, the creation of
money involves the acceptance of another’s debt.
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In this case, private individuals agree to hold the debt of the state, and the state’s currency

becomes money.

Zo%t. BMAREROEG2REST 22 LicHEL. EXOERE REHL %25,

Like all money, the creation of state money affects both sides of the balance sheet; as an
asset to the individual citizen (a tax credit), the state’s currency is a liability on its own
balance sheet (a promise to accept it back in payment of taxes or other liabilities to the
state).

TNTORH L FRIC, B5OEEOALE R EENHKR oMY 4 NS E2 5 2 5. i%
DERIC L > TIREE U <H 57, EFEEIH S 0BHENHE LTiks
& (BECERICNT 2O ABEOLINDEDICENEZTFAND EVWHIFEK) Lk

%o

In sum, Smith, Knapp, Keynes and Minsky recognised the state’s power to demand
certain payments from its constituents (taxes, fines, etc.) as well as the power to
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determine both the unit in which these liabilities are denominated and the means by

which they may be discharged.

BT 2L, R3IA, Fu 7 T4 vAe I v AF—REROERE D O FE DA

(B, Jld, £ Ofth) 2 ERT ZEKOMES ., E2FRICABEIRR T TS L

PO DL ) FERBPENTH 2 0DM T2 REST 2N ROz w5 T ETH D,

They also understood that the value of the money accepted at state pay-offices derives

from this power and not from any inherent value within/backing the currency itself.

7215 13 ERDOHA G TR T AN 3 B OfifEld 2 OMENICHKT 2 DTH

2T, A2z 0 b DIcNIEST 2/EMNIT L R 3 EADMEIC L 2D TRV L HH

L Tz,

That is, each of these authors displays, to varying degrees, support for the Chartalist

vision of money as a ‘creature of the state’.

2Fh, INHLDOEFFINFNIZ. BEOEVIIEZLOD, [ERDAIEY] & LT

KEATRZORW ORI 23LF T 2,

This essay began by defining the creation of money as a two-sided balance sheet

operation where acceptance of another’s debt was critical.
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O XIZEHEOAIL 2 BENHEOFRL LTERZERT 22 20k, X

CCIRMEEOEREZRXITANSL ZLPHETH o7,

From the theory of money underlying the Metallist view, individuals are said to
collectively decide to use precious metals in order to aid the exchange process.
EEFEHRE OHLOMIEICH 2 GG O | HAIIZHLERZ BT 5 72 © ICE AT

BeEEzHwbZtziko-tEbhd,

It is important to note, however, that exchange facilitated through the use of a
collectively agreed upon commodity (e.g., gold) does not necessarily represent monetary
exchange (given Minsky’s definition) since the thing chosen to facilitate the exchange
process need not exist as both an asset and a liability.
2L, &R EAEINEGMEEANICHENT 2 2 it ko TRET N Z 51T, 3
VAF—DERICL DL BT LOEBMN A RT DI TE RV LICHERET S
EHEET, R, KB RET 5720 DE TN b D, HEL AlEOM T

ELTHEST 2R E IR b TH S,

Thus, while the metal may bear a stamp, indicating that it is the debt of its issuer, this is

127



not a necessary component of the Metallist story.

L7222 T ZDEBICIIRITEDEHRTH B I L HRTRAE VY ITHF BT nBEED

HHED, TNEIEEFEROMLELRERTII R,

Indeed, the theory posits (initially) the adoption of what might be assets only (unstamped

metal) as media of exchange.

Ep o, 2 OMERITE MR FEERE L CoOREFEHIO R WEE) ZFDH D #HLY

ANDBICONWTIRET 2,

In short, the Metallist theory need not conform to the definition of money as a two-party

debt relation.

TR 5 e, BEFERE O IZ, —HHOEROMKRRIEROERE — I ¥ 54K

BT 5,

In contrast, the Anti-metallists or Chartalists see the creation of certain money as

contingent upon the state’s proclamation that it will be accepted by the state at face value.
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SFRATIC, BB ERE P RBFERE IREORH AN Z ERIC X - TR lifE2

ZTNoNETHAL I LVWIERDODEFTICELGINS LA LTS,

Thus, state money is created when the public agrees to hold (as an asset) state-issued
currency (a liability to the state) which is required in payment of taxes.
L7zio T, EROEBIREIFE O Ve LCERS W2 EERAEITOEE (EX

KX 2AME) 2 (HEELC) RETI22LICHAET S ERILESND,

The Chartalist vision found in Smith, Knapp, Keynes and Minsky is, therefore, consistent
with the definition of money as a two-sided balance sheet operation, where one party
agrees to hold the debt of another.

AIR, FY T TAVARIVAF-ICARTOND, RBEREDORTTIX, #H.

— i OB RO 2 LICHEET % & 2, BENREKOER L L CoiEloE#

4. The hierarchy of money

4. BE¥ OB
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In the Treatise, Keynes distinguishes between the 'money of account' and 'money’ by

stating that 'the money of account is the description or title and the money is the thing

which answers to the description' (1930, p. 3).

[5¥em) ohc, 74 v X3 THEOEKITRDE S 2 WIdRKETH v, BlITECdIC

HEZB5DTH5| b~ TOHEOREE] & ] 2XHIL T 3(1930, p. 3),

He goes on to say that 'if the same thing always answered to the same description, the

distinction would have no practical interest.

iz <. [H LECYBHEICFE CFLRIcEZ 2 D7 b, Z O Xk EERE 72 B0

ERT2RWEAS D,

But if the thing can change, whilst the description remains the same, then the distinction

can be highly significant' (ibid., p. 3).

Lol BRI CEETHo THIWHBEIL 9 % & Eid, ZDXBNFIEFH ICEEIC X

LAREMER B 5 | Lib~Tw2, (F&FH. p.3)

[t is because different 'things' do answer to the 'description’ of the money of account that
there exists what has been referred to as a hierarchy of monies.
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EMOBHKLEWVINDDDONGFEETZDI1E, B2 W] POEoKED [ 2%

AT E0biaDTH S,

The Chartalist theory, found in the previous section to conform to the definition of money

given in Section 2, can be used to describe the hierarchy in more detail.

RETREOHHII /v a vy 2 THEALNBHOERITGHE T 5 2 L AFIHi» 5

DFh o=, ZTOMEIITFYE LY ElIIcER T 3 =0 icfibng 7255,

4.1 The money of account

4.1 D B

The 'description' or 'title' referred to by Keynes is the unit in which all money in the

hierarchy is denominated.

TAVADWS [FUi] ° [FRE] &k, FHOFOLTOEEPIRRINEHID Z

86%50

In the United Sates, the unit of account is the dollar.

TXAYAARETIE, ZOFERMIIIALTH B,

131



Thus, all money in the hierarchy is dollar-denominated Chartal money.

L7edioT, PHIINOETOEBIZNAVRRINLEL G LOoRK L 5,

Why the dollar?

BRERNNEDED D D7

That is, why is it the dollar, and not some other unit, which serves as the 'title' or
'description' to which all money in the hierarchy must answer?
2F D, FHINOETOEBIEZ R Tdabhwy [FE] © (Gl & LT

ZOR, HEFALTH Y, HOBETIRAGES S 2?2

The Chartalist theory of money as a 'creature of the state' gives us the answer.

HEzEHXORIEY ] & 3 2 KB TEREOMEMP b ICZDEZZH A TN,

Because the government's currency is the only legal means of discharging tax liabilities,
and because tax liabilities recur period-by-period, the private sector will continuously
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need dollars.

L bBFOBE IHARBZEITT 2—DENTRTH Y 2 LTHARKRRZD

R RUIC D72 o TRV IR I N B 720 REERFTIZMERCAYIC FA 28 35,

Thus, the ubiquitousness of dollar-denominated tax liabilities makes the dollar the

standard unit of account for all money in the hierarchy. 1

L7edioT, PATERINIBAMPMREL T 5720, FLIEFIINO 2 TORE

I & o THEHERN L FHEEN > TWnEDTH S, 1

1) The reader might wonder whether the extent of taxation (or the size of the

government's spending) is relevant in this regard.

1) B TR DIEA Y (B2 WIZBN O ORI 232 O ICBEL T 3 2

E ) DEERNICER S b Liva e,

The answer is no.

Ez2IZ, wWnhz7s,

Unlike other units, such as firms, households and banks, who acquire credits on
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others (i.e., money) in order to spend, the state makes its purchases by forcing people
(through its power to tax) to accept its currency in exchange for goods and services.
AN D 7= D I DERFTICRT L CfEtE (372 b b B 2GS 2 BEPHKGEH #
1O X5 fhoHfL & 1358 A Y ERE G 27 2E L ) AL ICHmme s —

vREHEZICHEOBRE2Z I ANIE 5T LT, EHEZToTW 5,

This is the key to the Chartalist theory of the development of a monetary system, and
it is independent of the size of the government.
I EBHIEDFHE L ) REFTREFEOHMOHETH V| BUF DM & IZHERA (R

TH5,

Thus, whatever the government accepts will sit atop the pyramid; a low-tax nation is

no less effective in this regard.

FiROED 2o sIcB L CTlRFERETH 3,

Because the private sector will always be indebted to the government in dollars, they will
prefer to write all money contracts (make all promises) in terms of dollars.
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TEL (TokET3) Lzl r9,

In short, the unit in which state money is denominated and in which taxes are due

determines the unit of account for all money in the hierarchy (Keynes, 1930; Lerner,

1947; Wray, 1998).

R 510, HROEWHBER T, Birscdhbin 2 Bih, FFIINO2TOEH O

Y ZRET 5D TH 5, (Keynes, 1930; Lerner, 1947; Wray, 1998)

4.2 Money in the hierarchy

12 HiFD/F5)

Recall that money represents a promise/IOU and that these promises can be created by

anyone.

BH#2HIHR, IOUToweyou) 2R L, FIRIFFECHIEL e TR R 2wHL T

L,

The ‘secret’ to turning these promises into money is getting other individuals or
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institutions to accept them.
BEHC N0 DR REZRZ %70 DRERIT, O ANCHBICZ h b 2T ANTE S

ZLThB,

Therefore, the ‘hierarchy of money’ can be thought of as a multi-tiered pyramid where
the tiers represent promises with differing degrees of acceptability (Foley, 1987).2
zh 2, B oFHlE, R T ANATRMND T £ TEREAG VIR 2K 2R

T, ZEOE I Iy FELTHEZOLND Z LHARET, (Foley, 1987) 2

2) Douglas Vickers (1959, p. 72) also recognizes the importance of ‘acceptability’.

2) X7IZ T4 vHh—2 (1959, p.72) & [ZAEM] OBEEEFHL T3,

The argument developed here differs in one important respect, however, because, in
contrast to Vickers’ treatment, ‘money’ is not just that which has generally acceptability
(i.e., there is an entire hierarchy of monies, which differ in their degree of acceptability).
LA2L, SZToOmlliE —2OHEEA[MTRR>THT, V4 v H—ZADHFKWE 3
ic, [Bd&] E—MRICZIFANAEER D DZ T Tldawy (0D, ZIF AR
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DRENRRL 2 BL0LBEENEET 3),

At the apex is the most acceptable or ‘ultimate’ promise.

HRCE, b TANONS, b LAIIEBOKIKLEDH 5,

But if all promises are denominated in the same unit of account, why are some deemed

more socially acceptable than others?

L2, b LETCOFERFELEREBEMTRRINTHE L LEZL, BBV 20D Y

DFMEY b XN ZTIANONDE LARINDEDH?

Whose promises will be the most acceptable?

AEDHKIRP—FZ T ANDLN DL DD ?

And why would anyone agree to hold the relatively less acceptable promises?

Z LT, AR BN Z T AND IR EZFICT 5 2 L ICFAET 5D725 5

2 ?

Let us investigate the different types of money included in the hierarchy.
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FAlicEEn s BB R 22T 5,

In Knapp’s treatment, all money represents a Chartal means of payment.

Ty 7OmLIcLk s, BTORWIEISHACDORFN R FTEREELT,

That is, all money is a ‘ticket” or ‘pay-token’, which gains validity by proclamation that it

will be accepted as a means of payment.

DFEYD, TRTCOBRIEF [F7 v b £72F X WDiE] TH Y, KHWFELE LT

ZIANLND LR EET 5T L CHIERT S,

These ‘tickets’ or ‘tokens” which individuals/institutions have proclaimed acceptable as a

means of payment do not become money until they have been accepted by another

individual/institution.

A CHBE L CDOFERE L TR ITANDONEZEEZES L. INOLDF T v bR

T DEEE, HIOENPHBEIC X > TZFANLND LS IckhdTT, B LD

EiE7m v,
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When, for example, the postal service proclaims that a $0-33 stamp will be accepted as

payment for delivery of a small envelope, an individual/institution must accept the stamp

as the debt of the postal service in order for it to become Chartal money.

Pz, BER 2, 0.33 A DUIF2/NERIOBLED A e LTRITFANLLN S Z &

ZEE LIGA, MALHBIE 20U FAEFEH 2 s 0, BEFOAMKLE LT

ZDYIFE2Z T ANBZITNIE R bR,

This is consistent with our requirement that the creation of money involve accepting

another’s debt and with our conception of money as a two- sided balance sheet operation;

the stamp, an asset to its holder, is a liability to the postal service until it is used as a means

of payment (affixed to a letter and relinquished for delivery).

Inid, B ORNESMADBEEZZTAND Z L 2E) LS hzboBff e GiF

WHRROEIEL L COEBOMANR L T\, TEZEOEETH Y)F12. (FHK

o N2 Y| BOED =D IIEToNLY) v oFERE LCfibh s %<, B

o TitAaBE RS,

If this logic were applied to all Chartal money, a list of every conceivable form of money
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could, theoretically, be constructed.

b L., ZOmERETOREEEIGERH W56, EoEzoNni2TCoED Y

A b5, BERAICIE, (B2 2 L ATRETS 2,

Going back to Keynes, then, a great number of ‘things’ will answer to the ‘description’ or

‘title’ of money.

TAVXICRS &, ERAREDOL 0, BEoihe 24 bvicEzbZ ik b,

That is, every plane ticket, pre-paid phone card, movie ticket, subway token, etc. is a form

of Chartal money.

D2F ), ETORITHDF 7y F 7T V_AFTL 7+ A —F, EooF7 > b, H#

T#ko b= vy, XKoL 5,

It will, therefore, be useful to narrow our focus and to proceed with a simplified discussion

of ‘the hierarchy’.

L7edioT, BREZKY., FAIOHEMAL ZzikGmz D 5 LR TH 5,

The ‘simplified hierarchy’ can be envisioned as a four-tiered debt pyramid, with the

debts of households, firms, banks and the state each representing a single tier.
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Z OEM{L T PAR, KEE B3, T, X L TEROAES LT En—D2DE

PRT, UooBEOABEY I Iy FELTHEETRZLBTE 3,

The hierarchy will vary constantly in size and structure; its volume will increase when the

total amount of new debt created rises faster than the total amount destroyed, while its
com- position will change with the circulation of these debts.

ZOFHNE, A TREICHELZZ(LIETWLZE ), ZOKRE I F, #HL Al

INT-AEDOEED, BIRINTAFT IV D RECHEMT 2 LA, ZOMKITI DD

AR LT 5,

All of the money in the hierarchy represents an existing relationship between a creditor
and a debtor, but the more generally acceptable debts will be situated higher within the

hierarchy.

FPAINIC B T 2 2 ToBIIE, [GEE L EHFEOHOBFT BRI E 25, LY —

REICZ I AN b N b AR RPN O EWILEICE» NS,

The debts of firms and households occupy the third and fourth tiers, respectively.

PELFEDAKIZ, ThZNFE I3, HL4DELZLHD TS,
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This is because there is at least some chance that they will not trade at par with

government money (which is needed to pay taxes).

i, (Bl 7z) BIFO 6 L FFETHG SR WS PR L b H B h

572,

For example, a firm may sell bonds to finance the purchase of a new plant.

Bz X, &2 REPHLIGOERESZIET 20 ICHBELZRITT2L T2,

Although the firm promises to pay a certain nominal amount to the holders of these bonds,

their value may vary over time (for example, with default risk and/or as interest rates

change).

PEEFOHEDREEIC—EDHHBMHZ LD T L ZFIRL T 525, % Offifd i3

R ofGE & & b IcZLs 2 aREED H 2 (BIZIE, T 7+ b ) X7 @02t

(1.).\‘) o

Thus, as assets to their holders, these bonds will be less liquid than bank money because
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they cannot necessarily be 'quickly converted into the medium of exchange with little loss
of value' (Wray, 1990, p. 16; my emphasis).

Lo T, REBEICL > TOEETH S4LEIT. 4T LD MlifEziztA ks L
72 QPP ICRIBTEICE ] T2 2 e TE RV, RITEEICH TRENMEMK

Wh o ks (Wray, 1990, p.16; my emphasis),

Still, firms' promises are more readily convertible into the medium of exchange (i.e., are
more liquid) than households' promises because better secondary markets exist for their
resale.

L2 L, REDORRIT, KETORHICH~T, 807200 KRG HAEL T b /-

O, ZHPFUE~DIIDREZ TH 5 (Tabb, RBELE),

To get business and household debts accepted, they might be made convertible into the
debt of someone higher in the pyramid and may also require interest payments to
compensate for the risk associated with holding less liquid assets.
BEPFKFOEHEEZZIANTH S 5 720I1iF, ©7 Iy FO EiHOEF I T
X510 iEEDIRWEEZRET 22 LIk 2 ) A7 %5 70l vz
ERLEVT22LdH 5,
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Unlike households and firms, state promises and certain bank promises would be

accepted even if they were not convertible into anything else.

KitCELE - T, HOFERERDH 5HOPITORIRE L, 72L& 2 H L TE %

CTHRIFIANLNETLS I,

That is, even though, today, banks make their promises (demand deposits) convertible,

on demand, into the state's promises (government money), this is not the reason they are

accepted.

DF 0. SH. BITHBHR (ERLWTES) 2EOMR (BFOBE) ICBERISLGE T

EHTELXHICLTH, ZNBZITANLONLBEATIEAVWDTH 5,

It is because bank money is accepted at state pay-offices that it, along with state-issued

currency, is con sidered by Knapp to be the 'decisive’ money of the system (1924, p. 95).

BITOBEPEROIIBEOTRIANSGN S 20 2 %, HITO BRI, ERSFEITT

HMEL L DI VAT LOIREN R |BETHDL LTy 7TIEE 2 T3 (1924, p.95),
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Thus, even if convertibility to state money were suspended indefinitely (except at clearing
houses), bank promises, as long as they were accepted in payment of taxes, would
continue to be accepted.

L7ed3o T, 7z & 2 EFHEE ~ DRSS EIIIRICFIL I N7 & LT (RIFEBIZFR <),

BT ORIRIZ RO SHN DD IR IT AN NS IRY  ZITFANLNKT 5725 5,

Likewise, the state’s promises do not depend on convertibility into anything else.1

[FRRIC, EIROMFRIIM DT ~DZHr[REMEIC TS 2 & T\,

1 ) Here, we are referring specifically to state-issued fiat money.

1) ZZTiE. o, Ab ZERBZRITLAEEKICE LTV

State promises could, of course, also take the form of government bonds, but, while
these promises also have a place in the hierarchy, unless they are accepted in payment
of taxes, they will be situated below state and bank money.

bH LA, EROHIKDS L7, BIFOEBEOIL 22 2 & b [EEZZA, 2 b DFY
R F 7P oRICIEL TE Y, 20O BFROI e LTRIFANS LR IR
D, 2o REREHFTOERK LY Tofiificang,
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As Foley noted, ‘the state does not have to pay its liabilities by transferring something

else’ (1987, p. 520).

77— =DK% L LT, EFIZ. fMIrfbodoicZEzxsLick>T, 2o AHE

&34 5 HE L 7> (1987, p. 520),

Thus, neither the state nor the banks rely on convertibility for acceptance of their

promises; what makes them both acceptable is their acceptance at state pay- offices.

o TLERDIRITL 2N o DRIHDZ T AND 728 DIHARRENEITKAF S 2 & & 13 7a

Vo ZNHEMGTRITANSGNS X 5ICT 5D DIE, EROSTHAGAHTTORITANTD

%o

Recall that a money’s place within the hierarchy depends on the degree to which it is

accepted by society.

FHINTOEEDMNESHRICL > TZITFANON TV AREICKTFET 222

WH L TIZ L vy,
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As the ‘decisive’ money of the system, both the state’s promises and banks’ promises rank

high among the monies of the hierarchy.

VAT LOPERL G E LT, EROMR L RITORKRDOM ST & b FHIHNDOEID

FCEWAEICOWT W3,

Although bank money is part of the ‘decisive’ money of the system, its acceptance at state

pay-offices really requires its conversion to state money (i.e., bank reserves).

RITOEHIZ L AT LOPREN ZEHED—HRTH % 25, ERDO AT TCOR T AN

KB, EROEE~DOREZTERI NS (0F ), FITOFHE).

That is, bank money is converted to bank reserves so that (ultimately) the state actually

accepts only its own liabilities in payment to itself.

2F 0, BITEBEEIT PEEICEZ O NS DT, EXRIZ, EE BEIICIZER~D

SN E L THEDABO A ZZITANS ITEE R\,

The debt of the state, which is required in payment of taxes and is backed by its power to
make and enforce laws, is the most acceptable money in the pyramid and, therefore,
occupies the first tier.1
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PO LTER I N, B2V T3 2720 DM IC X o> THEITH T iz, B

DAEMGIE., PN TR ZTFANLNIEEKTHY, 2N ZF @z HoTnws, 1

1) That the state’s debts are at the top of the pyramid in all modern monetary systems

is easily observed.

1) BHRo@EEY 27 L Tld, EROEHELAE T Iy FOEAICMBELTWSZ &

RAICHRETE B,

But one might object that their position follows not from the state’s imposition and

enforcement of taxes but from the market’s identification of these debts as possessing the

highest degree of ‘moneyness’.

L2L, 2o X5 aifinid, ER;HEZH|L CTEElT 2206 Tlaa . fiGrins

DEH i ED (B 2H 3200 LTHH#T 220 THL, LI KK d

502 Lz,

This objection might follow, for example, from Menger’s theory, as reformulated by Mises

(1935 [1881]).

ZoRGEIE, HlziE, I—+=2 (1935 [1881]) HERML 72 A v H—DMims HE

2050 Ly,
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For Mises, any commodity has the potential of emerging spontaneously as money, but the

one with the highest degree of marketability (the one most likely to be accepted in

exchange) would be expected to rise to the top of the pyramid.

I—FRICENE, ED XD b HRICERE LB 2 a[ReMER H 5 235, i

HRRDE DD RIICIG L SN AEEESRDE VD D) BT Iy FOTEKLICIT

DEEZLNTW D,

Thus, the Austrians might contend that the state’s debts sit atop the pyramid because of

an ex post sanctioning of the ‘money’ selected spontaneously by the market, rather than

the state’s power to tax.

L7eio T, A= YT NE, EROEHEE 7 Iy FOHEAICES 2D, EX

DHBMHETII R, WIHPHRINTER L 72 [ 2 FRIICHE L2720 Th s L

FiRT 200 Lk,

Knapp’s ‘state theory of money’, then, could be viewed simply as a ‘special case’, which is

not necessarily inconsistent with the neoclassical story.

Fv 7o MEEOERE] 3. $i [FRA7—2] L5 AT, Fnh ko
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A=V =L FRBTLOIFELRNDTH 2,

But this objection is simply not compelling, for as Wray (1998, p. 43) argues, the
Chartalist theory is a general theory, which can be applied ‘to the entire era of Chartal, or
state, money’.

LaL., CORGRICIEENBH Y A, L4 (1998, pd3) L TW3B X 5T,
F v — ZNVIROBERIE — R EHEGRTH D, [Fr—2 0, 2F ) ERD BEORAE

Ric|] @HTAZLNTXE05TT,

To properly defend the argument, a detailed analysis of the history and evolution of
money would be necessary.
C ORI Y BT 3 7010 1, SOOI & (LA SIS B A B ) %

j_o

Since that is not possible here, interested readers should refer to Chapter 3 of Wray’s
book (ibid.).
ZITIRZENBTER VWO T, KO H 555 1X Wray KOEFEHEOHE I EZSMIL T
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L\ (ibid.)

As the most acceptable money in the hierarchy, the state’s debts serve as both a means
of payment and a medium of exchange in private transactions.
FPHlohcliRbZ I ANLN S EH# L LT, BRO A IS O FE L FANEGG ] 0

AR D /T & L CHERES B,

But, as Lerner recognized, no law requiring that the state’s debt be accepted in private
transactions is necessary in this regard.
Lol 7—F =Rk & )i, EROAREPBWIGICZ T AN S 2 & 2EK

L2, CoRICBWTHST L L HE RN,

Indeed, he stressed the irrelevance of legal tender laws for the establishment of
(generally acceptable) money, stating that ‘its general acceptability, which is its all-im-
portant attribute, stands or falls by its acceptability by the state’ (1947, p. 313).

FEER. BuE. (RIS T AN SN DE) BIEDHET D 72 D ITIEICEE R 2> 7o ) R o i
Bt 2L, 202 COEEAMECH L. [N EZIT ANATREN:] 25, EE
X 2RTANAREIEIC K 5T, Y 2B, BT 5. Lib~7e,
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Tobin agrees, suggesting that:

F—EVIFEFRL, ROZ L EZRET S,

In advanced societies the central government is in a strong position to make certain

assets generally acceptable media.

etk 2c BT PRBUF IR, D REEEZ —RVICZT AN DIk L 325

T LT EBMNRIGICW 5,

By its willingness to accept a designated asset in settlement of taxes and other

obligations, the government makes that asset acceptable to any who have such

obligations, and in turn to others who have obligations to them, and so on. (Tobin

and Golub, 1998, p. 27)

Lz DMOBEHORTEICE T, FEEINTEELZEALTZITANDS Z LI K

D, BUFIZ. 2D XS BEFHEDHDEAL, D0TE, ZhoDEBZH>TWEA

e, BENSZIFANLNS X DT 3, (Tobin and Golub, 1998, p. 27)

Thus, the legal obligation to pay taxes and the state’s proclamation that it will accept its
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own currency at state pay-offices elevate the state’s liabilities to the top of the pyramid,

rendering them the promises with the highest degree of acceptability.

L7285 T, BlOSHACDERIERG P, EEXOSHL W THS DR 22 Ahboin s

LWHERDESIE, ¥7 Iy FOERCER AMZM L€, Zhbz, ZITFAN

TEEH DR D EWIREIC T 2 RICT 5,

Although the state’s liabilities reign supreme among promises, certain bank promises,

as a consequence of their acceptance at state pay-offices, also come to serve as means of

payment and media of exchange.

EROAEIIHIRDOIHRIC S 525, H 2 HOPFUTORKIT, EHKDOSHLAFTTRIT AN

LN DR, SHNFERLBEA L L CoEIb K723 X HI1cks,

In particular, ‘[d]emand deposits have attained a special status in our economy because

of the special role commercial banks have come to play’ (Wray, 1990, p. 291).

Fric, TRERITARI R E 2 Rz 3 X D il o e 7z BERIATHS 13FA 72 b DR

B TR 2 AL 2 8453 L 72 | (Wray, 1990, p.291),

Because the central bank guarantees that demand deposits will trade at par with
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government currency and because they are accepted in payment of taxes, bank promises
(demand deposits) are nearly as liquid as state money and therefore occupy the second
tier in the pyramid.

FOIRTT I, BORIATAE: 2SI S CBUMEE & FAFICHG I T2 2 2RAELTH D,
FABEOTNCICZTANLN T B 720, SITORKR (BRI REFEEK L

BISRIZEOREMERH OV, LB oTE I I v FOE2ELZ EDTWEDTH S,

In short, not all money is created equal.

DF D, TRTCOEBEBREL LI IC2bNTWEDLITTIERVDTH 3B,

Although the government, banks, firms and households can create money denominated
in the social unit of account, these monies are not considered equally acceptable (Hicks,
1989).

B, ST, 2. RiMd, e B cEBEZE2 2L A TE 20, Zhb DBl

FELIZITANLLNS LITFEZ b TWiw (Hicks, 1989),

Only the state, through its power to make and enforce tax laws, can issue promises that
its constituents must accept if they are to avoid penalties.

154



FEIZK 72T 25, BlikzdilE LT3 2Rz U<, % ORI E 23511 % [l 3~ 5 7201

ZTANZTNE RO R CKIRERTTSZ L TE 5,

The general acceptability of both state and bank money derives from their usefulness in

settling tax and other liabilities to the state.

[E]

X G & PBRITEE O 72320 AN ATREME I, ESICH 3 5 Bld:© X O D fEH D

WIFICERTh B Z L IcHELTW B,

This makes them the ‘decisive’ money of the hierarchy and enables them to circulate

widely as means of payment and media of exchange.

oD, ThoDEER, BEIcET s THRENZR] B L 20 TR

ke LCRCTET 2 2 L8 TE B,

The debts of households and businesses are accepted because of their convertibility (at
least potentially) into relatively more acceptable promises.

KiteEofafEiz. (D7 & H/BEMITIE) HBIIZ T AL T W RS I 28 ]
RETH D70, ZIFTANLLNLTWE,

These debts are not accepted at state pay-offices and, thus, are unlikely to become widely
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accepted means of payment.

NS DOEFIE, EROIEBEATIIZRIANLONT, LizdoT, KA RITF AL

LXIAFERICERY Z 5 bRy,

5. Concluding remarks and policy implications

5. fam & BURKIEE

Today’s Monetarist—-Keynesian debates are grounded in the early Metallist—Chartalist de-

bates of the sixteenth and seventeenth centuries.

SHOTA VAROZAZY) AL (FA vy Ty =32 X)) OFEmit. 16 i s

5 17 i 2 TOPIM O BB ERE - KFEREOERICRI LT3,

At issue is the nature and role of money and the inspiration for its use.

M, EoE L %E., 2L TCxoflHIIT 24 v AL —va v Thod,

The ‘real’ monetary analysis practised today, most notably among Monetarists, derives

from early Metallist or commodity money theory (Ingham, 1996).

SH., =A 2V R rofTiTbhTw2 [Eo ] BESIE, Yo EERE b
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- E G ICHsk L T 5 (Ingham, 1996),

Subsequently, the early Metallists and today’s Monetarists bear important methodological
similarities.
ZOMR, VHORIBERE =B L SHO~F X Y X b =b ik, Jikamiic EE B

RERFO,

First, both treat money as irrelevant to ‘real” analysis.1

FH—ic, i e b EEE THED| piricEERL 0L LTifioTw3 1,

1) Recall that for the early Metallists, money was simply a commodity with certain
properties that allowed it to serve as a convenient medium of exchange.
D) Wio&REREICL o T, BT, Bk e L Cokdlz ]R3 2L

NTEIDHLBUERFOBRRIEMTH o722 LB WHL T Xy,

‘Money’, therefore, was a ‘real’ commodity (or, under Walras, a number representing real

157



commodities).
L7zoC, B X Y] o (b 0wid, 747 2O N TlE, EYoiEst %

KIH) THoT

Milton Friedman, remains steadfastly committed to the ‘real” analysis of his predecessors.

INPY 7Y —=F=vii. fTEEb D [HED | HFICEBRL TuE T,

For example, he tells us that the basic reason that individuals agree to hold intrinsically

worthless paper money (with no metal backing) is ‘to avoid the “double coincidence” of

barter’ (Friedman, 1969, p. 3).

Bl z 12, REWICMifED v (BEOEMN TR w) A EAPRE TS L ICHE

TEEAN GBI, (YA ZZHao "“EHOMRO—E "F 5720 | THDSLiE-

T 9 (Friedman, 1969, p. 3),

Furthermore, he boldly states that while ‘nothing is so unimportant as the quantity of

money expressed in terms of the nominal monetary unit . . . the situation is very different

with respect to the real quantity of money’ (ibid., p. 1).

Ioic, [HHBEERMTRINIBEMOBIZEELETHRVD DT, L EE R
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B¥oBICOWTIIRALKE SRR L] L KHch~Tw3 (FAFE. p. D,

Indeed, Schumpeter notes that ‘according to the metallist view, the theory of money
derives directly from the logically prior theory of barter’ (Schumpeter, 1994[1954], p.
288).

EEE. vav—x -3, [@EEREOAMIC LT, BIGEmIE. SREICETT 2

WY& o HERICERERR T 5 ] iR L T3 (Schumpeter, 1994[1954], p.288 ),

This tradition continues in its modern (Monetarist) form, where exchange is analysed as
if it occurred in a simple barter economy where money serves only as a lubricant to the
exchange mechanism; all that matters are ‘real’ exchange values derived from highly
abstract exchange relations based on rational maximising behaviour.

ZOEfilE. B (w42 ) 2 F) ofEThliivTesh, 22T, R BEE

,ﬂﬂ?:

A1 =X L OfiEI & LT OBEAES 5, B 4 ZZHEF CIEC 2 20D X 9 1o

INTn2, HEL DT, AHIRRAETENICHE-D < SEIC IR 22 HBA (R 22 o 15

Lbind [HFED | REIfEZ T o Th b,

Secondly, in addition to their asocial approaches, the methodology of each is plainly
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ahistorical.

FHAT, o DI T 7o —FITMA T, 2o T7iEm IR BRI E 2 I3RS

ST 7,

Both markets and exchange are said to pre-date the use of money, and money is supposed

to have arisen as an aid to market exchange.

Hith & Ao i BB DR D265 5 L EbnTx Y BTG F) 1T

ELTHELREEEEINTY S,

These beliefs are held with conviction despite little evidence that barter economies ever
existed (see e.g., Heinsohn and Stiger, 1989; Wray, 1993), that in some areas early coins
were denominated in values too large to have allowed them to function as media of
exchange (Kraay, 1964; Ofonagoro, 1979), and that the use of coins in exchange was an
accidental consequence of their development, not the reason for it (Crawford, 1970).
NS DIEINIY) 2 2R DREF A > D THFAE L 72 & 0 D AN & A E 72\ IT b 22
DOHT MDD FREL L THERRES 5 1CEH T 0 ICd K& flifi CHIHOMEER IXH % 1
Tk Tnkl, Kl LCOMEOMHMIEZNS OREOMADORRTHE L, £
et 2R A E WIS HERE L HIch 5,
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No attempt is made to account for the unit of account or means of payment features of

money, as the primary concern is to show that money developed spontaneously as a means

of exchange.

—DRELIIEEE W DRI OFERE L TCHREREL X200 LT

LD THEDHALSHACFER E L TOBE Z2HIT 23 A3 M 23Ty,

The mainstream has long found it impossible to incorporate money successfully into their

analyses (Hahn, 1981).

FRIREEE 2B LTS DHTICHY A Z & BARRERZ L E A TE T,

Keynesians, in contrast, have had some success with endogenous money theory and have

stressed the importance of money as a unit of account, a means of payment and a store of

value, but they often overlook Keynes’ own adherence to the Chartalist theory of money.

SRRIC 7 4 v XIRIGNAERE MR CTH 2 K 2 IND T E 7= L, SHRHAL, S wF

B MMfEDORTF L L CORBOEEEZEH L CTE 7225, ol LIFLIET7 A v XEY

DRETEHREORIFHwm~OHEEZ BB L T3,
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The Chartalist theory found in Smith, Knapp, Keynes, Lerner, Minsky and Tobin offers
a useful alternative for both groups.2
AIR, 7Fv T TAVA IVRF— P -E VIR LN B ERIFTRE O BRI

RIC & > THRRRERZRtT20TH 5,

2) Tt will not suffice, however, if Friedman simply follows his helicopter drop with an
announcement that the paper can be used to pay taxes!
2) L2Ladsb, ZV—F2viBi@s X5 -0z offiExfE> 2 w5 7+

VARV N RERFFoOTEZELTH, FNITHHTIE R,

The Chartalist theory provides not only a better theoretical foundation (one grounded in
historical facts) for monetary theory, but its balance sheet approach to money-creation
also implies the complex set of financial arrangements, which were important to both
Keynes and Minsky.

RKAETREOMHMITEMHMIC L 5 TX Y L 0imBiny 7 i (2 g sy d R ic ko
WTWE) 252 T3 72T, BRORIEICN T 27 v Ay — T 7 u—F13
ZOMBFEOEM ey PEOERL, ZNRT AV REIVRF-LEBHICE ST
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Additionally, some important policy implications follow from the Chartalist theory.

Iolc, REEREOHGHS, L 3, W2 DHEELRBRNEESFoN D,

First, an understanding of the Chartalist theory of money leads to a fundamentally

different vision of government finance.

Bl REFEFOEBHmLMMT 2 2 L3, BIFMEBO e Y a v 2 RANICE

AT Lo,

Specifically, as Boulding (1966) recognised, the role of fiscal policy is much more

important for the determination of the money supply than is usually recognised (Bell,

1998).

EARIZ X, Boulding (1966) 2338k L 7- & oo, MEEGKO&ENL, ~4—H 774

DPREICH T, BFEZBRINTVWE LY D F20ICEHETH S (Bell, 1998),

This is, of course, antithetical to mainstream theory, which attributes control of the
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money supply to monetary, rather than fiscal, policy.
NI BLA. A=V T TADay b e — ik BECE Tl % < eRBERIC kD 5

FiRoMm L IHRKTE2DDTH %,

Secondly, the lender-of-last-resort role of the state must be extended beyond simply the
ultimate supplier of liquidity in times of crises to include its ongoing hierarchical role
based on the public’s need to pay taxes.

FC, R [HELFoREOWY FT] & LCo&E, HICfEH oD IR O iid)
TERLFEE & L C okl 2 2 <. E R OMFL D LB ICED < kB 2 R R El b &

N TNIE RS R0,

Both of these, of course, strengthen the endogenous money position.1

bbBA, InoldnTnd BEEONRN ARG 2 BT 2D TH S 1,

1) Indeed, it can be shown that the taxing and spending operations of the Treasury
leave the monetary authorities with no alternative but to adopt a price (interest rate),
rather than a quantity (monetary aggregate) target.

1) B, MBA OB - mtiRiE X, SRR IcE (BikE) BEcikz <,
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For more on this, see Bell (2000).

ZDEIT D WTIE, Bell (2000) % 24,

Thirdly, as Sawyer (1999), Parguez (1999) and Kregel (1999) have recently argued, the
relationship between control over money and sovereign power (the focus of the Chartalist
theory), which is severed under European EMU, has implications for the future of the
Euro.

5 =12, Sawyer (1999), Parguez (1999), Kregel (1999) 2L E5EL T 5% X 912, BX
M D EMU O T Corli & - B & El o TiE (RE T #E o Mmoo H ) oBRIZ.

2—uDFRICOEERHBEA 5,

Already, these and other prominent Post-Keynesians (see also Davidson 1997; Goodhart
1998; Wray 1998) have begun to explore the Chartalist approach, but there is much to be
done.

TTIL, ThLDANALRDELLRKFAL - 74 v Y7 v (Davidson 1997; Goodhart
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1998; Wray 1998 & £8) 13, REFEEFHDOT7 7 u—F 2R LIED TV B R, T
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