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PREFACE

This volume is the result of four years of experimentation in the
teaching of an introductory course in Money and Banking. It is not
a book of collateral readings or materials in the ordinary seifise, but
is designed to serve the purpose of a text and at the same time to give
the student a breadth of view, a contact with reality, a stimulus to
independent thinking, and a training in judgment and discrimination
which are not afforded by the formal textbook. Ina word,anattempt
has been made to combine in one volume the virtues of both the text
and collateral readings, and as far as possible to eliminate their defects.
To this end there has been selected a large number of comparatively
" short arguments, expressions of opinion, and points of view, supple-
mented by source materials, charts, tables, etc., which, while covering
the principles of money and banking as adequately as the ordinary
text, avoid the dogmatic tendencies inherent in the textbook method
and retain the suggestiveness of collateral readings without their

~ usual bulkiness and admixture of irrelevant material. These numer-
ous selections have, it is believed, been welded into an organic whole,
and unity of treatment has been secured, not only by careful arrange-
ment, but by means of general introductory statements prefaced to
each chapter or division. As a further aid to the orderly unfolding
and development of the subject the volume is accompanied by a series
of questions and problems based upon the readings and published
separately under the title: “Exercises and Questions in Money and
Banking.”

During the four years of experimentation with the subject, a
large proportion of the selections in this volume have, in mimeo-
graphed form, been repeatedly tested by classroom use. The
exercises and questions have been developed with the readings and
also tried out in class, with the result that after each trial there has
been a very considerable revision, not only of the questions, but of
the arrangement and organization of the readings as well. Moreover,
these revisions have usually been made immediately following the
class sessions from day to day, while the improvements suggested by
the classroom discussions were fresh in mind.
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vil PREFACE

The volume was originally intended to be used in a collateral
capacity with a formal textbook; but as the number and variety of
selections increased, the need for the text appeared to grow less
and less, until in my own teaching I now prefer to use the volume
independently of a textbook. Much of the material in Part IT has
also been used in mimeographed form by an instructor in another.
institution with a similar result; in the first semester it was used
with a text, while in the second semester the text was discarded.
This experience has led me to believe that the book may find its
greatest use in an independent rather than a collateral capacity.

The main purpose of a preface, I take it, is to reveal the point of
view of an author, or perhaps, more accurately speaking, to disclose
his hobby. My own “view” just at present is that if it comes to a
choice between a volume of this sort and a formal textbook as the
basis of a course in Money and Banking the advantage lies with the
book of selected materials. If the reader will bear with me I should
like to present the reasons for my faith.

If the purpose of education is.merely to supply students with
predigested information, then the text is eminently satisfactory. A
student may, however, commit to memory the principles laid down:
in the text, recite them in class, and write them down in examinations,
and still be not very much the wiser. For the usual text does not in
itself provoke thought and discussion to any great extent or lead
to careful analysis on the part of the student: these desiderata come
only through a challenge to the intelligence; and this challenge is
best made by means of the presentation, not only of conclusions,
but of the materials necessary to the formulation of conclusions.
To reach a full understanding of the principles of economics it
would seem to be necessary that the student should evolve, with
the guidance and aid of the instructor, his own conclusions and
principles.

This does not imply an inductive method in the sense that the
beginning student is to digest the vast data and raw material bearing
on a subject like Money and Banking and reach his conclusions after
a tedious process of analysis and synthesis. On the contrary, the
readings in this volume contain rather less of raw material and rather
more of conclusions and matured opinions of authorities in the field,
together with the conflicting views of various groups or classes in
society. - The method may be called inductive only in so far as the
student’s own conclusions are made to result from an analysis and
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weighing of conflicting views, opinions, and arguments. This must, of
course, be coupled with much deductive reasoning, and it is doubtless
best to refer to it simply as the discussion method without raising
the time-honored controversy over induction and deduction.

The presentation of varying points of view.and of the philosophies
of different social groups, together with conflicting opinions and
conclusions of experts in the field, appears to me indispensable to a
genuine appreciation of the subject. . A very serious problem in the
complex life of modern times lies in the specialized or group points
of view that prevail with reference to so many of our economic ques-
tions and the inability to rise above the narrowing influence of one’s
special interest. The formal textbook seldom has a place for the
presentation of such conflicting points of view; and where it does,
they are given at second hand, usually in condensed summary form and
almost wholly divorced from any manifestation of the spirit and feelings
of the groups or times that held such views. For example, in a chapter
on the silver movement in the United States the text-writer usually
summarizes the causes of the agitation, shows why the “Crime of
1873”’ was not a real crime, enumerates the main provisions of the
legislative acts passed by the silver people, shows the results of such
legislation in the troublous times of the early nineties, and concludes
that the restoration of bimetallism at the ratio of 16 to 1 would have
been unfortunate—a dull, uninteresting account of a movement
that roused the passions of millions of people for a generation.
It is impossible to give the college student of today who viewed
from his nursery window the torchlight processions of 1896 any
real conception of the nature of the silver movement or any genuine
appreciation of the important social and economic lessons it taught
without reproducing something of the spirit of the times, without
showing by means of their own burning language and arguments the
motives, impulses, and passions that influenced the men of that
generation.

Again, the assembling of material from a large number of authors
gives to a volume a richness of content that a single writer cannot
hope to furnish. No individual author, however matured in training
and thought, can possibly write on the entire field of a subject like
Money and Banking with the precision or authority that he can on
particular topics to which he has given years of special study. For a
book of readings, however, one may draw on the writings of a hundred
students of the question. Often a comparatively short selection will
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contain the one memorable contribution of an author to the advance-
ment of the science. Incidentally, the collection of a large number of
readings from a wide range of writers over a long period of time is an
excellent introduction of the student to the literature of the subject.
It may lead to further reading and study; but even if this goal is
not attained, the student can hardly fail to realize that all of mone-
tary wisdom and experience is not contained within the covers of a
single book. .

A collection of carefully edited readings and materials also makes
possible the presentation of a much larger volume of data by virtue
of the elimination of extraneous and repetitional matter. In order
to supplement a text most teachers assign to the student a list
of collateral readings bearing on the topic in hand and chosen
with the idea of showing the student what writers other than the
author of the text have to say on the subject, and, so far as is possible,
. presenting to him various points of view. The teacher is usually
handicapped in this because in the ordinary library there is a limited
supply of material of the documentary and pamphlet variety, while
in many libraries the problem of a sufficient number of the formal
standard treatises is a pressing one. But even where the library
material is adequate, there is usually a great and needless duplication
of effort on the part of the student. It may probably safely be said
that as a rule something like one-half of such readings are practically
duplications, and that another 25 per cent is extraneous matter, so
far as the problem in hand is concerned. Someone has remarked in
this connection that the system is really based on the labor theory
of value. A more probable explanation, however, is that it is the
product of necessity, being used only for want of something better.
In any event there appears to be little justification for such dupli-
cation in view of the wealth of valuable material that cannot be
covered under the most favorable conditions. v

It is recognized that various objections may be raised in this
connection. It may be urged, for instance, that a certain amount of
repetitional reading is of value to the student. Now, while this is
doubtless true for a certain amount, it hardly holds for any amount
or for the usual amount. A frank talk with almost any serious-minded
student brings out the statement that the student is prone to
acquire the habit of reading one assignment and merely glancing
‘at or wholly passing by the others, with the comforting reflection that
it is the same “stuff”’ anyhow. While a good part, indeed, is usually
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a virtual duplication, there are generally some paragraphs or sec-
tions which present new material of genuine importance. These the
student all too frequently misses.

Again, it may be argued that “too carefully condensed and
edited” readings result in the student’s losing a valuable training in
sifting chafi from the wheat. The analysis of a complete chapter
or article either for the purpose of evaluating the whole or for picking
out and making use of only such portions as bear on the topic in hand
unquestionably gives a training that is of much importance. It
seems to me, however, that the necessary training along this line may

. be gained without following this method exclusively, or even pri-
marily. A considerable number of collateral readings of the type
under consideration should certainly be used with a book of care-
fully edited readings and materials as well as with a formal text-
book. Term papers or special reports may, of course, serve a
similar purpose. Where the method is followed exclusively, however,
the student frequently rebels or grows careless, with the result that
he does not acquire the training intended.

The most serious obstacle to the independent use of a book of
materials would seem to lie in a possible lack of unity in the volume.
There is danger that the student may not see the relations between
different chapters and divisions of the subject as well as when they
are tied together by the thread of a formal treatise by a single author.
In the present volume an effort has been made to overcome this
shortcoming of the method by means of an introductory statement for
each chapter which attempts to give a setting for the readings to
come—to relate them to what has gone before and to indicate their
trend and purpose. It is probable, however, that even with this aid
the teacher will have more interpreting to do than with a formal
text. Byt if the idea underlying the method is sound, he will find
more than compensating advantages.

However, in all this pedagogical theorizing I recognize that I may
well be in error. And especially do I appreciate that we are not all
of the same pattern, and that what is a good method for one teacher
may prove very bad for another. If, therefore, this volume does not
commend itself for independent use, I hope there may be some who
will find in it material that will prove useful in a collateral capacity.

In adapting the various selections to the needs of this volume
I have endeavored to do no violence to the views of the various
authors. In many cases, however, there have been substantial
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omissions of material regarded as extraneous so far as the purpose
to be served here is concerned, while in numerous others but a
few paragraphs of an article or chapter are given, the purpose being
merely to express a point of view or to present certain factual
material. Imust, of course, disclaim responsibility for the views and
opinions expressed in the various selections, for many of them are
presented merely for pedagogical purposes.- There are numerous
contradictory readings and many others that contain faulty analysis,
chosen to serve merely as the basis for classroom discussion out of
which principles may be developed. The unsigned readings are of
two kinds: those taken from documents, reports, etc., the references
being given in footnotes; and those written by myself. My own
contributions have been written because of inability to find concise
or satisfactory statements by others on topics regarded as essential
to the unity or completeness of the treatise. It has seemed un-
necessary to prepare a voluminous index to the volume in view of
the complete table of contents.

The great number of selections makes individual acknowledgments
out of the question here, and I can only appreciatively state that,
with a single exception, I have received from publishers and authors
the most courteous permission to use the materials desired. I am
under heavy obligation to my former colleague, Professor Walton H,
Hamilton, of Amherst College, for many suggestions growing out of
almost daily discussions on method and organization. Professor
James D. Magee, of the University of Cincinnati, has given a number
of valuable suggestions; and Professor Walter W. Stewart, of
Ambherst College, who has read most of the manuscript in Part II,
has given many helpful criticisms on this portion of the work.
Finally, I am deeply indebted to the spirit of co-operation and team
play in the départment with which I am associated, the numerous
conferences and informal discussions on the many problems involved
in economic instruction having been of the very greatest assistance.

H. G. M.

UNIVERSITY OF CHICAGO
April 1, 1916



INTRODUCTION: SCOPE AND ORGANIZATION

Events in the field of money and banking in recent years have
resulted in a substantial shifting of interest in the subject on the
part of both the general public and professional economist. The
two most conspicuous occurrences are of course the final disappear-
ance of the bimetallic controversy two decades ago and the recent
thoroughgoing revision of the national banking system. But in addi-
tion to these important changes, many new subjects have pressed
forward for attention, among which may be mentioned the devel-
opment of agricultural credit facilities and of the numerous types
of co-operative loan associations and the enormous growth of invest-
ment banking. These important developments have seemed to me
to necessitate a considerable reorganization in the subject-matter of
a general course in the principles of Money and Banking, as well as
numerous changes in the relative emphasis to be placed on the various
aspects of the subject.

Writers of the school of Dunbar and Walker and their followers
were naturally primarily concerned with the financial problems that
were uppermost in their time. Accordingly, on the money side they
stressed the bimetallic and government paper-money controversies,
and on the banking side the operation and regulation of “commercial”’
banking as exemplified under the national banking system. These
questions were all approached from the standpoint of an active present
interest and were consequently treated in a more or less controversial
manner; that is to say, it seemed of paramount importance at the
time to promote sound thinking to the end that ‘“sound money”’
might be secured. These monetary controversies of a former genera-
tion are, however, not relevant to present-day practical interests;
they have been superseded by new issues. In the present volume,
therefore, the readings on money have been developed and arranged
s0 as to place these controversies in a historical setting in their rela-
tionship to the whole development of monetary science. While in
the banking field most of the problems of an earlier generation remain
for present-day discussion, the important developments that have
lately occurred also necessitate, as already indicated, substantial
modifications in the methods of analysis.

m



xiv INTRODUCTION

But irrespective of these changes, it has long seemed to me that
the field of Money and Banking has been unduly narrowed by most
writers on the subject. The well-known functions of money as a
common denominator of value, medium of exchange, etc., are not the
only, nor, from some points of view, the most important, functions of
money. The usual “scientific’’ analysis of money fails to indicate the
enormous rdle that it plays in the everyday world of affairs, and
furnishes a wholly inadequate basis for an understanding of the mone-
tary controversies of history. Similarly, the usual text on banking
confines the discussion to such banks as create media of exchange in
the form of notes and checks. The present volume attempts to treat
both money and banking from a much broader standpoint and to
bring the general subject into more vital relationship with actual
business affairs.

Part Iis divided into eight chapters. It begins with the pecuniary
organization of society, covers the origin of money and the use of
the precious metals, and the history of paper money and bimetallism
with particular reference to American experience, and ends with a
descriptive analysis of the present system in the United States. It
is in connection with chap. i, “The Pecuniary Organization of Society,”
that the chief departure is made from the customary treatment of
money. This chapter is divided into three sections, as follows:
(A) “The Nature and Functions of Money”’; (B) “Money, Capital,
and Wealth,” and (C) “The Réle of Money in Industrial Society.”
The first of these treats in classical fashion of the economic functions
performed by money in industrial society. The second portrays the
confusion that has always existed in the popular mind with reference
to money and capital and wealth, while the third is designed to show
the relation of the price system to the organization of industrial society
in general and the psychological effects of this pecuniary organization
on the daily activities of man. The general purpose of this first chap-
ter taken as a whole is to pave the way for an appreciation of the
monetary history which follows.

There is an economic side to all the monetary controversies
through which we have passed, but there is also another side—one
which from a practical standpoint has been of much greater impor-
tance. Debasements of the coinage, the demand for the retention of
bimetallism, and the numerous paper-money agitations of history have
all been vitally connected with the prevalent desire for more money,
in the belief that more money means more wealth. Without this
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popular confusion on the subject of money and wealth, paper money
and bimetallism would never have invaded the field of politics.
While we might have had issues of paper money as a means of war
finance, such issues would probably have been promptly retired, and,
similarly, we.should doubtless have abolished bimetallism at an
earlier date in the absence of any popular concern over the quantity
of money.! Under such circumstances, however, discussion of these
subjects would have been primarily academic. Most text writers
have in fact virtually assumed by their method of treatment that
these controversies were mainly academic affairs. They are analyzed
from the “scientific” point of view and the workings of economic
laws are satisfactorily disclosed, but the tremendous rdle that money
has played in society is not usually revealed. Viewed from a broader
outlook, the history of money becomes one of the most interesting and
human phases of social and economic progress.

A word should be said with reference to the treatment of paper
money. It has been customary to discuss the history and principles
of regulation of paper money without differentiating between govern-
ment and bank paper. For instance, Jevons gives an indiscriminate
list of the methods that have been employed in the regulation of paper
money, some of them relating merely to government paper and others
to bank paper. Any attempt to discuss the principles of bank paper
money, however, appears to me futile until the student has studied
the principles of banking. While, historically speaking, many of the
government schemes involved the use of banks as agents, and while
the motive for an issue by banks was often not different from that by
a government direct, nevertheless the principles governing the regu-
lation of issues by banks are very different from those applying to
government issues. In this volume, therefore, bank paper money is
not taken up until after the principles of banking have been discussed.

Treatises on banking are usually devoted solely and as a matter
of course to what is commonly called “ commercial’’ banking. Indeed,
banking and “‘commercial”’ banking have been very gernerally regarded
as synonymous terms. Bagehot remarks, for instance, that the
Rothschilds are great capitalists but not bankers, while Dunbar in

*True, the public has frequently been concerned over falling or rising price-
levels. Creditors have wished falling prices, or at least opposed a depreciation
of the standard, while debtors have frequently desired a cheaper standard of
deferred payments. But this question of changing price-levels has been very
closely associated in the popular mind with the volume of the currency.
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his little classic makes a similar distinction when he says: “In order
to be a bank at the present day, an establishment must carry on the
purchase of rights to demand money in the future, or securities, and
it must also use in some form or other its own engagements for the
payment of money upon demand.”” This conception of banking also
finds support in the definition of a bank given in the internal-revenue
act of 1866. According to this interpretation savings institutions
holding time deposits are not engaged in banking; nor are the great
investment houses which annually transfer from investors to borrowers
funds amounting to many hundreds of millions of dollars to be
regarded as banks. It is obvious, however, that the business world
holds no such narrow conception of the banking business. The
so-called “commercial” bank with its demand obligations is merely
one type of banking institution; and to exclude all other kinds of
financial operations is to narrow the field to an extent that gives but
a one-sided view of the problems of banking as a whole.

The study of banking has usually been approached by way of the
discussion of money as a medium of exchange; hence the customary
treatment of money and banking together. It is this method of
approach to the subject that is doubtless responsible for the attempt
to confine banking within the narrow limits indicated above, for
it is only the banks which issue notes and give demand deposits
that create media of exchange. While the “economic” function
of banks in furnishing society with media of exchange is of funda-
mental importance and should not be minimized or overlooked, it is
at the same time quite as important to consider the “business” func-
tion of banks. From the point of view of the business world the chief
purpose of banks is to make loans to borrowers. The business man
regards his bank as a place to which he may go for assistance when in
need—it is a sort of partner in his business venture. The fact that
in giving him a loan the bank is creating an inexpensive medium of
exchange for the transfer of commodities is from his standpoint of
no moment. Similarly, the banker himself views his bank merely
as a profit-making institution, the underlying economic function
being but an after-reflection at best. Now, since it is the business
men and bankers who use, manage, and direct institutions, the prob-
lems of banking cannot be fully apprehended unless we understand the
business point of view. Since the business view of banking, with all
its psychological aspects, is at bottom responsible for the whole
problem of credit organization and control, it is important that the
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analysis of banking should primarily proceed from the point of view
of the actual business world. The underlying *economic” aspects
are not overlooked or minimized by this method of approach; on the
contrary, the reliability of notes and checks as media of exchange is
only the better understaod by virtue of such an analysis.

Again, in the customary treatinent of banking, legal distinctions
have frequently been confused with economic ones. A bank which
creates demand obligations in exchange for future rights is said to be
engaged in commercial operations; hence the designation of our
national and state banks as ‘“commercial banks.” Now to classify
a transaction as ‘“‘commercial”’ should indicate, it would seem, the
economic nature of the operation; and this, indeed, is the intent when
one says, for instance, that national banks are commercial banks.
They are supposed to serve the needs of commerce, that is, to facili-
tate the production and marketing of consumers’ goods, and are not
designed to promote investment or the creation of capital goods.
Commercial transactions are in their very nature short-time opera-
tions, for consumers’ goods move rapidly from one class of middle-
men to another. Hence loans for commercial purposes may and
should be short-time loans. Such quickly liquidating loans are
obviously necessary for a bank which makes its obligations payable
on demand. The theory underlying the commercial bank is
unquestionably sound. But in practice a large percentage of the
loans that give rise to demand deposits are in no direct way related
to commercial enterprises. Overemphasis on the demand nature of
the deposit has too frequently been accompanied by an underemphasis,
if not a total ignoring, of the actual uses to which the funds borrowed
on short time are devoted.

In fact, short-time borrowings from “ commercial”’ banks are prob-
ably more often devoted to non-commercial than to commercial pur-
poses. For instance, the funds from some short-time loans are used
for consumptive purposes. In a far greater number of cases, however,
they are devoted to speculation and long-time investment. The mere
facts that these loans are of short duration, that they give rise to
demand deposits, and that collateral security is usually required do
not make them commercial loans, even if they are granted by so-called
commercial banks. The very fact that collateral is required is evi-
dence enough that they are not of a commercial nature. Genuine
commercial loans require no collateral security, for the reason that
such loans are self-liquidating.



xviii . INTRODUCTION

Finally, a great quantity of funds, how great not even the banks
themselves know, is annually loaned without collateral for investment
uses—Iloaned by “commercial”’ banks and represented on the liability
side of the account by demand deposits. The American practice of
granting loans on single-name paper, provided the borrower’s character
is satisfactory and his financial statement shows a ratio of quick assets
to current liabilities of more than two to one, contains no guaranty
that the funds loaned will be used for commercial purposes.

Legally speaking, our national and state banks are commercial
banks, since they make short-time loans and create demand obliga-
tions. Economically speaking, they are as much investment as com-
mercial institutions. Practically speaking, the greatest problems of
banking organization and control center around this confusion of
investment and commercial operations, the results being manifested
in every period of inflation and crisis. Happily the Federal Reserve
Act has recognized the situation, and an attempt is now being made to
eliminate the more flagrant abuses that have developed in the system.

Turning now from these general considerations to the actual
organization of the materials on banking, Part II of the book is
divided into the following chapters: ‘Introduction”; ‘“The Nature
and Functions of Credit”’; “Instruments of Commercial Credit and
the Law of Negotiability’; “Principles of ‘Commercial’ Banking”’;
“Relations between Banks’; “The Regulation of Banking”’; “The
Federal Reserve System’; “Co-operative Banking Agencies’’;
‘“Agricultural Credit”; “Investment Banking Institutions,” and
“The Interrelations of Financial Operations.” The reasons for this
general arrangement may be briefly indicated.

Since banking is but a particular type of credit operation, the dis-
cussion of the principles of banking is preceded by an analysis of credit
in general. The central purpose in this analysis of credit is not only
to show the nature and underlying basis of credit transactions, but
even more—to make a sharp distinction between commercial and
investment operations. Without a clear appreciation of the differ-
ence between a commercial and an investment use of funds the student
cannot fully understand the principles of regulation of banking opera-
tions that have been developed or comprehend the problem of infla-
tion and commercial crises; while this twofold classification of credit
will also be found indispensable to an adequate discussion of savings
banks, agricultural credit, and the various types of co-operative
banking institutions.



INTRODUCTION © O xix

In developing the principles of “commercial” banking and the
problems that arise in connection therewith, a departure has been
made from the prevalent method of treatment. Following an analysis
of the operations of a bank as an individual business institution, we
pass to a discussion of the relations that inevitably develop between -
banks. These interrelations are discussed under two headings:
(A) “Within a Given City,” and (B) “The System as a Whole.”
The materials under A, together with the questions based on them,
are designed to indicate the inevitability of the interdependence that
exists, and to show how competitive forces have led to the formation-
of clearing-houses and the various regulations developed by them,
while under B are discussed, first, the general everyday business rela-
tions that exist between banks in different communities, and, secondly,
their relations in times of tension and ease in the money market. The
latter, again, is subdivided into (a) seasonal and (b) cyclical inter-
relations.

In the treatment of crises and panics no attempt is made to
include the various theories that have been advanced to account for
the periodicity of industrial enterprise; the economic cycle is treated,
in the main, only in so far as it is affected by banking operations.
In discussing the relation of banking to the economic cycle, however,
attention is confined, not merely to the exciting period just preceding
and during the panic, but the relation of banking to business at each
stage in the cycle is indicated. It has been difficult, however, to get
entirely satisfactory readings for this purpose, owing to the fact that
the attention of writers has been so largely given to the crisis and
panic stages only.

The discussion of the entire problem of banking in relation to the
economic cycle is designed to bring out both the interdependence of
banking relations and the obvious impossibility, because of the opera-
tion of independent competitive forces, of controlling the system
through voluntary associations. While the banks as a whole recog-
nize the mutuality of their interests and the necessity of concerted
group action, nevertheless the persistence of individual desire to make
large profits, on the one hand, or to save one’s self first in case of a
crisis, on the other, has rendered it impossible in our experience for
banking institutions to organize and control the credit system in the
interests of the larger welfare. .

The readings under “The Regulation of Banking” are designed
to bring out the general principles underlying government control,



x INTRODUCTION

and to show the regulations that have been developed under our
national and state banking systems. The question of note issues is
reserved for separate treatment because of its great historical impor-
tance and because of the special problems of control in connection
- with the issue function that remain in our day, even though the
bank note has now assumed a position.of less importance. In
treating the problem of note issues general principles of regulation
are put forward first and then the history of bank-note systems is
presented in the light of these principles.

This general survey of our banking history makes it possible ‘to
discuss the Federal Reserve System against a background, not only of
previous governmental control, but also of banking experience in the
matter of voluntary regulation through clearing-house associations.

The last chapter of the volume is an attempt to show the many
ways in which commercial and investment operations are interrelated
in the financial world of today, and to indicate the problems that arise
in connection with the control of the system of finance as a whole.
One phase of this problem is the general confusion of commercial and
investment operations by our “commercial” banks, already noted in
this introduction; and another phase is the enormous réle that is
played by the investment banker, or financier, in modern business.
The concentration movement in industry has been paralleled in the
financial field; in fact, the two movements have proceeded hand in
hand, mutually helpful and mutually necessary—joint products of
common underlying causes. The power of the financier, however,
is greater than that of the mere captain of industry; for by virtue of
his control of the purse the financier assumes a dominant position, not
only in the field of banking and finance, but in the whole realm of
modern industry. The proper regulation and control of this great
power in the interests of the public as a whole presents one of the most
complex and delicate problems that will confront the statesman of
the future.

The omission from this volume of certain topics that are cus-
tomarily included in treatises on money and banking remains to be
considered. An author always has to stop somewhere because of the
limitations imposed by the publishers, if for no better reason. In a
field so extensive as that of money and banking the problem of what
may best be omitted presents many difficulties and must be decided
in the light of numerous considerations. The first important omission
to be noted here is the controversy over the relation of money and
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prices. The reason for this omission so far as Part I is concerned is
merely that price theories cannot be adequately treated until after
the student has been carried through an analysis of credit and bank-
ing. The reason for omitting the subject altogether is merely that
an adequate treatment would require far more space than could be
given it in a volume of this sort. To analyze fully the price-making
process in the complicated organization of modern credit society
requires an entire course in itself, particularly if the controverted
points are adequately discussed. The best exposition of the quantity
theory in its modern form has required, even though written with
unusual conciseness, a good-sized volume, while the literature of the
opposition is almost as voluminous. As I see it, anything less than
a careful analysis of the price-making process is a mere waste of time.
Dogmatic assertions may be made as to the way in which changes in
the volume of money and credit affect the price-level, but such asser-
tions serve no real purpose; on the contrary, they merely dull the
desire for further investigation. v

It may be urged, however, that the price problem underlies all
the monetary questions that we have had, and that without a correct
theory of prices one cannot understand the problems of bimetallism,
fiat money, etc. It is true enough that price is fundamentally con-
nected with these problems, but it does not follow that the con-
troverted points of price theory must be settled before one can
understand bimetallism, etc. I know of no writer who would hold
that a change in the volume of the standard might not affect prices.
For instance, the foremost opponent of the quantity theory admits, as
a matter of course, that a fall in the value of the standard results in,
or is tantamount to, rising prices, and vice versa, and that a change
from a metallic to a depreciated paper standard will mean higher
(paper) prices. The controversy is primarily concerned with the
method by which prices are affected, the one side holding that prices
can change only as the value of the standard metal in which prices
are measured rises or falls, and that such change may be independent
of any offering of money in exchange for goods; the other holding
that money and goods constitute the opposite sides of an equation of
exchange, and that prices are a result of offers of money (and credit)
directly against goods. Now all this discussion of the mechanism of
the price-making process is immaterial in an analysis of bimetallism,
debasements of the currency, and fiat money schemes. We may
safely assume that a depreciated standard always means higher prices,
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I

THE PECUNIARY ORGANIZATION OF SOCIETY

Introduction

Within the complicated structure of modern industrial society the
institution of money is of supreme importance. Indeed, it is indis-
pensable to the system of co-operative enterprise by means of which
the wealth of the world is nowadays produced. Moreover, the more
highly specialized the productive process becomes, the more important
is the rdle assumed by money; though it should not be understood
from this that money was unimportant before the industrial revolu-
tion and among the more primitive forms of organization. Practically
speaking, from the very beginning of the division of labor and the
exchange of commodities it has been of the greatest significance—a
conditioning factor at every step in the evolution of industry.

In beginning the study of money, therefore, it is necessary to
consider first the various services or functions that it performs in con-
nection with the everyday process of procuring the means of livelihood.
These are set forth in the selected readings below under Section A,
“The Nature and Functions of Money.” It is important to bear in
mind when studying these selections that the writers have a special
point of view. They are endeavoring to analyze the working of
economic forces, as the physicist analyzes the working of physical
forces; and from this standpoint it appears to them unnecessary
to attach any particular importance to the popular views on the
subject of money and the influence that these exert in directing the
daily activities of mankind. For the purpose in hand they need
merely look upon economic society as a great and complicated struc-
ture or mechanism and endeavor to ascertain and describe the part
that money plays in such a system. Thus viewed, money is found
to be an agent that is performing several functions that are quite
as important as, though perhaps less obvious than, those performed
by railways or manufacturing establishments.

Section B, “ Money, Capital, and Wealth,” portrays the confusion
of mind that has always existed on the subject of money. The fact

3



4 PRINCIPLES OF MONEY AND BANKING

that the values of all other commodities are stated in terms of money,
and that it constitutes a general fund of purchasing power—a veri-
table key to things desired—has always resulted in a very general
misunderstanding of its real importance and significance. By many
people money has almost been regarded as an end in itself, and by
still more it has been deemed at least a very superior form of
wealth, a plentiful or scanty supply of which renders a nation rich
or poor, powerful or impotent. The purpose of including in a scien-
tific treatise numerous proverbs and literary quotations is to reveal
the universality of these monetary notions. The results of these
confused ideas on the subject are shown in following chapters. It
need merely be said here that the exciting, even bitter, monetary
controversies that have for centuries almost continuously commanded
the attention of mankind center very largely around this popular
misconception of the nature and functions of money.

The selections under Section C, “The Réle of Money in Industrial
Society,” are written from an angle or point of view somewhat differ-
ent from that taken in the selections under Section A. While not
denying that money performs the functions first enumerated, these
writers are not content to let the analysis stop at that point. Rather,
they use these underlying functions of money, that is, as a medium of
exchange, common denominator of values, etc., as a starting-point
for a broader analysis of the dominant place that money occupies
in directing the ordinary everyday business of the world. Since
money constitutes a fund of general purchasing power, it serves
as the basis of all business undertakings and, either directly or
indirectly, as a measure of practically all the affairs of life. By
it we express the relative value or worth of all commodities what-
soever; we use it as a convenient measure of services of every
kind; indeed, it is frequently charged that we measure human
worth and achievement in terms of dollars and cents. We reckon
national, as well as individual, wealth in money, and even say that
the wealth of the nation is a hundred billions of dollars, as though it
actually consisted of so much coined metal or printed paper money.

This universal measuring of things in terms of dollars and cents
has placed money in a position of unique importance in the industrial
system. The desire to make money appears to be the mainspring of
human effort and the basis of business organization. Price becomes

. the great controlling and directing force in economic affairs, the
very center of the economic structure of society.
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A. The Nature and Functions of Money
1. BARTER AND ITS INCONVENIENCE:
By JOSEPH HARRIS

In the earliest stages of culture commerce between individuals
takes place exclusively by means of a direct exchange of commodities. -
A fish is traded for a fowl and a bow for a-dozen arrows, in the same
way that boys in a highly complex society often make a direct
exchange of a top or a ball for a knife or a puzzle. It is in the incon-
venience of this direct exchange of commodities, or barter, that we
find the origin of the institution of money.

The first commerce amongst men was undoubtedly carried on by
barter, or the exchange of one commodity for another. But as men
and arts increased, a mere barter of commodities became incon-
venient and insufficient in abundance of instances. For it must needs
“frequently happen that one man would want goods of another who
had no present use for those goods which he had to give in exchange;
and therefore to him these goods would be but of small value; and
it might be a tedious and intricate course, before the goods of the
first man could be so often bartered, till at length they became
exchanged into that particular commodity which the second wanted.
The same inconvenience would attend private bills, or promissory
notes; for the note could not well be discharged till the man who gave it
met with a customer that had goods which suited him. Added to
this was the difficulty that contracts payable in goods were uncertain,
for goods, even of the same kind, differ in value. One horse is worth
more than another horse; wheat off one field is better than wheat
off another; cows, horses, swine, etc., wheat, barley, oats, etc., might
differ greatly in their value. A great disparity also would frequently
happen between artificial things of the same sort, as one workman
excelled another. So that in this state of barter there was no scale,
or measure, by which the proportion of value which goods had to
one another could be ascertained.

In a state of barter there can be but little trade and few artisans.
For want of a ready exchange for their goods people would look
little farther than to get food and some coarse raiment: The landed
men would till only so much land as sufficed their own families and
to procure them those few rude necessaries which the country afforded.

t Adapted from An Essay on Money and Coins (1757). Reprinted in Select
Tracts on Currency, pp. 368-69,
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Hence, without some kind of money the arts can make no progress;
and without the arts a country cannot grow populous or flourish.
Ignorance and idleness will naturally beget trespasses, incroachments,
wars, and contentions, ever destructive to the growth of a people.
Does not this account for what we daily see, even amongst nations
reckoned polite? And how important is it that the rulers of the
earth should be more liberally educated ?

2. A DEFINITION OF MONEY

“Money is a medium of exchange.” This is the common dic-
tionary definition of the term, but, as we shall see, it is much too
limited in scope and conveys but an imperfect idea of the nature and
functions of money. Ask the ordinary man on the street, who knows
no book definition, what money is, and he will tell you readily enough
that money comprises coins of gold, silver, nickel, and copper; and
paper money. He will usually not know the distinctions between green-
backs, silver or gold certificates, and bank notes; so far as he is con-
cerned all these are merely “paper,” as distinguished from ‘““metallic”
money. Such instruments as checks and drafts he would probably not
consider money, though he would doubtless recognize that they per-
form a service very similar to that performed by money. He might
add, if questioned further, that money is something specifically devoted
to the work of making exchanges, and that it has been manufactured
for that precise purpose. Finally, he would be sure to appreciate that
the possession of money would give him purchasing power, regardless
of whether he came by the money honestly or dishonestly, whether his
own credit was good or bad. Bringing all this now into the semblance
of a definition, we might say that money includes those instrumenis
of exchange which pass freely from hand to hand, without reference to
the personal credit of the parties concerned.

Such a definition, while quite satisfactory in the ordinary world
of affairs, and, indeed, while perhaps as good a cut-and-dried definition
as could be given for any purpose, will require a number of qualifica-
tions and explanations for the purpose of economic analysis. We shall
need to know the differences between real and representative money,
and between standard and subsidiary and foken money. We shall
need to know, further, the functions which money serves other than
as a means of exchanging commodities.



THE PECUNIARY ORGANIZATION OF SOCIETY 7

3. A COMMON DENOMINATOR OF VALUE:

It is necessary to ask, first, Why does a country need a common
denominator or standard of value? Obviously, every article possess-
ing value can be compared with other articles having value only by
reference to some given standard which itself possesses value. The
value of a commodity, it should be said, is the quantity of another
commodity, or other commodities, for which it will exchange. To be
obliged to go through an arduous comparison of one article with every
other article created would be an insuperable difficulty. If a tailor
had only coats, and wanted to buy bread or a horse, it would be very
troublesome to ascertain how much bread he ought to obtain for a
coat, or how many coats he should give for a horse. The calculation
must be recommenced on different data every time he barters his
coat for a different kind of article, and there could be no current
price or regular quotations of value. As it is much easier to compare
different lengths by expressing them in a common language of feet and
inches, so it is much easier to compare values by means of a common
language of dollars and cents. In short, a common denominator is as
necessary in comparing the value of commodities as is a common
language among many persons in any one city to enable them readily
to compare ideas. Before property can be conveniently traded in,
or exchanged, its value must be expressed in terms of a common
denominator of value.

There is, however, no absolute measure of value, as there is of
length. A common denominator of value and a unit of length, like
a yardstick, are wholly different in kind. A yardstick is an unvarying
measure of length; but a metal, or any commodity, is not and never
can be an unvarying measure of the relations of that metal or com-
modity to other commodities which are constantly changing relatively
to each other. The very commodity chosen as a standard can be
changed in value by causes affecting itself; and the other commodi-
ties (which are compared with the standard) can be changed by
causes affecting them; so that the ratio of exchange with the chosen
standard may be modified by causes affecting either or both terms of
the ratio. It is inconceivable that any one article should alter.
exactly, and in a compensating direction, with innumerable other
commodities.

t Adapted from Report of the Monetary Commission of the Indianapolis Con-
vention (1898), pp. 77-80.
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A wide difference is thus observable between the function of
money as a common denominator of value and its function as a
medium of exchange. A common denominator, whether it is a
perfect one or not, is used to measure value; a medium of exchange
is used to tramsfer value. The two processes are entirely distinct.
The difference will be instantly seen by the analogy with weight: the
machinery for weighing coal, the scales, does one duty; while that
for transporting coal, the horses and wagon, does another duty.
If, instead of coal, we think of all goods, and, instead of weight, we
think of value, then money is used both as a measure of the value
and also as a means of exchange—although these two functions are
quite distinct. In the case of value, an article, after being expressed
in terms of a standard, is ready to be exchanged.

But the one important idea to be kept firm hold of in all dis-
cussions of money is that when it comes to exchanging goods the
~ metal chosen as the cominon denominator is not necessarily used as the
medium of exchange. If gold, for instance, is chosen as the common
denominator by a country, it does not at all follow that gold is used in
all the transactions requiring a medium of exchange. Various forms of
subsidiary currency may be and indeed usually are used instead of the
standard money. The first historical fact which confronts us is that
in a society which has passed beyond the stage of barter, but which has
not yet developed the habits of a modern commercial nation, money
is usually passed from hand to hand in buying and selling. The com-
modity selected as a common denominator is then, also, practically
the sole medium of exchange. But as soon as commerce develops,
expedients arise for saving the expense and risk of using actual money.

4. THE FUNCTION OF A MEDIUM OF EXCHANGE!
By FRED M. TAYLOR

An illustration which shows the precise nature of this function
very clearly is furnished by the case of the farmer who comes to town
with a load of wood, sells it for five dollars, and then spends the
money buying groceries, dry goods, etc. ‘What, now, are the char-
acteristic features of this method of procedure? First, it is plain
that the single transaction of barter has given place to two trans-
actions, a sale of one commodity and a purchase of another. This,
however, does not quite exhaust the matter.

* Adapted from Some Chapters on Money, pp. 14-16. Published by the Uni-
versity of Michigan, 1906.
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Between the two transactions thus substituted for the one trans-
action there is necessarily an intermediate stage, an interval of
waiting, long or short, which gives the farmer who has sold his wood
for money a chance to get himself into relation with the men from
whom he is going to buy groceries and dry goods. Further, if money
exchange is going to be a really great improvement over barter, this
interval of waiting must be capable of indefinite extension; for the
farmer will not necessarily wish to spend the whole proceeds of his
wood for groceries and dry goods or anything else on the same day
that he sells that wood. It may easily be for his interest to separate
sale and purchase by weeks or even months. For example, he will
be selling wood every day during the good sleighing of midwinter; but
he will want to do the buying part of the operation all along till sum-
mer crops begin to bring in something. It is thus evident that money
exchange really breaks up barter into three parts; viz., (1) selling goods
for money, (2) keeping the money till other goods are needed, and
(3) using the money to buy other goods. It is further evident that in
these three stages, as looked at from the standpoint of the man who
starts out with goods to sell, money plays three different parts. In
the first, its role is that of a thing which can be oblained with any goods
whatsoever. In the third, its part is that of a thing which can obtain
any goods whatsoever. In the second, its business is to keep—store—
this power to obtain other goods.

But just here we need to be a little careful. In trying to realize
clearly that acting as a medium of exchange involves three stages, we
must not fall into the mistake of supposing that money is to be thought
of as a medium of exchange only when, and in so far as, it carries an
exchange transaction completely through its three stages. Doubtless
money has not entirely performed its part as a medium of exchange
till the farmer who has sold his wood for money has also used the
money to buy shoes or something else. Still, it is performing that
part in each stage of the operation. It is serving as a medium of
exchange, provided it is doing for anybody any one of the three things
which are essential to a complete exchange operation. That is,
money is serving as a medium of exchange either (1) when a man is
getting it in exchange for goods, or (2) when a man is keeping it on
hand with the intention of using it at the proper time in the purchase
of goods, or (3) when he is actually using it to purchase goods. Or,
to change the form of expression, money is a medium of exchange
so long as it is being sought after, or being kept, or being used
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solely to buy goods, either for its owner or for someone to whom he
transfers it as a gift or as a means of settling an obligation. When
no longer employed in one of these ways it has ceased to be a medium
of exchange.

s. A STORE OF VALUE:
By FRED M. TAYLOR

This function of money has its origin in two facts already touched
upon in speaking of the medium of exchange; viz.: (1) that a neces-
sary stage in the effecting of exchanges through money is the interval
of waiting between the sale of goods for money and the use of the
money to buy other goods, and (2) that this stage can usually be
indefinitely prolonged at the will of the owner of the money. Asa
result of these facts our freedom of choice as to the time when we
shall utilize our wealth is indefinitely increased. The products of today
are sold today; but through the magic of money they satisfy the
wants of next week or next month or next year. It sometimes
happens that people sell things which will keep indefinitely and which
they really want and will later buy back with the very money received
from their sale, simply because they consider the money a safer
form in which to keep their wealth during the interval. This is
especially likely to happen in badly governed countries where property
is insecure. But it also happens in well-governed countries if for any
special cause temporary insecurity prevails. On the eve of a great war
bonds and stocks are likely to be treated in this way. Soin the midst
of a disastrous war even a civilized nation may be in such desperate
straits that people anticipate a confiscation of certain kinds of property
and hasten to turn them into money as being more easily concealed. In
such extreme cases as these it certainly seems legitimate to say that
money acts as a storer of value. But even in the more ordinary cases,
so long as the special object in the mind of the seller of goods is to
get his wealth into a form which will keep, we may without serious
impropriety describe the operation as a storing of value. Only we
must not forget that money’s storing value is not a work independent
of its serving as a medium of exchange, but is merely the artificial
prolonging or emphasizing of one of the three necessary stages in its
mediating of exchanges.

* Adapted from Some Chapters on Money, pp. 20-22. Published by the Uni-
versity of Michigan, 1906.
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6. THE RELATION OF MONEY AND PRICES

When we say that money serves as a common denominator or
standard of values we mean that it is the one commodity with which
or by which all others are compared. Now in comparing any given
commodity with money it is of course necessary to take a certain
definite quantity of such commodity and also a definite quantity of
the monetary material. The quantity of money that has been
chosen in the United States as the standard, or dollar, is 25.8 grains of
metal, of which 23.22 grains is gold and the remainder copper alloy.
To express the value of another commodity in terms of money, there-
fore, we always compare a certain quantity of it, as a pound, bushel,
or yard, with 25.8 grains of standard gold. If a bushel exchanges for
a dollar, we say its price is one dollar; while if it requires two dollars,
" or one-tenth of a dollar only, to make an even exchange, then we
say the price is two dollars or ten cents.

While this universal statement of values in terms of price is of ines-
timable advantage, it nevertheless gives rise to problems of its own.
The article chosen as a standard is itself a commodity and subject
in consequence to fluctuations in value when compared with other
commodities. The forces that may influence prices in general are
numerous and the question of price levels is one of the most complex
in the entire field of economics. But without going into any of the
controverted questions we may nevertheless elucidate here a funda-
mental principle. If for any cause whatever the value of the stand-
ard should fall, it is obvious that the prices of all other commodities,
assuming no change in them, would rise. And, conversely, if the
value of gold should rise, the prices of other commodities would fall.
Indeed, it is often stated that a fall in the value of gold is a rise in
prices, since it is by means of rising prices that the fall in value mani-
fests itself. At any rate this general price relation or equation
is fundamental to monetary discussions. .

In connection with time contracts there is always the possibility
that the money which constitutes the legal means of payment may
change in value, and at the expiration of the contract stand for a
greater or less purchasing power in terms of other commodities. Ordi-
narily not of great importance, there have been occasions when a
fluctuating standard has virtually prohibited long-time borrowing.
Again changing price levels due to an unstable standard has serious
consequences through the failure of wages and salaries to change with
equal rapidity. The present high cost of living is generally regarded



12 PRINCIPLES OF MONEY AND BANKING

as largely the result of a depreciating standard. It is for these
reasons that stability of value is always emphasized as of the greatest
importance in connection with the commodity chosen as money.

7. THE STANDARD FOR DEFERRED PAYMENTS

We may now consider the third function of money, namely, to
serve as a standard of deferred payments. Whenever a contract is
made covering a period of time, within which serious changes in the
economic world may take place, then difficulties may arise as to what
is a just standard of payments. Various articles might serve equally
well as a standard for exchanges performed on the spot, but it is not
so when any one article is chosen as a standard for deferred payments.
Without much regard to theory, the world has in fact used the same
standard for transactions whether settled on the spot or whether
extending over a period of time.

In order to work with perfection as a standard for deferred pay-
ments, the article chosen as that standard should place both debtors
and creditors in exactly the same absolute, and the same relative,
position to each other at the end of a contract that they occupied at
its beginning. This implies that the chosen article should maintain
the same exchange value in relation to goods, rents, and the wages of
labor at the end as at the beginning of the contract, and it implies that
the borrower and lender should preserve the same relative position as
regards their fellow producers and consumers at the later as at the
earlier point of time, and that they have not changed this relation, one
at the loss of the other. This makes demands which any article that
can be suggested as a standard obviously cannot satisfy. And yet
it is a practical necessity of society that some one article should in

~fact be selected as the standard. The business world has thus been
forced to find some commodity which—while admittedly never
capable of perfection—provides more nearly than anything else all the
essentials of a desirable standard.

8. DIFFERENTIATION OF MONETARY FUNCTIONS®
By W. STANLEY JEVONS

It is in the highest degree important that the reader should dis-
criminate carefully and constantly between the four functions which
money fulfils, at least in modern societies. We are so accustomed to

* Adapted from Report of the Monetary Commission of the Indianapolis Con-
vention (1898), pp. 92-93.

2 Adapted from Money and the Mechanism of Exchange, 1875, pp. 16-17.
¢D. Appleton & Co.)
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use the one same substance in all the four different ways that they tend
to become confused together in thought. We come to regard as
almost necessary that union of functions which is, at the most, a
matter of convenience, and may not always be desirable. We might
certainly employ one substance as a medium of exchange, a second as
a measure of value, a third as a standard of deferred payment, and a
fourth as a store of value. In buying and selling we might transfer
portions of gold; in expressing and calculating prices we might speak
in terms ‘of silver; when we wanted to make long leases we might
define the rent in terms of wheat, and when we wished to carry ow
riches away we might condense it into the form of precious stones.
This use of different commodities for each of the functions of money
has in fact been partially carried out. In Queen Elizabeth’s reign
silver was the common measure of value; gold was employed in large
payments in quantities depending upon its current value in silver,
while corn was required by the Act 18th Elizabeth, c. VI. (1576), to
be the standard of value in drawing the leases of certain college lands.

There is evident convenience in selecting, if possible, one single
substance which can serve all the functions of money. It will save
trouble if we can pay in the same money in which the prices of things
are calculated. As few people have the time or patience to investigate
closely the history of prices, they will probably assume that the money
in which they make all minor and temporary bargains is also the
best standard in which to register debts and contracts extending over
many years. A great mass of payments too are invariably fixed by
law, such as tolls, fees, and tariffs or charges; many other payments
are fixed by custom.’ Accordingly, even if the medium of exchange
varied considerably in value, people would go on making their pay-
ments in terms of it as if there had been no variation, some gaining at
the expense of others.

B. Money, Capital, and Wealth
(1) THE UNIVERSAL LOVE OF MONEY

9. PROVERBS ON MONEY!
A man without money is a bow without an arrow.
A man without money is a ship without sails.
A thousand pounds and a bottle of hay
Are just the same at doomsday.

* Compiled by Walton H. Hamilton. Designed to show the general confusior
of money and wealth down through the ages.
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A man without money is like a bird without wings; if he soars he
falls to the ground.

Money does not get hanged.
Money is the best bait to fish for men with.
Money is the soul of business.
Money is a universal language, speaking any tongue.
If you have money, take a seat; '
If you have none, take to your feet.
Mention money, and the world is silent.
Money answereth all things.
Money begets money.
He that hoardeth up money takes pains for other men.
He who hath both money and bread
May choose with whom his daughter to wed.
If a man’s money be white, no matter if his face be black.
If you have money, you are wise; if not, you are a fool.
If you make money your god, 'twill plague you like the devil.
Give me money, not advice.

God makes and apparel shapes, but it is money that finishes the
man.

God send you more wit and me more money.
Hate, religion, ambition, all have their hypocrisies, but money
applies the thumbscrew to them all.
But help me to money and I'll help myself to friends.
" He that hath no money in his purse should have fair words on his
ps. .
Good manners and plenty of money will make my son a gentleman.
Money makes a man for ilka that.
One handful of money is stronger than two handfuls of truth.
Put not your trust in money, but your money in trust.
When money speaks, truth keeps silence.
Money is a sword that can cut even the Gordian knot.

10. MONEY AND HUMAN MOTIVES*

Nothing in use by man, for power of ill,
Can equal money. This lays cities low,
This drives men forth from quiet dwelling-place,
This warps and changes minds of worthiest stamp
To turn to deeds of baseness.
—SOPHOCLES
Compiled by Walton H. Hamilton. ’
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Money’s the life and soul of mortal man.
Who has it not, nor has acquired it,
Is but a dead man, walking 'mongst the quick.
. —TmocLES
How greatly everywhere
Prevails the power of the two oboli.
—ARISTOPHANES

"Cursed be he above all others

g Who's enslaved by love of money.
Money takes the place of brothers,
Money takes the place of parents,
Money brings us war and slaughter.

—ANACREON

What power has law where only money rules?—PETRONIUS
ARBITER.

For the love of money is the root of all evil.—PAuUL or TArsvUS.

’Tis money makes the man; and he who ’s none
. Is counted neither good nor honorable.
—DI10GENES LAERTIUS

Money alone sets all the world in motion.—PUBLIUS SYRUS.

I.. .. found him whom I left a foe, my friend.
What will not money do?
—PrauTUS
Money, the sinews of war.—CICERO.

There is no sanctuary so holy that money cannot profane it, no
fortress so strong that money cannot take it by storm.— -CicERo.

Men dig the earth for gold, seed of unnumbered ills.—OvIp.
Make money, money, man;
Well, if so be,—if not, which way you can.
—HoRrACE
All things, human and divine, renown,

Honor, and worth, at money’s shrine bow down.
—HORACE

None questions whence it comes, but come it must.—JUVENAL.

“The beautiful eyés of my money-box!”’
He speaks of it as a lover of his mistress.
—MOoOLIERE
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For I did dream of money-bags to-night.—SHAKESPEARE.
If money go before, all ways do lie open.—SHAKESPEARE.

Whilst that for which all virtue now is sold,
And almost every vice—almighty gold.
—BEN JoNsoN

Money brings honor, friends, conquest, and realms.—MILTON.
Get money, get money still,
And then let virtue follow if she will. ¢
—PorE

But the jingling of the guinea helps the hurt that honor feels.—
TENNYSON.

11. MONEY IS POWER:
By EDWARD LANE

The measure under consideration affects the people I have the
honor to represent more than any question that has come before this
Congress. It is a measure cognate with the tariff. By this and
kindred acts the money is passed from the Government to the people.
Money is as old as civilization and its existence is necessary to society.
The use of money is all the advantage there is in having it, yet money
makes up in a measure all other wants in man. The greatest want of
the commercial and business life of this country today is money. Itis
needed alike by the merchants, farmers, and laborers. The demand
is for more money, and of course it should be of the best.

Money is power, and so acknowledged the world over. It is the
force that underlies our civilization and pushes it to the greatest pos-
sible activity. Money impels the merchant to his most venturesome
daring, the mechanic to exploiting his most inventive genius, the
farmer to endure the summer’s heat and the winter’s cold, and the
toiler in every direction to the accomplishment of the most earnest
effort for success. The power of money and the hope of its attain-
ment is the incentive to nearly all humanity’s most earnest and most
honorable exertion.
~ What, then, is money and what are its uses? It may be stated
in general that money is crystallized labor, labor accumulated and
massed, and when so accumulated and massed it has the power of

t Adapted from a speech in the House of Representatives, June 6, 18go,
Congressional Record, XXI, Appendix A, p. 347.



THE PECUNIARY ORGANIZATION OF SOCIETY 17

labor, or, in other words, money is a medium of exchange created by
law by which the value of all commodities produced by labor is
represented and exchanged. Labor creates wealth and money repre-
sents labor, but the value of money must be fixed by law.

I will repeat that nearly all wealth is produced by labor, and the
laborers -‘would possess it if something did not exist to prevent this
natural result. In this country, where the reward of labor is greater
than in any other, some cause is operating with continued and growing
effect to separate production from the producer. It is admitted on
every hand that we are the most powerful country on earth; no.
ancient or modern empire can compare with our Republic in resources
or extent. It is occupied by 65,000,000 of bright, brave, free, intelli-
gent, industrious, and energetic people. It is filled with the natural
resources of every zone: gold, and silver, and copper, and lead, and
iron from the mountains; cattle and sheep from the plains; cotton
from the South; corn and wheat from the West.

Our farmers ought to be the most happy and prosperous in the
world, as they under the circumstances ought to be the wealthiest.
But do the people share in this bounty ? Are the laborers of the land
satisfied with existing conditions? Are they free from apprehension
of the future? Does the farmer find his brow unfurrowed by the
plow of care? Are the highways free from tramps and the poor-
" houses and prisons tenantless? Is the tax-collector driven from the
door and want from the home? Alas! no; and what is the reason?
Mr. Speaker, the wrong is evident, and as a plain business man I
wish to trace what I believe to be the cause to its proper source.

The figures show that there should be $21. 75 per capita in circu-
lation, and this may be true, averaging the whole country over, but as
a matter of fact there is not $10 per capita in circulation in the West,
and I think that amount much too small.

Why is this? Has anyone ever observed any calamity resulting
from the circulation of too much money? 1Is there any locality or
era where there was too great activity among the producing classes ?
I never knew or read of any country where there were too many
houses in process of erection, or too plentiful raiment, or too abundant
food, nor where transportation of products was too cheap and rapid.
Does anyone recognize high prices of labor as leading to disastrous
results anywhere? I presume no one would question the fact that if
we had more money now in circulation among the people we would
have much better times. Who, then, is to blame for the scarcity of
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money? Clearly Congress; and, if so, the Republican party, for the
Democratic party has not had full charge of the Government for
many years.

The market prices of land, of labor, and of commodities are
regulated by the amount of money in circulation. When money is
plentiful prices advance, and when money is scarce prices recede.
The leading economic thinkers of the nineteenth century agree that
a decrease in the quantity will always cause the wages of labor and
the prices of land and all commodities to sink in proportion.

The law which experience has graven upon the tablets of time
is that values must be measured by money and money must be
measured by its own quantity in relation to values.

John Stuart Mill, the greatest economic thinker of Europe, says:
“If the whole money in circulation was doubled, the prices would
double. If it was only increased one-fourth, prices would rise one-
fourth.”

One of the greatest American writers on this subject has said:
“The truth is that the most enormous power ever known to man or
that ever can be his lies in money, in the increase or decrease of its
quantity.” Mr. Speaker, I could furnish a hundred or more of such
testimonials if I had the time; but it is wholly unnecessary, as every
man who has been in business for the last twenty-five years is a
witness for himself; and if he will divest himself of prejudice he will
admit the truth of all I say.

(2) MONEY AND THE REGULATION OF TRADE

12. POVERTY AND THE EXPORT OF PRECIOUS METALS*
By MARTIN LUTHER

Foreign merchandise which brings from Calicut and India, and the
like places, wares such as precious silks, and jewels, and spices, which
serve only love of show and no useful purpose, and drain the land and
people of their money, should not be permitted. But I do not pro-
pose now to speak of these things; for I think that these things will
needs be dropped of themselves finally when our money is all gone,
as well as the display and gluttony; indeed, no writing or teaching
else will do any good until need and poverty force us.

t Adapted from an essay On Trade and Usury (1524). Printed in The Opes
Court, XI, pp, 17-18. The Open Court Publishing Company.
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God has brought us Germans to that pitch that we must needs
scatter our gold and silver into foreign lands, and make all the world
rich and ourselves remain beggars. England would indeed have less
gold if Germany left her her cloth; and the king of Portugal also
would have less, if we left him his spices. Reckon thou how much
money is taken out of German land without need or cause in one
Frankfort fair, then wilt thou wonder how it comes that there is
a penny left in Germany. Frankfort is the silver-and-gold hole
through which everything that sprouts and grows among us, or is
coined and stamped, runs out of German lands, If this hole were
stopped, we perchance would not hear the complaint how on all hands
there is nought but debts and no money, and all provinces and cities
are burdened and exhausted by interest-paying.

13. THE ADVANTAGE OF A FAVORABLE TRADE
BALANCE:

By JOSIAH TUCKER

In foreign trade, if one nation pays the other a quantity of gold
or silver over and above its property of other kinds, this is called a
balance against that nation in favour of the other. And the science
of gainful commerce principally consists in the bringing this single
point to bear. Now there can be but one general method for putting
itinpractice; and that is, since gold and silver are become the common
measure for computing the value and regulating the price of the com-
modities or manufactures of both countries, to export larger quantities
of our own, and import less of theirs, so that what is wanting in the
value of their merchandise, compared with ours, may be paid in gold
and silver. The consequence of which will be that these metals will
be continually increasing with us, as far as relates to that particular
trade and nation, and decreasing with them. And in what proportion .
soever their money comes into our country, in that proportion it may
truly be affirmed that our sailors, freighters, merchants, tradesmen,
manufacturers, tenants, landlords, duties, taxes, excises, &c. are paid
at their expense.

Or to put the matter in another light: when two countries are
exchanging their produce or manufactures with each other, that nation
which has the greatest number employed in this reciprocal trade, is

* Adapted from A Brief Essay on Trade. (London, 1753.) Reprinted in Select
Tracts on Commerce.
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said to receive a balance from the other; because the price of the
overplus labour must be paid in gold and silver. For example; if
there are only ten thousand persons employed in England in making
goods or raising some kind of produce for the market of France,
and forty thousand in France for the market of England,—then we
must pay these additional 30,000 Frenchmen in gold and silver; that
is, be at the charge of maintaining them.

14. MERCANTILISM IN 1870
By BONAMY PRICE

Let us take up the newspapers of today. Read the city articles of
every one of them. Look at the cast of thought, at the style of
literature, at the principles proceeded upon, at the whole spirit of the
language. What is thought most deserving of record? The sums
of gold taken to the Bank of England, or taken away from it; the
amount of bullion; the vessels'laden with gold on their passage to
England from California and Australia; the state of the exchanges.
The beloved phrase of the mercantile theory, “favorable exchanges,”
is dwelt upon with satisfaction; unfavorable exchanges, and the
departure of gold to foreign countries, are bemoaned with anxiety
as a loss; prognostications are made of a languishing or flourishing
trade, according to the influx or reflux of bullion; and weekly returns
are proclaimed of ingots buried out of sight in the cellars of the Bank.
The doctrine that gold is wealth—the doctrine which Mr. Mill
paints as an absurdity so palpable that the present age regards it as
incredible, as a crude fancy of childhood—breathes in every line of
the city articles of all our daily newspapers. . . . . What is this, I
ask, but the mercantile theory, pure and fresh, as you heard Mr.
Mill describe it? What is it but the resurrection of the Practical
Man—the reassertion of himself, of his experience, his appeal to
outward form, to what may be touched and handled? The world
fondly imagined that he was vanquished and gone; that Adam Smith
had finally disposed of him; that boys and students had learned to
pity him, and to pride themselves on having been born after the great
Scotch genius; never was there a greater mistake. It takes many
Adam Smiths in Political Economy to kill off forever genuine mercan-
tile superstitions. The great authority, the man of millions, who is
supposed to understand the theory of business precisely because he

* Quoted from Henry V. Poor, Money, Its Laws and History, p. 406.
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has made millions, revives in every age. The mercantile theory may
be consigned by philosophers to the limbo of nursery toys; but it
lives on all the same, is master of the mind of the city, is supreme over
city articles, and regulates the barometer of commercial weather, and,
above all, is held to know the great secret of trade, and to be able to
show men the way to get rich. :

15. THE PRACTICAL BUSINESS VIEW OF WEALTH:
By HENRY V. POOR

Writings such as those of Professor Price show the incoherent
buffoonery taught in the name of Political Economy in one of the
first universities in Christendom. Where are her purists, that they
tolerate within her sacred precincts a fustian rhetoric to be matched
only by that of Pistol?

A reader of the Economists cannot fail to be struck with the hos-
tility, not to say hatred, which all of them display toward merchants.
Adam Smith, when he called them “sneaking underlings,” struck
the keymote for all his followers. What is the reason of this hatred,
with a sharper tooth even than that of the odium theologicum ?—
the practice of treating gold as wealth, and the highest form of wealth,
in the very face of the teachings of the Economists that it is not
wealth; or that it is the lowest form of wealth. It was a reflection not
to be tolerated. Smith did his best to sustain his theory by sneers and
flings at those who grew rich by its violation. He declared them to
be a mean and selfish race, the abettors of the worst forms of monopoly,
and the disturbers of the peace of the world. Price, in his grotesque
way, attempts to paint them in still blacker colors. He admits
that if the merchant, if the universal instinct of the race, is to be
trusted, the teachings of Adam Smith, so far as they relate to money,
are shams; that one of the two must go to the wall. The only refuge
of the Economists is in crying that the science has been overborne by
the selfishness of men of affairs. They cannot deny that these grow
rich by pursuing methods precisely the opposite to those which they
lay down. The man of millions vaunts his methods; and, in reply
to criticism upon them, shakes his moneybags. The Economists
fiercely reply that truth is sacrificed to mammon; but if it be the
office of Political Economy to teach the method of wealth, why has

* Adapted from Money, Its Laws and History, pp. 406-8. H. V. and H. W.
Poor (1877).
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not the man of millions the true method; and what need of going
beyond his rules? As for the selfishness of the race, we fear that
Political Economists have no prescription for its cure.

16. MERCANTILISM TODAY:*
By JOHN CALLAN O'LAUGHLIN

The great war has not crippled American commerce as was
expected when it began last August. Statistics show that during the
expiring year the United States has had the largest balance of trade
in its favor that it ever has had. The balance will be about $1,000,-
000,000. Prior to the present fiscal year the largest trade balance
enjoyed by the United States was in 1908, when it amounted to
$665,000,000. While there has naturally been more falling off in
imports on account of the war, the great gain has come from the
tremendous growth of exports. Their value will be almost $300,-
000,000 over the figures of last year, and practically $200,000,000
over those of the year previous, the prize year in exports. This
enormous balance of trade in our favor is very gratifying to the
American people and the American government.

17. THE PRESENT GRATIFYING SITUATION:

The treasury statement for May 1 discloses a gratifying condition
of our circulating medium and one which promises great strength to
meet any possible emergency of the near future. During April the
national bank notes in the hands of the public, including the emer-
gency notes, decreased from $842,615,970 to $814,832,339, while the
federal reserve notes increased from $40,736,130 to $53,749,860.
_ On the first of April the gold coin in circulation—which includes gold
held by the banks as reserve and other gold that has been placed in
the hands of the public by the treasury—amounted to $614,632,850.
On the first of May this amount had fallen off to $598,931,706,
but of gold certificates, representing the metal, there was $951,205,229
April 1 and $987,447,729 May 1. The aggregate of these totals for
each of the months represents the actual amount of gold in circulation
and shows an increase between April 1 and May 1 of $20,541,356.
This gain is largely due to the importations. The aggregate of these
two items, gold and certificates representing gold, May 1, was $1,586,-

* Adapted from the Chicago Herald, June 28, 1915.
2 Adapted from an editorial in the Chicago Economist, May 15, 1915.
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379,435, standing for the aggregate of gold actually used as money
by the public. The total amount of gold used as money, including
bullion in the treasury of the United States at that time, was over
$1,889,000,000. This amount is far in excess of that held by any
other country for the purpose, and is a tremendously strong basis
for future financial operations. How far we have gone in the right
direction since the resumption of specie payments January 1, 1879,
is shown by a comparison of this billion and a half of gold with the
$117,000,000 we had then. °

18. PATRONIZE HOME INDUSTRY*
By WALTON H. HAMILTON

“A dollar spent in Auburn gives you another chance at it; but,
if it is spent out of town, it’s ‘Good-bye Mary.’”

“Down with the parcels post. No more diabolical device was
ever perfected by the big cities for stripping the small towns and
country districts of all their surplus cash. Yet the rich mail-order
houses wax fat with the dollars that are the property of local mer-
chants.”

“If I were mayor, and had my way, I would place a fine of one
~ hundred dollars on every man who ordered goods from a mail-order
house.”

“The individual can get rich only by selling more than he buys.
Likewise a community can prosper only by selling to other com-
munities more than it buys from them.”

“The annual influx of students and other outsiders into our fruit
belt to engage in fruit-picking and packing is an abuse that should be
stopped at once. These people consume very little, saving their
money to take back to Ann Arbor, Madison, Champaign, and other
places from which they come. Thus, while making large sums off
us, they give little or nothing in support of our industries.”

“The county commissioners should be promptly impeached and
removed from office for their action last Monday. We understand
that the contract for the building of the new courthouse was let
to the Knoxville firm only because their bid was $1,800 under that of
our fellow-citizen, James R. Robertson. Robertson, as we are all
aware, is an expert at this line of work, and was well equipped todo a

t Adapted from Current Economic Problems, pp. 284-87. (The University of
Chicago Press, 1915.)
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handsome job. The only excuse which the commissioners give is the
$1,800. But, against this must be set down the $32,000 which will
be paid to the Knoxville gang. Think of it! Sending $32,000
out of town to save a paltry $1,800.”

“‘Now look here, Doc,’ said the dollar to the dentist, ‘if you'll
only let me stay in this town, and won’t send me to Roars, Sawbuck
& Co.’s in Chicago for that shaving-mug, I'll circulate around and do
you lots of good. You buy a big beefsteak with me, and the dry
goods merchant will pay his doctor’s bill with me, and the doctor
will give me to the farmer for oats with which to'feed his horse, and the
farmer will buy fresh beef from the butcher, and the butcher will
come around to you to get his tooth mended. In the long run you
see I will be more useful to you here at home than if you send me away
forever.”” ’

“The recent cold spell, which caused a large number of water
pipes to burst, has been a bonanza for business. Few things in the
last year have caused so many people to dig down in their jeans
and cough up the cartwheels that spell prosperity.”

(3) THE CONFUSION INVOLVED

19. WHENCE THE COMPLAINT OF THE WANT OF MONEY
By JOSEPH HARRIS

The want of money is a common cry. All the scramble is for
money; few think they have enough, and many complain. This
probably will ever be the case, nor would setting the mint to work
cure the evil; and perhaps there is nowhere more want than where
there is most money. The beggar hath no property, nothing to
exchange for money; and if he will not work, none would come to his
share, if the common stock was ever so much increased; a greater
plenty of money would be so far from being advantageous to him
that he would run the greater risk of starving, as bread and provisions
of all sorts would then be so much the dearer. The farmer com-
plains, and thinks that if there was more money in the country his
corn and cattle would fetch a better price: They would fetch more
money, but not more of anything else that he wants; and he would
not be at all bettered by this higher price, unless so far as a sudden

* Adapted from An Essay on Money and Coins (1757). Reprinted in Select
Tracts on Currency, pp. 413-14.
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increase of money might ease him in his rent, by lessening the intrinsic
value of the specific sum which he had agreed to pay. The same
may be said to the merchant, shopkeeper, &c. While all commodities
keep the same proportion of value in respect to one another, no one
reaps any advantage by the raising of the price in respect of money,
of his particular commodity. The complaints of particular persons
arise, not from a deficiency of money, of counters in circulation; but
from their own want of property, want of skill, address, or opportunity
of getting more money; or perhaps only for want of frugality, in
spending more than their income or proper share.

20. MONEY AND WEALTH:
By JOHN WITHERSPOON

There are many persons who cry, “We must have more paper
for a circulating medium, as there is such a scarcity of gold and silver.”
It is argued, “When I go about from day to day, and cannot collect
what is due me, when my creditors are calling upon me and I cannot
satisfy them, is not the only explanation the scarcity of money
everywhere?”” What shall be said to satisfy these persons? I must
tell them plainly, it is their poverty, or the nation’s poverty and not
a want of gold and silver, and if there were an hundred times as much
gold and silver in circulation as there is, their poverty and difficulties
would be just the same. If these persons read the scriptures they
may there learn that in Solomon’s time the silver was plentiful as
stones in Jerusalem; probably they will think that all the people in
Jerusalem at that time must have lived like princes, but they must be
told, it was added as a necessary consequence that & was nothing
accounted of in the days of Solomon.

21. A REFUTATION? _
By BENJAMIN FRANKLIN

As to plenty of money being a benefit to trade and manufactures,
we apprehend everyone conversant therein must know that the coin,
by which we generally understand money, of every respective state,
is by no means the mover of the intercourse or tradings of the world in
general. We may say that coins, in general, can no otherwise be

* Adapted from Works, IV, 230. (Philadelphia: William W. Woodward, 1802.)

* Adapted from The Principles of Trade (1774), in Franklin’s Works, II, 30495
Written jointly and anonymously by Franklin and George Whatley.
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useful than as the common measure between man and man, as serving
to barter against, or exchange for, all kinds of commodities. Certain
it is, that coins cannot be ranked amongst those which are only of real
use. Let us therefore suppose pieces of coin to be counters, and, to
simplify the matter still more, suppose every manufacturer to have
of these counters any sum whatever; will it follow that any sort of
manufacture shall be industriously attended to, or more work done
than when no more counters than just enough to barter for the real
wants of meat, drink, and clothes, etc., can be procured by labor?
Surely no. It must be the desire of supplying our wants, which
excites industry as above hinted; that alone sets trade going, and
that only can procure plenty of manufactures.

That the welfare of any state depends upon its keeping a¥l its gold
and silver, either in bullion or in coin, must be founded on a very
narrow principle indeed. All republics we know of wisely think
otherwise. Spain, the grand source of silver, has of late years very
justly allowed the free exportation of it, silver paying a duty, as in
Great Britain lead and tin do; nor prior to this permission could the
penal laws in Spain hinder its being exported; for it was a commodity
which that kingdom was under a necessity of giving as an equivalent
for what was furnished to them by other countries.

Could Spain and Portugal have succeeded in executing their foolish
laws of “hedging in the cuckoo,” as Locke called it, and have kept at
home all their gold and silver, those metals would, by this time,
have been of little more value than so much lead or iron. Their plenty
would have lessened their value. We see the folly of these edicts.

22. A PRACTICAL BUSINESS VIEW TODAY:*

The great inflow of gold to the United States at the present time
is embarrassing. This country does not need gold and does not par-
ticularly want gold. We already have such an excess of the metal, and
the credit conditions and money rates generally are so easy, that we
are confronted with the unusual problem of not knowing just how
to employ our unexpectedly large resources in this particular field.
The turnabout from the conditions of last fall has been so sudden
and so radical that business men and bankers in this country are for
the moment at a loss to know just how to act under present circum-
stances. It is almost like an individual who, having struggled along

* Adapted from an editorial in Moody’s Magazine, March, 1915.
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"with tremendous liabilities and having hung on the edge of bankruptcy

for an indefinite period, suddenly finds himself burdened with an
over-surplus of riches and with such a large amount of capital to set
actively at work that his new problems are almost as difficult to handle
as were those in his former condition.

23. MONEY AND THE SUPPLY OF CAPITAL*
By CHARLES J. BULLOCK

A review of the currency history of America reveals the following
facts: first, that a strong movement in favor of cheap money has
existed continuously in this country from the earliest period of coloni-
zation; and secondly, that the persistence of such an agitation has
been due, more than to any other single cause, to the constant spread
of settlements westward over large areas that have long remained
thinly populated. With the growth of numbers, the rise of manu-
facturing and commercial industries, and the increase of wealth,
the desire for a cheap currency has gradually diminished; but this
has no sooner taken place in the more populous states than the old
phenomena have reappeared in newly settled districts, while any
localities that have remained sparsely peopled and devoted chiefly
to agricultural pursuits have always furnished a favorable field for the
old propaganda.

Back of all the strivings for an inexpensive medium of exchange,
each generation of our people has always heard the complaint that
our supply of money had been insufficient; and this cry has invariably
furnished an unmistakable indication of the underlying cause of the
agitation. ‘“No complaint,” wrote Adam Smith, in 1776, “is more
common than that of a scarcity of money. Money, like wine, must
always be scarce with those who have neither wherewithal to buy it,
nor credit to borrow it. Those who have either, will seldom be in
want either of the money or of the wine which they have occasion for.”
In the United States an enterprising and resolute people has been
engaged for nearly three centuries in occupying and developing a
vast area of free land. While natural resources abounded, each
newly settled district has always experienced a lack of capital needed
to bring the soil under cultivation, to supply means of communica-
tion, and to develop manufacturing enterprises. This want might

_t Adapted from Essays on the Monetary History of the United Stales, pp. 1-4.
(The Macmillan Co., 1900.)
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have been little felt by a less progressive people; but with us it has
been a real and serious obstacle, which has been removed only by the
slow growth of wealth and numbers. In order to possess a sufficient
supply of metallic money, a nation must convert a portion of its
capital into a stock of gold and silver coins or bullion, a process that
is expensive, even under the most favorable circumstances. In the
United States, prior to the discovery of mines of the precious metals,
gold and silver could be obtained only through exchange with foreign
countries; and the acquirement and maintenance of an abundant
metallic currency was made especially difficult by the poverty of our
people inall sorts of capital. The difficulty was intensified still further
by the sparseness of settlement and the economic isolation of house-
holds and communities, a circumstance which made the monetary
circulation sluggish and increased the volume of currency required
for the transaction of a given number of exchanges. The accumu-
lated products of our industry were more often converted into other
things than money. Each person usually desired to employ in pro-
duction or exchange whatever gold or silver might come to him;
for he had many uses for other kinds of capital and could ill afford
to keep on hand a stock of money that appeared to be an idle invest-
ment. Therefore it happened that supplies of the precious metals
secured in trade tended to move out of the colonies in exchange for
other things that were felt to be more necessary.

24. IS MONEY A SUPERIOR KIND OF WEALTH
By CHARLES GIDE

The popular answer to this question admits of no doubt. At all
epochs and in all places, except among savages, money has occupied
an exceptional place in the thoughts and desires of men. They regard
it, if not as the only wealth, at any rate by far the most important
wealth. Indeed, they appear to measure the value of all other wealth
by the quantity of money that can be contained in exchange for it.
To be rich is to possess either a large amount of money or the means
of obtaining it in exchange for other goods.

But if we ask the economists whether or not money is a superior
kind of wealth, the answer will be entirely different from the popular
opinion. In fact the first impetus to the growth of a scientific
political economy was the protest against the popular conception of

t Adapted from Principles of Political Economy (Veditz’ translation and
adaptation), pp. 219-22. (London: D. C. Heath & Co.)
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money, regarded by the earlier economists as a mere prejudice.
The science had scarcely been founded when Boisguillebert, in 1698,
declared, “It is quite certain that money is not a good of itself,
and that its quantity has nothing to do with the opulence of a country.”
Since then the economists have shown little concern about the amount
of money and maintained that it is a commodity like all other com-
modities, and even’inferior to others because it is in itself incapable
of satisfying any want directly, or of affording any pleasure. . It is
consequently the only commodity of which we may say. that its
abundance or scarcity is a matter of perfect indifference. If there
are few pieces of money in a country, each one will have a greater
purchasing power; if there are many, the purchasing power of each
will be smaller. So what does the quantity matter?

These two opinions, however contradictory they seem, may easily
be reconciled. The public is right from the individual point of view—
the only one which interests it; economists are right from the general
or social point of view. The distinction here involved requires some
explanation.

Every piece of money must be regarded as a ticket or order
drawn on the sum total of existing wealth, giving the bearer the right
to claim a part of this wealth not exceeding the value indicated on the
coin. It is clearly our individual interest to possess as many of these
“orders” as possible; the more we have the richer we are. We
know very well that, in themselves, these ““orders” can neither satisfy
hunger nor slake thirst. Long before economists had pointed out
this truth, legend taught the same principle in the tale of King
Midas, who died in hunger although surrounded by wealth which his
own folly turned into gold. Nevertheless, we regard these “orders”
as far more convenient than any other kind of wealth, and we are right
in doing so.

Given the present organization of society, the person who desires
to obtain an object that he has not produced (and the immense
majority of people are thus situated) can get it only by means of two
operations: first, by exchanging the product of his labor, or his labor
itself, for money; second, by exchanging this money for the object
desired. These two operations are called selling and buying. The
second of them, purchase, is very simple; by means of money a
desired object may easily be obtained. The first process, sale, is
much more difficult; an object, even of great value, cannot at all times
be readily exchanged for money. Hence the possessor of money
occupies a more favorable position than the possessor of any other
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commodity; in order to satisfy his wants he has but one operation to
perform, and this operation is an easy one. The possessor of any
other kind of goods must accomplish two operations, one of which
is comparatively difficult. It has been well said that a particular
commodity corresponds only to a special and determinate want, while-
money corresponds to any indeterminate and universal want. The
owner of a very useful commodity may not know what to do with it.
The possessor of money, on the other hand, is never thus embarrassed;
he is always able to find someone to accept it, and if by chance he is at
a loss how to make use of it at once, he still has the simple expedient
of keeping it for a more favorable opportunity. With other com-
modities this expedient is not always possible.

But if, instead of considering the position of an individual, we
regard the whole mass of individuals constituting society, the point
of view changes and the economists’ thesis (that the amount of
money in a country is a matter of indifference) is more correct. Little
do I care for a tenfold increase in the amount of money in my posses-
sion if the same increase takes place for all the other members of
society. For in such an event I should be no richer than before;
since wealth is purely relative, I should not be able to obtain a larger
amount of goods. The sum total of wealth out of which our claims
or “orders” are paid would be no greater than before, and each
“order,” i.e., each piece of money, would entitle me to a share only
one-tenth as large. In other words, the purchasing power of each
coin would be one-tenth as great, or, all prices having been multiplied
by ten, my position would not be changed.

25. THE SUPPLY OF STANDARD MONEY REQUIRED:
By LYMAN J. GAGE

The amount of standard money required by any country in my
opinion cannot be definitely stated.” One can only reach a general
estimate. In order to arrive at this estimate it is necessary to inquire
into the various uses which gold serves.

First, it is practically out of use as a medium of exchange, and
the demand for it in that connection need not be considered here.
Second, a proper supply of gold is indispensably necessary for settle-
ment of balances of international trade, and our supply should be large
enough to permit the exportation of what may be required in such

* Adapted from “The Sufficiency of OQur Present Currency System,” Sound
Currency, X (1903), 61-63.
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settlements without causing serious alarm as to the impairment of
our remaining stock. Third, gold serves as a regulator of all other
forms of money, including the vast amount of credit currency. There
must therefore be a proper ratio of gold reserve to the various forms
of credit money in use. What is a proper ratio varies according to
time and circumstances. A ratio which at a time of budding pros-
perity, of reawakening enterprise and full confidence in the future,
would be abundant, even superfluous, might prove to be, in an unfold-
ing period of depression, of doubt, distrust, and business failures,
dangerously small. But as a general proposition the quantity of gold
is not a matter of great importance, for given a certain quantity, be
that quantity great or small, it will in the long run tend to relate
or establish prices of things and wages of labor. Multiplying the
prices of all commaodities, labor, and services by ten would not make
anyone richer. Dividing prices would not make anyone poorer,
since once established the exchange ratios of commodities and the
power of labor to purchase goods would not therefore be relatively
changed. It is true that a sudden change in prices, either in one
direction or the other, would create incidental hardships, because
the change in prices could not in the nature of things be uniform or
simultaneous, and time contracts would be radically affected.

Were I to put in a single paragraph what I would consider the
ideal thing on this question of standard money, gold, it might be
stated after this manner: A given quantity of gold, to which the
floating volume of credit and the prices of commodities had, through
natural laws, operating over a long period of time, become normally
related. To this stock of gold, gradual but not sudden accretion is
to be desired, sufficient to bear the increasing strain of an increasing
volume of trade, an increase large enough to keep prices on a general
and continuous level.

C. The Role of Money in Industrial Society
26. THE STANDARD OF DEFERRED PAYMENTS AND
INDUSTRIAL PROGRESS!
By W. CUNNINGHAM
The scarcity of the precious metals in Rome, coupled with their

fluctuating value, rendered it exceedingly difficult for anyone to
save wealth; they also made men unwilling to risk their accumulations

t Adapted from An Essay on Western Civilization and Its Economic Aspects,
I, 186-87. (Cambridge University Press, 1898.)
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in business of any kind, and to use it as capital. The complete uncer-
tainty in regard to prices paralyzed trade, and capitalists were “in-
duced to hoard their coins of pure gold and silver for better days,”
which never came. Industry did not offer a tempting field, as the
enterprising man of business would often have to face the competition
of a manufactory organized by the State and controlled by officials
whom it would be imprudent to offend. There was even greater
disinclination to use capital in agriculture and apply it to permanent
improvements. Accumulated wealth was hoarded rather than
invested, and general decay ensued; money and circulating capital
are not necessary for the maintenance of human life, but they were
necessary for the maintenance of a civilized society like the Roman
Empire. Since capital was not available, there need be no surprise
that labour failed to find employment and that land went out of
cultivation; these again are the very circumstances in which popula-
tion would necessarily decline.

27. MONEY AND CAPITAL ACCUMULATION
By WALTON H. HAMILTON

One of the most important services generally assigned to money
is the encouragement of capital accumulation. This function is
variously attributed to money as a medium of exchange, to money as
a store of wealth, and to money as a measure of values. Yet, since
in even a non-exchange society some economic thought is taken for
the morrow, no oné of these is indispensable to capital formation.

Asa medium of exchange money contributes little to capital forma-
tion. A farmer may live upon the provisions he has saved while
constructing a ditch to protect his crops. He may exchange these
directly for the labor of others embodied in the ditch; for the barter sys-
tem does not preclude an exchange of present for future goods. Even
under the complex conditions of today a monetary medium of exchange
is unnecessary. Savings are usually deposited in banks in the form of
‘“credit instruments,” each possessing a certain number of ““units”
of value. They are exchanged for certificates of ownership of pro-
ductive wealth, such as deposit slips, bonds, and stocks.

The emphasis upon money as a storehouse of value is likewise
erroneous. True, values can be converted into money which its
owner can hoard until he is ready to use it. But in such case the use
of the value in question is merely postponed; the lack of an increment
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in value sufficiently attests the non-capitalistic character of the
operation. Today the processes of accumulating savings and pro-
ducing technical capital goods are closely synchronized. Through
savings individuals surrender their claims to wealth, and through the
instrumentality of “financial middlemen”’ these claims are trans-
ferred to those engaged in the technical production of capital goods.
Thus in general there is no time interval between saving and pro-
duction during which values have to be bottled up and preserved.

The contribution of money to capital formation is much less
direct. It inheres in the nature of a society highly organized upon
the basis of a “pecuniary unit” which is a common denominator of
values. Some of the more important aspects of this contribution
deserve at least passing notice.

First, calculations on the basis of the “pecuniary unit” are
necessary to an appreciation of future values. In a non-calculating
society few future values will stand out. There is no way of measuring
values of varying degrees of futurity. But the pecuniary calculus
easily resolves these. Not only does it place definite values upon
future goods, but it estimates with considerable accuracy their
cost. Because of their association with the ‘“roundabout” method
of production, the latter are varied and numerous. The determina-
tion of their values is further complicated by such technical facts as
replacement, depreciation, and obsolescence. , Consequently an accu-
rate accounting system, based upon a precise unit, is necessary to
an appraisal of the costs and values of future goods.

Second, a pecuniary calculus is necessary to a rational comparison
of present and future values. Such an instrument enables future,
as well as present, needs to be translated into “prices,” in which
form both can, in competition, make their appeals to the economic
motives of man. The whole aggregate of uses, present and future, to
which goods can be put is reduced to an intelligible scheme. Thus
rational thought can be taken both for today and for tomorrow.

Third, accumulation and production of capital goods are organized,
as aggregates, into a comprehensive system. Under a non-exchange
system many, lacking means, will wish to invest; others, having
means, will lack opportunity for investment. But the system pro-
vides no instrument for bringing accumulations and opportunities
together. But under the pecuniary system the processes of saving
and technical investment are separated. The uses to which capital
can be put are gathered together into a nicely arranged scheme.
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Likewise, potential savings are aggregated into a similar scheme.
Through competition the two aggregates are brought into harmony
at a “price” or a “rate of interest.”

Fourth, the pecuniary calculus makes possible an intricate mech-
anism which brings savings and investments into a nicer adjustment.
There is created a complex structure of savings and investment banks,
trust and mortgage companies, insurance associations, investment
companies, and underwriting syndicates, which together bridge the
gulf separating the two. By splitting up investments into shares
of various sizes these companies are enabled to offer to each capitalist
an investment equal to his savings. By issuing different kinds of
“securities” they are able to offer risks compatible with the romance
in varying temperaments. In like manner, by aggregating or divid-
ing individual savings, they can furnish capital in amounts exact
enough to meet the needs of any productive venture. They can also,
on varying conditions, supply funds to meet any reasonable risk.
Thus saving and investment are alike encouraged by the nicest kind
of adjustment between the two processes essential to the formation
of capital.

In these several ways an organization of society, based upon the
“pecuniary unit,” furnishes both the incentives and the means for
capital formation.

28, MONEY AND BUSINESS ORGANIZATION®
By THORSTEIN VEBLEN

Economists are in the habit of speaking of money as a medium
of exchange, a ““great wheel” for the circulation of goods. It may be
true in some profound philosophical sense that money values are
not the definitive term of business endeavor, and that the business
man seeks through the mediation of money to satisfy his craving for
consumable goods. Looking at the process of economic life as a
whole and taking it in its rationalized bearing as a collective endeavor
to purvey goods and services for the needs of collective humanity, the
office of the money unit is perhaps rated as something subsidiary, serv-
ing to facilitate the distribution of consumable goods to the consumers,
the‘consumption of goods being the objective point of all this traffic.
Within the range of business transactions, however, this ulterior

* Adapted from The Theory of Business Enmterprise, pp. 83-85. (Charles
Scribner’s Sons, 1910.)
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end does not necessarily come into view, at least not as a motive
that guides the transactions from day to day. The matter is not so
conceived in business transactions, it does not so appear on the face
of the negotiable instruments, it is not in this manner that the money
unit enters into the ruling habits of thought of business men.

The all-dominating issue in business is the question of gain and
loss. Gain and loss is a question of accounting, and the accounts are
kept in terms of the money unit, not in terms of livelihood, nor in
terms of the serviceability of the goods, nor in terms of the mechanical
efficiency of the industrial or commercial plant. For business purposes,
and so far as the business man habitually looks into the matter, the
last term of all transactions is their outcome in money values. The
base line of every enterprise is a line of capitalization in money
values. In current business practice variations from this base line
are necessarily rated as variations on the part of other factors in the
case, not as variations of the base line. The business man judges
of events from the standpoint of ownership, and ownership runs in
terms of money.

29. MONEY AND ECONOMIC ACTIVITY*
By WESLEY C. MITCHELL

Writers upon money usually state that it performs three functions,
serving as a common denominator of value, a medium of exchange,
and a standard of deferred payments. To enumerate the functions
of money in this fashion, however, is very far from suggesting the
importance of the rdle which money plays in economic life. To
understand this réle attention must be fixed upon the complex
mechanism of prices, rather than upon money itself. I may give
here but a brief statement of the relations between prices and funda-
mental economic processes.

From the point of view of the men who direct it, the production of
wealth is nowadays a business process of selling goods for more than
they have cost and is conducted for the sake of getting money profits.
The technical processes involved in various departments of business,
farming, manufacturing, transportation, and commerce are, in the
eyes of the business men who direct them, simply subordinate parts
of this business process: certain of the steps necessary to make profits

* Adapted from Gold Prices and Wages under the Greenback Standard (1908),
pp. 279-81, University of California Publications in Economics, I.
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by selling at prices which exceed the money cost. It is hardly too
much to say that from the standpoint of the business men in control
the production of wealth is simply an incidental feature in the business
process of making money.

Alongside these business enterprises incidentally concerned with
the production, manufacture, and distribution of material goods
stand the business enterprises concerned with finance: banks, trust
companies, stock and bond houses—in short, the whole mechanism
of the investment and money markets. These enterprises, like the
preceding class, are conducted for the sake of pecuniary profits, and
their profits depend on selling at prices higher than the prices paid.
They represent the highest development and the most complex adjust-
" ment of the whole business organization, and all other enterprises
are bound to them by the various forms of pecuniary obligations.

The distribution of the wealth produced by enterprises of the
first sort, supported by financial aid from enterprises of the second
sort, is also effected by means of prices. Wages is the price paid for
labor, interest is the price paid for the use of loans, rent the price
paid for the use of material goods which must be returned without
substantial deterioration, and profits is the residue of the aggregate
prices received after the aggregate prices paid for the factors of pro-
duction, for materials, etc., have been deducted. To the individual,
indeed, economic welfare depends primarily upon the money income
he is able to get under the conditions presented by the price system
and upon the aggregate prices which he must pay for what he wishes
to consume. Money prices, in brief, are the formal basis on which
the economic relations of individuals in modern society are organized
and the formal mechanism by which economic processes are carried on.

30. A PECUNIARY SOCIETY:?
By H. J. DAVENPORT

Modern society is distinctly a pecuniary society, a society of
business. Despite the fact that society was not always pecuniary—
has,indeed,been so only for the narrowest margin of years out of a long
human history, and may remain so only for the next short swing
of the pendulum in the life of man—the political economy that we
must study today is the political economy of today. Mainly, under

* Adapted from The Economics of Emterprise, pp. 21-28. (The Macmillan
Co., 1913.)
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present conditions, we produce for the market, for exchange, despite
the fact that a few generations ago the contrary was the truth. And
-at present we produce in the larger part for a competitive, impersonal
world-market. This is the era of free individual initiative under
private property for private gain. So far, indeed, is this the truth that
even combination and monopoly may be regarded as merely secondary
aspects of competition and of individual initiative. Strike this
fact of competition at its very center of tone, and we discover that
we are in a régime of price. Money is the focusing point of modern
business affairs. It is the standard of values simply because in a
society producing for exchange it is the one established intermediate
commodity. Therefore, as medium of exchange, it is the standard
of immediate and of deferred payments. Through credit the money
economy lays hold upon even the distant future. Thus to object
that more and more, as society has advanced from a society of isolated
production through a barter economy to a money economyj, it is now
moving over into a credit economy, is really to assert merely that in
new and marvelous ways money is taking on a still greater emphasis.
More and more, and more and more exclusively, and over an ever-
widening field of human effort, human interests and desires and
ambitions fall under the common denominator of money. Doubtless
many of the best things in life do not get bought and sold. Some of
them are not exchangeable; and not all things that could be trans-
ferred are men weak enough to sell or other men strong enough to
buy. Not every man has his money price. But most good things do,
in greater or less degree, submit to the money appraisal. Health is
easier for him who can take his ease and who has the wherewithal to
pay for good foods and medicines, to travel, to employ good nursing,
and to command capable physicians and efficient surgeons. And, in
their degree, also, love and pity and respect and place are bought and
sold upon the market. It takes a goodly number of dollars to get a
child safely born, and even more dollars to achieve for one’s self a
respectable burial. Much money is power over many things. Money
is the standard of value in the sense that all values of all exchangeable
things are expressed in terms of it. And this holds, not only of all
commodities and services, but of all incomes and of all capitals. The
capital of a banking house, or a factory, or a railroad company, is not
a congeries of tangible things, but a pecuniary magnitude—so many
dollars. All economic comparisons are made in money terms, not in
terms of subsistence or of beauty or of artistic merit or of moral
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deserving. This same standard tends to become also the test and
measure of human achievement. Men engage in business, not solely
to earn a livelihood, but to win a fortune in a pecuniary sense. To
win by this money test is to certify one’s self tangibly and demon-
strably as having scored in the most widespread and absorbing of
competitions. Is one a great artist—what do his pictures sell for?
Or what is the income of this leading advocate? or of that famous
singer? How great are the author’s royalties? The pecuniary
standard tends to be carried over into non-pecuniary fields.

It is almost past belief how far both in degree and in direction
money valuations pervade all our thinking. Cheapness is prone to be
synonymous with ugliness, richness with beauty, elegance with
expensiveness. No one can tell for himself where the really aesthetic
begifis and the sheer pecuniary ends. In the field of morals, also, the
so-called cash-register conscience is an actual thing. And one might
go still further and note that almost all great political issues, and
almost all absorbing social problems, and almost all international
complications rest upon a pecuniary basis. Qur national problemsare
tariff, labor unions, strikes, money, trusts, banking, currency, rail-
roads, conservation of resources, shipping, taxation. Success in
elections, in the selection of senators, in the making of laws, and in the
selection of judges is prone to be desired for financial ends and to
be decided by pecuniary means. Diplomatic complications hinge
upon trade connections, the open door, fisheries and sealeries, colonies
for markets, and spheres of influence for trade. Navies are trade
guardians and trade auxiliaries. Eliminate from local politics the
influence of the public-service corporation, of the contractor, and of
the seekers for special pecuniary privileges, and what is left of the
municipal problem will be mostly the pecuniary nexus of the slum with
the ballot box, of the saloon with the police system, and of saloon and
slum and brothel with the city hall.

It is, in fact, the value problem—or more specifically and more
accurately for present society, the problem of market price—that is
the central and unifying problem of present-day economics. Price,
then, must attend and characterize all things that are economic; and
all things so attended are so far économic in character. And more
things than those which accurately are material must fall within the
scope of price. Price extends its sway to the utmost limits of what-
ever is property, tangible or intangible—whether material or imma-
terial. Property covers—and therefore price covers—debts, good
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will, franchises—everything that is bought or sold. Price includes
also many non-property facts—human services, such as the goods for
which payment is made to the actor, preacher, teacher, or singer.
And, by the way, all efforts or processes are economically productive
for which a price is so paid or which, directly or indirectly, enhance
the price.

Precisely because the present economic life is organized upon lines
of private property, of pursuit of individual gain, and of production
for exchange, it is inevitable that the center about which all economic
activity revolves is the medium of exchange, the price standard. It
is this fact which in turn fixes the problem of price as the central
problem and the organizing interest of current political economy as a
science. The proof of this is, however, mostly to be found in that
constant return to the price problem which we find inevitable as
we approach, one after another, the subordinate problems of the
science. And these problems, in turn, declare their subordinate
character by this very fact that they are only to be solved by an
appeal to the analysis and the laws of price. In the fact that any-
thing sells at all in the present economic order is implied its sale
in terms of price. Wages, for example, are the price of the services
of employed labor; profit, the price reward of the independent, self-
employed laborer (the entrepreneur, enterpriser, Unlernehmer, or
imprenditor); rent, the price commanded by property lent in time
for hire; interest, the per cent which the time use of wealth, in
terms of price, bears to the total price. Each of these is a price
quantity or item, and each presents itself specifically as a problem of
price adjustment. .

31. THE R6LE40F MONEY IN ECONOMIC ORGANIZATION
By WALTON H. HAMILTON

The institution of money is inseparably linked with the whole
complex of our social arrangements. Its part in facilitating market
. operations is so direct and evident that it is generally conceived of as
a mere medium of established exchanges or a mere measure of pre-
determined values. Yet a little reflection shows that it permeates
every aspect of economic life, conditions all economic activity, and
brings to all things economic mutual commensurability. The
“pecuniary unit,” which is its chief manifestation, supplies one of the
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elements essential to the development and maintenance of a compre-
hensive industrial system. Let us consider somewhat specifically a
few of the numerous contributions which this “pecuniary unit” makes
to the establishment of the economic order.

1. It facilitates ecomomic calculation.—In an isolated agrarian
community, composed of people possessing limited resources and
loving the “simple life,” few commodities will be produced. Crudely
measuring costs against returns, and goods against goods, the people
will not formulate with any exactness a unit in terms of which values
canbegauged. Such crudeness in calculation will find its counterpart
in an economic order wherein the family is the economic unit, where
there is little division of labor, where natural resources and personal
talents are little developed, and where production and consumption
are interdependent. But if resources and talents are to be developed,
if goods are to be produced to satisfy a larger range of wants, if tasks
are to be distributed between individuals and communities, and if
these are to be organized into a larger and more complex whole, a
rather precise instrument for the calculation of values must be found.
And, as the economic entity becomes larger, its use of resources more
intensive, its products more varied, and its agencies more interde-
pendent, values must be calculated with more and more precision.
We have often been told that “money is the measure of values”;
yet, in point of fact, it is more exact to say that the “pecuniary unit’’ is
a common denominator of all values, for the existence of such a unit
makes economic calculation possible. It furnishes the indispensable
term for the establishment of accounting systems, which are only
devices for accurately analyzing schemes of values. It is evident
that, as the unit becomes more precise, the precision of economic
calculation is correspondingly increased.

2. It encourages rational economic judgment.—If one’s economic
world contains but a handful of tasks and goods, he can, quite ration-
ally and without complex calculations, choose tkis rather than that.
But in a world in which his judgment is confronted at every point by
a number of alternatives, and every activity has pecuniary connec-
tions with a large number of others, a decision is fraught with diffi-
culties. To be rationally compared the alternatives must be reduced
to quantitative terms. Since their differences are likely to be small,
the determination of their values requires precision. Salvation is to
be found in the “magic ritual of calculation” based upon the “pecu-
niary unit.” The presence of such a unit, further, encourages the de-
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veloping of the “calculating mind,” which the mediaeval man would
have regarded as an intellectual curiosity but which the modern busi-
ness man esteems a priceless treasure. It also stimulates the develop-
ment and use of more exact accounting systems and the exclusion
from economic judgments of non-pecuniary considerations. It is
only as economic judgments approach rationality that values are
kept consistent in a delicately organized economic order.

3. It permits the organization of comsumption.—Where an indi-
vidual or a group consumes its own products, it is a slave to its
limited resources and its technical limitations. But under an organ-
ized pecuniary system this thraldom is broken. Individual or group,
no longer compelled to satisfy all its wants, can choose the tasks
which resources or technical efficiency suggest as most advantageous.
For his labor the individual receives, not the wheat or the pig iron or
the shoes he has produced, but “generalized purchasing power.” For
his consumption he chooses freely, spending his purchasing power
upon a large number of goods, quite oblivious to his lack of technical
versatility. For him consumption is thus differentiated from pro-
duction and organized upon the basis of a rational calculus. Since
other individuals are acting likewise, the consumption of wealth by
society is elaborated into a highly complex system.

4. It permits the organization of production.—In an economic order
without the division of labor, the “pecuniary unit”’ is unnecessary to
the organization of production; but where specialization appears it is
far otherwise. The single establishment uses divers kinds of laborers,
a medley of raw materials, and quite varied industrial equipment.
The costs of these and their proportions must be accurately gauged.
Likewise the ‘“production system” is a co-ordinated collection of
specialized establishments that defies diagrammatic presentation.
The individual establishment receives its “raw materials” from
many sources; its finished products become the raw materials of
many goods. The correlation of business with business is so close
that “margins,” which represent allowances for “friction,” are
very small. The organization and maintenance of the single establish-
ment, and the integration of these into a properly co-ordinated *pro-
ductive system,” are alike dependent upon careful calculation and
accurate pecuniary judgment, the basis of which is the “pecuniary
unit.”

s. It articulates productive and consum ptive activities into an organic
system.—In a self-sufficient community, possessing no division of
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labor, consumption and production are automatically organized into
a system. In a world composed of such communities the organiza-
tion, while complete, appears crude and inexact; for there is quite
likely to be a surplus of certain products in some communities and a
dearth of them in others. Accordingly an exact adjustment of goods
and wants, of production and consumption, is possible only under an
extended economic order. But here the articulation of a myriad of
productive agencies and as many consumptive activities into a single
coherent scheme is a task of great magnitude. In the case of each
good, demand and supply must approximately correspond; while,
for the whole, resources must be used in the production of those
particular goods which satisfy wants pecuniarily most potent. For-
tunately the “pecuniary unit” enables this adjustment to be made
with sufficient precision. It enables each good and the satisfaction
of each want to have placed upon it a “price,” or a quantitative
expression of its value in terms of the “pecuniary unit.” Price is a
- flexible medium through which demand and supply are adjusted to
each other. As we have learned elsewhere, an increase in demand
raises the price and stimulates increased production, and an increase
in supply lowers price and discourages production; while decreases in
demand and supply have antithetical effects. Thus the “pecuniary
unit,” through “price,” brings the demand and supply of a par-
ticular article into harmony. But as, impelled by its price, the
demand or supply of an article is changed, it becomes more or less
advantageous economically to produce or consume other articles.
_ Accordingly, through price-changes, the demand and supply of other
articles are affected. They, likewise, in the end, will harmonize,
though likely at new prices and in changed amounts. Thus the
demand for and supply of each article are intimately associated
through price with those of a large number of other articles. Hence
a larger view reveals an extremely complex and intricately organized
system for the “production and consumption of wealth,” supported
by a vast and harmonious complex of pecuniary values. At the basis
of this intricate and gigantic, yet orderly, “price-structure” lies the
‘“ pecuniary unit.”

6. It gives stability to the economic order.—If the economic order
were a gigantic mechanism, composed of unchangeable elements,
a static price-structure would preserve it. But the elements of our
system are quite variable: population may increase, the technical
system may change, industrial equipment may be augmented, the
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nature of institutions may vary, or popular caprice may affect new
wants. Confronted by one of these contingencies, a static scheme
of prices would introduce elements of disintegration into the system.
But the “pecuniary unit,” stable itself, allows prices to change in
response to changed circumstances. Thus it induces th