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CHAPTER X.
MONEY,

88. AFTER commodities are produced, and are ready
to be exchanged, all means of facilitating the exchange are
of great importance. In fact, we exchange goods every
day so easily that it never occurs to us to think how it is
done, or what wonderful contrivances have been devised
for the purpose by mankind through long .centuries of
experience and usage. Every man who works is actuated
by a desire for something, and what ‘he produces gives
him the means "of getting that which will satisfy his de-
sites. One rich man devotes all his capital and time to
employing labor in making thousands of stoves; but stoves
cannot in themselves give him food, drink, shelter, or
clothing. He cannot eat stoves ; but he can exchange his
stoves for food, or for any of the great number of things
he wants. Yet it would be very troublesome to exchange
one commodity directly for another, and therefore men
have in the process of time contrived means of over-
coming the difficulty. The two great machines discovered
for facilitating the exchange of goods are money and
credit. They are the two tools of exchange invent-
ed only after long trial and experience. At present we
shall treat of money only.

89. If there were no money, it would be an extreme
inconvenience to be obliged to barter one commodity for
another. Anything like the trade and business we see
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86 EXCHANGE.

around us to-day would be impossible without some com-
mon denominator of value. How can a person know
kow many books or eggs to give for a stove? Money
solves this problem at once. We saw in the last chapter
that, by finding the relation of the books and the stove to
a third commodity, like gold or silver, we can find their
relations to one another. On comparing a stove with gold,
we find, for example, that it may be exchanged for the
quantity of gold in twenty dollars; while a book pur-
chases of gold only that quantity which is in one dollar,
Inasmuch as we have agreed to call the quantity of gold
for which a commodity may be exchanged its price, we
get the prices of the .two articles. Then we can compare
their exchange values by comparing their prices. Thus
we find that a stove will exchange for twenty books, So
the first function of money we shall call the common de-
nominator of value. Some writers speak of it as a *‘ meas-
ure of value”; but it will be better to think of money as a
means of comparing the values of two commodities
through a third, just as we compare two fractions by
reducing them both to a common denominator.

00. It must have occurred to us, however, that we
cannot compare two things having value (or purchasing
power) with a third thing which has no value. Whatever
*is used to measure the purchasing power (or value) must
itself have purchasing power. You could not compare the
stove or book with money, unless the money had pur-
chasing power over stoves or books. This third thing,
‘which we use as a common denominator, therefore,
must itself in the nature of things have wvalue. It is
the same with other measures. Why do we not measure
the distance from Boston to New York by saying it is so
many pecks? Simply because a peck is a unit of capacity,
or contents, and Jeng#% is an entirely different thing. We
can measure length only with length ; we can measure the
distance by saying it is so many feet, or yards, or miles,

. could not consume any
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because a mile is a unit of length. We can no more esti-
mate the value of things in a commodity which has no
value, than we can measure length by pecks.

91, We have already found that one duty of money is
to serve as a means of comparing value, We shall find
that it also does duty as a means of transferring value
or as a medium of exchange. :
the most familiar to every one. It is difficult to realize
how inconvenient it would be to go back to primitive bar-
ter, and do without money. Professor Jevons * says:
“Some years since, Mademoiselle Zélie, a singer of the
Théatre Lyrique at Paris, made <

This use of money is

a professional tour around
the world, and gave a concert in the Society Islands. In
exchange for an air from Norma and a few other songs, she
Was to receive a third part of the receipt.s‘. When counted
her share was found to consist of three pigs, u\'enty»thrc(-;
tflrke_\'s, forty-four chickens, five thousand cocoa-nuts, be-
sides considerable quantities of bananas, lemons, ,and
oranges. At the Halle in Paris, as the prima-donna re-
marks in her lively letters, printed by M. Wolowski, this
amount of live-stock and vegetables might have br(;ugllt
four t.hr)usand francs, which would have been good remu-
neration for five songs. In the Society Islands, however
Pieces of money were very scarce ; and, as I\Iademoiselle’

- considerable portion of the re-
ceipts herself, it became necessary in the mean
feec} the pigs and poultry with the fruit.”

The difficulty of barter is that desires do not fit each
other; or, if they do, it is a very unusual coincidence. One
man ha\-'ir?g 4 stove may want a book, eggs, quinine, or
twenty things in all, and to make an exchange he m’ust *
find some one who, while he has a desire for a‘_stove has
all these twenty things to offer. This is very unlikeiy to
?}r‘:cur. Says Mr. Jevons:t “To allow of an :-;ct of barter,

€re must be a double coincidence, which will rarely

time to

* 0
Money and Mechanism of Exchange,” X 1 Zéid., p. 4
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EXCHANGE.

happen. A hunter having returned from a successful
chase has plenty of game, and may want arms and am-
munition to renew the chase. But those who have arms
may happen to be well supplied with game, so that no
direct exchange is possible.” The same writer tells of
the difficulty experienced by Mr. Wallace, the naturalist,
in the Malay archipelago. Because “there was no proper
currency, he could not procure supplies for dinner without
a special bargain and much chaffering upon each occa-
sion. If the vender of fish or other coveted eatables did
not meet with the sort of exchange desired, he would pass
on, and Mr. Wallace and his party had to go without their
dinner.”

92. If, now, there were one commodity which every
one would be willing to take for his goods—a commodity
so familiar to every one for its own value, and for its own
power to satisfy a desire, that there would be no hesitation
in taking or receiving it—that would obviate all these hin-
drances arising from barter. It would act like a new and
improved tool. Some such commodity has, in fact, been
chosen by people in different parts of the world, and always
it has been a commodity which the people of that
district value highly. In Chinese Tartary they use
cubes of tea closely pressed together, and the price of a
piece of silk is so many cubes of tea in their money. In
Abyssinia blocks of rock-salt are used; and in many places
furs have served the same purpose. Among our Indians,
strings of wampun were employed as money. In Europe,
long ago, cattle were used as money (and from the word
pecus, “ cattle,” came the word pecunia, and our word “ pe-
cuniary ”). Some metal has, however, been found to be
more useful for this purpose.- We hear that in very poor

countries, like Sparta, iron was used ; then copper came
into common use ; but as people grew richer they needed
a metal which had greater value, and by common consent
they began to adopt silver and gold. These metals had
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been wzf.nted and manufactured into ornaments or disl
for their own sake before they were generall :131'35
money. At first, silver, as the cheaper metal wislishe 24
most commor_ﬂy adopted as money, and it has,t:ontinue ((;I'le
use as the principal money of commerce even to the f}reli
firflltl]cean;gry;hbut since 1850 gold has become more plm-m-

: '1‘: as consequently come into more general use
purg;:;se ;fr:a‘;;gns w;w gold and silver serwe thé
e ; ney best are very clear. (f) Suppose

,1 aving a pearl, I want to get a basket. Of course, a
IImz;n 1§x\(\:'](:rthqmany baskets. I might say to myself tliat

B
basket; and I might select bre;lZ] :s sto . thl'mg an'd gl
body wants. So I get three hundredl?et 'mg oot e
with ten of them buy my basket ; but s

! , unless I use the re-

::S;nsderolof my bread at once to buy other things with, it
o cpm ,an‘d I shall lose it all. This leads us to see tl,lal:
i glz;t;mizdltg we use as money should be imperishable ;
E a.re Ve? Zreabs]on why gold and silver are chosen?
il int); urable. _Then_(z) the precious metals are
. valua:;});efr}?glt_:;n; w1th(1)(;1t loss. You can thus

sma}] piece of this gold get s?):nioles’s e::zcllu:E}l.l_“:le:tjv“'h On]'y ?

;Zﬁinil:g;:]a?e-part o.f the pric? of the horse. T?l?:;nlzc};;l};

differe‘nt amicm:tntoineces of given weight, each having a

ke im. ten-dollar go}d piece can be melted

i " 0 ten one-dollar pieces without losing its

3 Or smaller pieces can be united into larger ones. In

this way advant is tak ivisibi
iy age is taken of the divisibility of gold and

- Wou]d(:lja) I-f bread were L}Sl?d as money, a small value in
e yery bulky. This is not true of the precious

metals, and less tr i
sy ue of gold than of silver.

Also,
they are cognizable.

_ They a
and contain a great value in a small bulk.y (;6):

every one has learned what gold and silver look like :
People know the difference be-’-
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tween gold and brass; but how many know what platinum
looks like, and who could tell it at a glance from another
metal. This quality in gold and silver makes them very
desirable for money which is passed from hand to hand
in ordinary dealings.

94. After people had adopted the habit of using gold
and silver as a medium of exchange, it was a great gain
to have some authority so stamp the two metals that every
one could know just how much each piece weighed, and
how pure the metal was. If some authority, like a gov-
ernment, which could be trusted, had not done this, the
seller would be obliged to weigh each piece of gold at
every bargain, and test its purity. It would, of course, be
intolerable to be obliged thus to test every coin, and there-
fore the Government establishes a mint, where it changes
gold and silver bullion into rourd pieces, each of which
must invariably contain a particular number of grains of
gold or silver, and of a specified purity. This is coining,
and each coin is given a name. At this time the United
States calls 23.22 grains Troy of pure gold a dollar (and
to the pure gold they add alloy to harden the gold, so that
the gold and alloy together weigh 25.8 grains). The pure
metal plus the alloy makes the “standard ” weight. Our
gold and silver coins now all contain one tenth alloy. We
also coin 371} grains of pure silver (4124 grains “stand-
ard ¥ weight), and call it a dollar. The United States
makes no charge (which is called seigniorage) for coin-
ing gold and silver. It is quite evident from this that the
name dollar does not always have the same value, although
people often think it does. We get into the habit of using
names without thinking what they really mean. The 23.22
grains in a gold dollar may be exchanged sometimes for
more, sometimes for less, of other commodities; when it
is exchanged for less, its value has fallen relatively to all
other commodities, and, even if the name do//ar remains
the same, its value has fallen. One must then offer more
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dollars than before for the same commodities, That is
when money falls in value, prices rise ; when money rises t'r;
value, prices fall.

95. To this point have we been brought in explaining,
first, the function of money as a common denominator (01:
measure) of value ; and, second, that of a medium of ex-
rﬁangf’. Now we shall say a few words in regard to another
fun_ctaon, a means of paying long contracts, or debts
which run over a long term of years. Suppose that I
loaned you in 1880 one thousand dollars for twenty years.
I_n that year the thousand dollars bought a certain quan-
tity o.f corn, wheat, sugar, salt, wood, hats, and shoes,
Now in 1900, when you are to pay me back the thousand
dollars in money, if prices have changed, you may give me
back the same amount of money, but you will not return
to me the same purchasing power over other things. If

_for some reason prices have fallen between 1880 and 1900,
it will take less money to buy the same quantity as before
of corn, wheat, etc. If so, the thousand dollars you return
me In 19oo will be of more value than the thousand dol-
]grs I gave you, and it would be unjust to oblige you to
give me more than you borrowed. If, on the other hand,
prices have risen, then the thousand dollars in money
would buy me less than before, so that I should lose while

you would be the gainer. Now this is wrong. Every man

ought to give back just what he borrowed ; no more, no
less_. A creditor or a debtor is at the mercy of events over
whlc_h he has no control—sv-~h as great changes in the pro-
duction of gold and silver, or the effect of new inventions.

A great change, for example, took place about 1850, when

gol(il was discovered in abundance in California and Aus-

tralia. How great this has been may be seen in Chart II.

'T:he relative amounts of gold and silver produced in two

different periods are shown by the relative size of the

squares. Thus, in the years since the discovery of Ameri-

€a down to 1850, there was less than one half as much
7
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gold as silver produced ; but in the forty-nine years a.f’u_ar :
1850, more than twice as much gold was ‘mined as in

CHART 11. — Relative Production of Gold and Silver before and
after 1850,
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the previous three hundred and fifty-eight years.* "l‘hls
shows what natural changes can take place in the sipply

* The chart is based on the following figures mainly from Dr.
Soetbeer:
PERIODS. Gold. 1 Per ct. \ Silver.
— PP — :I — -
314,553,000 |
9,596,550 |

1493-1850... £3,3
1851-1809........| 689

| $10,214,149,550 |

MONEY, 03

of the precious metals, uncontrolled by the laws of any
state. Although we have heard a great deal about the
vast production of silver in late years, about one and three
fourths times as much gold as silver (in value) has been
produced in the last fifty years. At other times in the his-
tory of the precious metals—once soon after the discovery
of America, and again at the end of the eighteenth century
—s0 much more silver than gold was produced that its value
was lowered each time. Causes affecting the supply of both
gold and silver, therefore, do not always remain the same,
Besides these changes, prices may fall owing to improve-
ments in the methods of producing commodities.

96. As we have seen, value is a ratio. The value
of money is a relation of money to aZ/ things which are
exchanged ‘for it. A change in any one of the thousands
of articles for which money is offered every day modifies
the relation between money and other things. Changes in
the way of making commodities are constantly going on;
80 that the amount of every article which is exchangeable
for any given quantity of gold is always varying. Hence
the value of money (gold or silver) does not remain the
same for any length of time; and the precious metals,
while they are very satisfactory for exchanges which do
not take'very long to complete, can not serve as a
Proper measure of value during a long term of years.
In a garden, well planted with trees, one evergreen was
by far the tallest of all; but in a few years there was a
great change. Some of the treesshad not grown much,
whild others had shot up marvelously. The former rela-
tion of the trees to one another and to the tall evergreen
Wwas entirely changed; in fact, several were almost as high
as the evergreen. Likewise the relation of commodities
to the precious metals is constantly changing, and there-
fore gold and silver can not serve as a measure of value
for long periods. Nor is there another article any better,
Or even so well, adapted for this purpose.
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97. One way suggested to get a standard of payment
for long contracts is by a device known as the mul-
tiple standard. A long contract, like a government or a
railway bond, ought not to be settled by paying back the
amount of gold or silver borrowed, but by giving the lender
a sum which would, at the time of repayment, purchase
the amount of commodities for which the money loaned
could have been exchanged at the time that it passed from
the lender to the borrower. If we should keep a price-list
of a large number of articles in common use, and see just
how much money it would require to buy a fixed quantity
of each of these things, then we could make a unit out of
that amount of purchasing power, and give it back (ex-
pressed in money), no matter whether it were to take more
or less money. This can be better shown by ‘the ‘actual
facts, as exhibited by the prices * of certain necessaries of
life in New York markets :

ITEMS. 1880,
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2 bbls. flour
1,000 bricks, 5
eooteet nmberss oo L Gl
bonrcoak. L 5
20 lbs. catton
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7
40
47
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30
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68
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Total (1 * multiple unit”)....| $111 66 | $o8 27

1 cwt. pig-iron
2 pair shoes...... Ce iy /o e e s

X00bs. pork. . i »

30 lbs. butter.

Eidazs epps oo oo T S
10 bushels potatoes

40 Ibs. rice

I bushel salt.....

100 Ibs. sugar........ .

I cord wood

10 lbs. wool

p -
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“w
=]
Q
[~

# Newcomb’s “ Principles of Political Economy,” p. 21L
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Now, if a government commission should collect and
publish the prices of a large number of commodities in
this way, we could know just how much money was neces-
sary to get the same purchasing power at different times.
In the table above, in 1876, $111.66 were required to ex-
change for the same quantity of goods as could be bought
by $98 27 in 1880. From such a table, if honestly pre-
pared, we could get a standard for long contracts.
Suppose I had loaned you $11,156 in 1876, to be repaid
in 1880. That bought in 1876 one hundred times as
many goods as are included in the table above, or 100
“multiple units.” But in 1880, if it is understood that I
am to receive back the same amount of purchasing power,
or the same value in other commodities, I ought to receive
from you only rco “multiple units” as before. A “mul-
tiple unit” in 1880, however, could be bought for $98.27 ;
therefore, if you give me in money 100 X $98.27, or
$9,827, I shall receive‘all I can justly claim, even if I
did give you $11,166. For $9,827 of money in 1880 will
have the same purchasing power that $11,166 had in
1876. Neither you nor I had the power to control the
change in the purchasing power of money between 1876
and 1880 ; and so neither of us ought to suffer for it. If
you were obliged, as you would be under the present busi-
ness arrangements, to pay back $11,166 in 1880, you would
be giving me back more purchasing power than you re-
ceived (or about 113 “multiple units” instead of 100).

98. It must now have distinctly appeared that money
is mainly an instrument of exchange, a machine by which
goods are transferred in a way to suit the convenience of
those among whom the goods are distributed. It has been
devised to save us from the great inconveniences of barter.
Even when it serves as a common denominator of value,
it has no more use than a yardstick. On the other hand,
when money is used as a medium of exchange, an in-
crease in the quantity of money by which goods are
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exchanged does not in any way increase the quan-
tity of the things which are transferred by its
means. Money is a means of getting from one com-
modity to another; just as a railway-car is a means of
transportation from one place to another. It is absurd to
suppose that an increase of cars would increase the amount
of goods carried ; and so it is just as absurd to think that
an increase of money can increase the things which are
exchanged by its instrumentality. Money is like a stair-
way from one story to another ; it is a means to an end,
not the end itself. To increase the quantity of money by
which goods are exchanged is simply to offer more money
than before for the same goods; but he who sells the
goods for more money (that is, for higher prices) will
have to pay more for the goods he buys, and he is no
better off than when there was less money. If a milkman
counts each quart of milk he leaves at the house by one
notch cut in a stick, does it increase the number of quarts
of milk he gives, if he chooses to cut two notches in the
stick for each quart? In that case he merely uses two
notches to count where one served before, and that is all.
So, if I sell a bushel of wheat for two dollars instead of
one, and then give two dollars instead of one for a plow-
share, I am no better off than before. Before the increase
of money and the rise of prices, I sold the wheat for one
dollar, and with the one dollar bought the plowshare.
The wheat was equal in value to the plowshare in either
case. A man has no more purchasing power when prices
are high than when prices are low ; when prices are high,
he uses more money as ‘‘ counters,” in which are estimated
the value of his goods relatively to money, just as when
the milkman used two notches instead of one. There are
no more goods in existence, and no one is the richer, be-
cause prices are high. .
09. Some people say: “Well! a dollar is a dollar, and
you cannot make it anything else,” implying that what is
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named a “dollar” is always equally good because it is so
called. This is utterly fallacious. Suppose that we agreed
to call 23.22 grains of pure gold a “ dollar” (as is thegcase
now). On this supposition a bushel of wheat, for example

may !Je exchanged for this dollar, or 2z3.22 g,rains of Sld!
But, if the state were to take out twenty per cent c:dcié'r the;
gold and leave only 18.576 grains in the dollar, would the

wheat bear the same relative value to the 18.576 grains -

f‘hat it Slld to the 23.22 grains? Certainly not. If the
dollar " is lowered in value, it is implied, as we have see

that the wheat has risen in value. 'l‘he,n of course thn’

dollar has not remained the same. :& dollar is’onl?f

a name f:_ar a given quantity of gold or silver; and, since
gold or silver can change in value, certainly thv.; doll;r can

To be sure, a man who had a debt to pay might like tc;
have the dollar lowered: for then his goods would sell for
more of the cheapened units, and these cheapened units
may be as good as the old ones as a legal payment for his

debt. In this way he could relieve himself from payi
thfe t:ull amount of his debt without violating the Iawp YBILllgt
this is nothing more than to attempt to steal—to che.at the
man who _]oaned him the means, which he made a promise
to.rep.ay in full No condemnation can be too severe for
this kind of monetary dishonesty. It is bad policy, too
for the next time such a man wishes to borrow, he wil,l not,
get a loan so easily. Any business-man who Iiails to meet
his engagements will be distrusted by the rest of the busi-
ness community.
mo::o.itHf;lii;)g noﬁw disc.uss_sed Phe nature and uses of
o a!);:i m‘s;n e ey:\lny to dlstmguzsh‘ between wealth, capi-
sa, o ney. Many persons, without thinking, might
Yy that capital was the money a person had, or that hi
money was his capital or his wealth, : ;

i e These ideas are

i We can return to our diagram in section
we.alth m:lfa A.represents by its area wealth ; that part of
which is used in the production of other wealth is

bt b e e NN i S P
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capital, and is represented by the area of circle B. Now
gold and silver have value, and are included in the wealth
of a country, but not all money is used in exchanging
goods to be employed for the production of other wealth.
If so, then that part of money can not

be called capital. It is wealth, but

not capital. If the area of circle C

- represents the amount of money in

a country, part of it lies within and

part of it without circle B. That is,
some money is capital, and some is
not. When you take a gold dollar
and offer it for a pair of kid gloves,
which are purely a luxury, and the use of which does not
aid in making anything else, the money is not used as
capital. But, if a gold dollar is exchanged for a hammer
to be used in building a house, it is capital.

The distinction between money and wealth is thus well
explained by Mill : “ Money as money satisfies no want;
its worth to any one consists in its being a convenient
shape in which to receive his incomings of all sorts, which
incomings he afterward, at the times which suit him best,
converts into the forms in which they can be useful to
him. The difference between a country with money and
a country altogether without it would be only one of con-
venience ; a saving of time and trouble, like grinding by
water instead of by hand, or (to use Adam Smith’s illus-
tration) like the benefit derived from roads ; and to mis-
take money for wealth is the same sort of error as to mis-
take the highway which may be the easiest way of get-
ting to your house or lands for the house and lands them-
selves.” *

101. Exercises.—i1. If you want to put a nail through
a board, you use a hammer to drive it in. If you have a
telescope, and want to exchange it for other things, one of

* « Principles of Political Economy,” vol. i, p. 23.
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which is a book, what tool do you use to perform the

operation? Could you do it very easily without some tool
of exchange ?

2. By the use of money how could you determine how
mruch more valuable the telescope was than the book?
What term would you apply to this use of money ?

3 If gold were to become as cheap as copper, would
it be as well fitted for money as now? Why not use peb-
bles for money ? e

4. ‘It is said that money is a labor-saving machine
Explain in what manner money saves labor. (Consider
the waste of time in barter.)

R If thc:re were no money, how would a man who
made only rivets for pen-knives get along?

4 6. If twlo things have the same price, do they have
e same value ? What is the differe 1
ence betw
£ etween price and
- 7; Would you take a French as readily as an American
coin Should you know how much gold was in the French
coin, or how many dollars it was equal to?
advantage to have our own coins ?

8. If money falls in value, wh: : :
prices ? » what effect is produced on

Is it of any

h'g. Why is it unjust to agree to pay a debt in money
which does not fall due for very many years? If the same

mount Of mon ’ t b I
Wf:d 15 1 1
a one ”la was OITO p ld 'baC]\J 15 No

: lho. Does changing bullion into coin increase the wealth
o :1 € country? }Vas the bullion wealth before it was
made into l'Olll-'ld disks, called coin? Is the wealth greater
because there is more coined money in use ?

11. When have there been great o
chang
of gold or silver? ; el
molz. If in 1870 I agreed to pay $r1,000 in 1880 for
g ?ey I borrowed, and if the “multiple unit” in 1870
ould be bought for $125, how many “ units” should I

P
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pay back in 18802 If in 1880 the‘unlit c.ou_ld be tbo:%ht
for $110, how much money ought I in jusu;:s: to 1:0.2{;;1‘1rdem~

13. If payment of debts were excluded m?'n (;,Oad i
tion, would it make a difference whether '“i, s
or less money in our country ? Would the hig t.rb i
prices, if general, make a dil’fere:nce to any one u‘I g
ors and creditors? If the multlple. standard were 1n use,
need we care much about the quantity of mone?r?

14. Is a carriage capital? Is t}me money pzudh to a]ic;:
liceman by the city capital ? ConSldEil‘ whether tle poolne
man is a productive laborer (see section 532. I?s the money
paid to a molder in a fouudry. ca]?ltal? Why ? i

5. Name some article which 1slw<_aalth, but not capital.
Mention some use of money when it is not capital.

CHAPTER XL
HOME AND FOREIGN TRADE,

102. To any one looking over a great city during work-
ing hours, the confusion of noises and movement of people
indicate a variety of occupations which, regarded as a
whole, seem like an incoherent jumble, without method or
purpose. Chimneys are smoking, machinery is rattling,
wagons going in opposite directions are crowding the
streets, and people swarm the footways. The complexity

of business affairs seems hopelessly intricate, and we might
possibly think that what we see is merely the result of
chance. Every person is expected to choose an occupa-
tion, and in one way or another take some part in this
bustle of work or production. In short, all this marvelous
world of trade exists to satisfy human wants. It is
the result of efforts to get those things which satisfy our

desires. And it is this seemingly complex organization of

the business world which we are now to study. It is com-
plex, because man has summoned to aid him in this strug-
gle for wealth all the resources of invention, all the ac-
cumulated skill of centuries, and all the results of civili-
zation. This is also the reason why it is of such great
interest. Ships, railways, warehouses, carts, express-wag-
Ons, stores, and their thousands and millions of labor-
€rs are doing the work of exchanging goods. It is not
sufficient simply to produce in Vermont what a-man wants
I Texas. That must be carried to him and something
($39]




