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CHAPTER I.: THE BEGINNING

OF MONEY.





IT may be well to explain at the

outset what is meant to be conveyed by the phrase "the natural law of

money." While it is true that money is a product of man's labor, and that

it derives all its usefulness from the actions of men, it was not planned and

brought into existence with an intelligent prevision of its nature and

workings. It would be more correct to say that it came into use because it

possessed inherent properties which fitted it for certain services, and that

men appropriated it when they felt the need of the services. This they did individually,

without any concert of action, for money was circulating everywhere in the

world before men even thought of making laws for its regulation. When an

individual uses money, he is governed in what he does with it purely by his own

interests, and he does not concern himself about what becomes of it after it

passes out of his possession; thus it circulates indefinitely, impelled always

by the motives and interests of individuals acting independently of each other;

yet it is found to move and perform its functions with the regularity of a

natural law.




The material of which money is

composed may be almost any product of man's labor; it becomes money only when

it is used as the common medium of exchange. Before the appearance of money in

the world, exchanges of commodities were made in a very crude way. If a man had

a dog that he wanted to exchange for a sheep, he could not make the exchange

until he found some one who had a sheep and wanted a dog. But in the course of

time man discovered that, among the commodities produced by him, there was

always some one commodity in more general use and demand than others, and this

he seized upon as his medium of exchange,—it became his money. Having done

this, he was no longer obliged to wait until he found some one who had the

particular commodity he wanted, and who also wanted his commodity; he stood

ready to accept the commodity in general demand, because he could more readily

exchange it for the commodity he wanted, and so, by a double turn, could save

time and better accomplish his purpose.




This first way of making

exchanges has been named barter, and the second, trade.




Here we see how money first came

into use in the world. A great variety of articles has been appropriated for

use as money at one time or another. We cannot mark the dates in history when

these various commodities came to be used, as it was not the age, but the stage

of development of the particular country, that created the need for them. We

may find in the world to-day among primitive communities the crudest kinds of

money that have ever been used. Step by step, and keeping even pace with

increasing knowledge, have man's wants multiplied, and his implements for

supplying those wants improved. He did not need money while he was hunting with

his dog in the primeval forest, and living upon edibles already in existence;

nor did he need it when he began to herd animals and to till the soil. Living

in tribal isolation, and having no other bond of sympathy with his fellow-man

than kinship, it was not until he was impelled by his necessities to exchange

commodities with other tribes that he began to use money.




We can hardly overestimate the

importance of money as a civilizing agent in the world; there can be no trade

or commerce without it; man must have it, or go back to barbarism. By employing

one of his commodities as a medium of exchange, he made a big stride forward; a

new era was begun. His small beginnings were the seeds of the industrial

progress we see around us. Impelled by want, producer meets producer, each

having what the other needs for his own use or for the use of the tribal

family; an exchange takes place, which is barter; and this form of traffic goes

on increasingly until the need is felt for a medium of exchange; when that

medium is found, man has become a trader. He has discovered that there is

profit in these exchanges, and he no longer confines his trading to his

immediate wants, but trades for profit as well. Every want that he satisfies

stimulates into being other wants, and so his trading goes on increasing and

extending. He has found in profit a new incentive to industry, a spur to

continued exertion. But to succeed in his new occupation he must live in peace;

his strength must not be wasted in the petty, but deadly, warfare he has hitherto

carried on with neighboring tribes; he endeavors therefore to keep on good

terms with them. He has already begun to add other ties to the bond of

blood-relationship,—ties of self-interest, which grow gradually into

friendship, into the merging of tribe with tribe, into a large political

community, and finally into a nation.




We see from what has been said

that man had no preconception of money: he felt the want of something, and the

thing was ready to his hand,—a product of his own creating, but made for other

uses. He appropriated it to supply the want, and so long as it was employed in

that capacity, he called it "money."




In this brief outlining of the

way in which money came into use, some things are to be especially noted and

kept in mind. We have seen that money is a product of man's labor,—a commodity,

and that it is not any one specific thing, but may be almost anything, and is

money only by reason of its fitness at the time for the service to be

performed. In any given community there is a limit to the number of articles

produced, and in earlier times this limit was very much narrower than now; but

however limited the number of commodities may be, there are always one or two

that supply the money-want more efficiently than others. Now, as almost any commodity

may be used as money, such a thing as a lack of it is not possible so long as

man continues to be a producer of commodities, although he may by false

legislation corrupt his money or throw restrictions around it, and thus lessen

its efficiency; all over the world there have been examples of such false

legislation whenever governments conceived it to be their function to regulate

the value of money.




Money fluctuates in value in

sympathy with supply and demand, as all other commodities do. As all values are

relative, the only way to decide whether money has risen or fallen is to

compare it with other commodities, and if the comparison covers several years,

the result will be all the more accurate. If it is found that nearly all the

staple commodities can be bought with less money than formerly, we may be sure

that money has risen in value; if more is required, then it has fallen.




After adopting a commodity into

use as money, man begins to lose sight of its fluctuations in value; these

fluctuations appear to him to be altogether in the commodities that he buys; he

looks upon money as stationary, and regards it as a fixed standard by which he

can measure the value of other commodities. Money is a definite measure, but

not a fixed measure, like a yard-stick. There can be no fixed measure for

values. As all values are relative, it is only by comparing the price of one

commodity with that of another that we get any idea of value; hence, to regard

money as a fixed, and not as a fluctuating measure, produces the same kind of

misconception that one would have of the solar system who regarded the earth as

stationary. Until such delusions are dispelled, the one individual can no more

understand the law of money than the other can realize the fact of the earth's

orbit.




Since there can be no fixed

measure for values, obviously it becomes of essential importance that the

commodity selected for use as money should fluctuate as little as possible. The

colonists of Virginia used tobacco as money until after the Revolution; there

was always a ready sale for it, therefore people took it freely in exchange for

other commodities; it was easily exchangeable for money or commodities in

foreign as well as in the home markets. Wampum was used as money by the

colonists of Massachusetts, not only in trading with the Indians, but for a

short time among themselves, though only for limited amounts; it was the money

of the Indians, and had no value to the colonist except as he might use it in

trading with them, so it soon went out of use. As tobacco had intrinsic value

and was readily exchangeable, it continued for a long time to be used as a

medium of exchange; but as it was cumbersome and unsteady in price, it too went

out of use. The commodity employed as money does not go out of use until it is

superseded by one of superior qualifications for the service. This is the

natural law that governs the change from one kind of money to another.




The fact that the Virginia

colonist used tobacco as money was no indication of the stage of civilization

he had reached; he merely used it to bridge over a period of scarcity of his

own money,—which was silver, though gold was also in use in Virginia. His

experience proves that if in our own case all our gold and silver were driven

from the country, we should not be without money, though our new money would

not have the efficiency of the old; we should have taken a step backward; while

we would doubtless show great ingenuity in selecting new commodities for use as

money, we should be in the position of a nation that had thrown away its

improved tools and implements to take up those already cast aside. We might

then accept the proposition of the Farmers' Alliance, and issue certificates

against cattle, wheat, and corn, to be used as money. With the introduction of

this money would come a new occupation, but an occupation without produc

tiveness. Some of us would be detailed to go out and watch our new money, to

see that the grain was not spoiling in the barns, and that pleuro-pneumonia had

not got among the cattle. Our government might adopt excellent devices for the

protection of this new money, but it could not prevent the sense of insecurity

which pertains to a money of defective character. Should we adopt the Farmers'

Alliance plan, it would not be the first time that cattle had done service as

money. History records that this was the first form of money used in the world.




Wherever the metals came into use

as money, they soon supplanted all perishable and clumsy commodities, being

particularly adapted to such use, in which nearly all of them have done service

at one time or another. They have great durability, being almost

indestructible; they can be divided into convenient-sized pieces for handling

and for the pocket, and can be run back into bars, if desired, without loss of

value. The final test of coined money is that it shall be worth as much when

run into bars as when it is in coin. If it will stand that test, it is

world-money,—and all coined money should stand it. Coin in constant circulation

loses value by abrasion, but this does not alter the rule; the loss from wear

must be made good in return for the service rendered, or the coin will become

discredited money. There is but one exception to the otherwise inflexible rule

that coin shall possess full intrinsic value, and that is as to the small coin

used for change; this is purposely made light in order to keep it at home. In

speaking of coin, or money, this change-money or token-money, will not be again

referred to, unless specifically mentioned.




We have seen that wherever

metallic money came into use, it displaced all the cruder forms of money. But

the line of advance did not end there. One metal displaced another, the

incoming one always having greater efficiency than the outgoing one. Copper was

the money of Rome in her earlier days, and is the legal money of China to-day.

If we could know all the forms of money in the world, we should doubtless find

that the baser metals are still in use in some places. The order of progress is

that each in turn shall drop out of use as money, and be put to other uses for

which it is better fitted. The ever-increasing demand for more things and

better things, calls for better implements and more and more intelligent

methods of workmanship. The forces that control this movement are beyond our

reach, as we shall do well to recognize, and so bring our feeble attempts at

monetary legislation into harmony with them, instead of struggling to overcome

them. If silver is now going out of use as money, in the natural way, we must

let it go; we cannot stay it, and the attempt to do so can only involve us in

trouble. If, when iron was in use as money, man had piled it away in vaults—as

we have done with silver—and had kept it out of other uses, is it not plain

that his action would have retarded the progress of civilization?




In the development of a money

adapted to the wants of man, silver and gold have come to be the money metals

of the most advanced nations. The superior efficiency of these metals has been

established by ages of use, but their qualifications are different. In the

earlier stages of mercantile enterprise, silver sufficed for all the

requirements of trade, but it proved inadequate to the demands and exigencies

of that larger and more complex trade which we call commerce. Gold met these

requirements more effectively, and it has become the money of commerce. The

monetary similarity of silver and gold prevents the rapid displacement of the

one metal by the other, while their monetary differences make both the metals useful

at the same time in one country; so that we find silver retained in use by

nations like England and Germany, though gold is the monetary standard. Indeed,

it is hard to see how any nation could altogether discontinue the use of silver

as money.




Gold has always been more

valuable than silver, hence less time is required to weigh or to count a given

amount in gold, and when money has to be transported from one place to another,

the carriage of gold costs less. It is because of such nice differences as these

that the changes from one money to another have taken place, man always seizing

upon the agency that will most effectually serve his purpose and supply his

need. Without gold, it would now be hardly possible to transact the volume of

business that is done in the world. To be compelled to use only silver money

would be a check upon enterprise and a burden to commerce.




If a nation that had reached the

gold stage of industrial development should adopt the single silver standard,

it would surely be at a disadvantage in its commercial transactions with

gold-standard nations. Silver is not only more cumbersome than gold, but has

always been more fluctuating—of late years much more so than formerly. If we

should adopt the single silver standard, it would put us on the monetary basis

of Mexico and Russia; with these nations we should be at no disadvantage in our

commercial intercourse, but with such nations as England, France and Germany we

should be at great disadvantage. In their dealings with us, they would charge

us for the risk they incurred in accepting a less stable money than their own;

this charge would be added to the cost of goods imported, and deducted from the

price of goods exported by us. It would not only increase the cost of our

imports and reduce the price of our exports, but it would also reduce the price

at home of all those commodities of which we produce a surplus; our entire

products of cotton and of wheat, for example, would be measurably lowered in

price. Everybody knows that when the price of wheat goes up or down abroad, it

correspondingly rises or falls at home, for the price at home is governed by

the price that we can get for the surplus that goes abroad. The risk from

fluctuations of our silver money would be as constantly present in all

commercial transactions with gold-money countries as is the risk of the

sea-carriage, and would have to be insured against in the same manner, with the

difference only that in the case of the sea-risk the cost is borne equally by

the buyer and the seller, whereas in the case of our fluctuating money the cost

would fall entirely upon us.




In order to render to man the

highest service of which it is capable, metallic money must have intrinsic

value, stability, and elasticity.




The fundamental requisite of metallic

money is that it shall have full intrinsic value. From the beginning of money,

through all its forms down to the introduction of paper-money, this rule has

governed inflexibly at all times, except when abrogated or interfered with by

rulers and law-makers. The term "intrinsic value," as here used,

means that a coin contains its full denominational worth of precious metal; in

other words, that its nominal and its actual exchangeable values are the same.

If coin contains its full complement of precious metal when issued from the

mint, and if its free circulation be not thereafter interfered with, it will

have intrinsic value, which, combined with freedom of circulation, will give it

stability and elasticity.




The stability of coin must rest

upon the value of the bullion it contains, as then it will fluctuate only with

the fluctuations of the bullion market, which is the highest degree of

steadiness it can possibly acquire. It will then gain access to the marts of

the world, and this wide range of circuit will enhance its

"elasticity," which term is used to express the readiness with which

money responds to the demands upon it. The importance of this quality in money

will be treated in more detail when we come to speak of paper-money.




It is obvious that the larger,

broader, and more open the market for any commodity, the more steady will be

the price of that commodity. These are marked characteristics of the bullion

market; consequently, to give to coin all the elements of efficiency it can

possess, it is only necessary to start it into circulation with its full weight

and fineness of precious metal, and let it go where it will. Here we have the

natural law of metallic money in all its simplicity; the complexities are of

our own making.




The miner of California in 1849

made his purchases with gold dust, weighing it in scales. It was thus,

doubtless, that the metals were measured when they first came into use as

money. In coining money for the people, our government performs a very

important service; the bullion is minted in convenient forms for handling and

for expressing value, thus dispensing with scales and saving time; but the

service rendered has a still higher significance. The stamp of the government

is a sufficient assurance that the coin contains the required amount of the

precious metal: if coining were left to individuals, there would arise doubt on

that score that would greatly lessen the efficiency of the money. If money is

to be efficient, there must be no uncertainty as to its quality, for the questioning

doubt will limit its usefulness. A sense of security gives mobility to money,

and the lack of that sense cripples it. No intelligent community was ever

deceived by debased money; nor has there ever been a community so ignorant that

it would not in course of time discover the deception. Emerson has said that

not even a tree is so stupid but that if the earth is taken from its roots, it

will find it out.




Following this line of thought,

we perceive that it was the questioning doubt that led to the coinage of

metals; for, as the operation of assaying is both difficult and tedious, it

would become necessary, in order to facilitate exchanges, that the operation

should be performed and verified by an unquestioned authority; and this work

the people would naturally require their government to do for them. We know

that it was the fineness, not the weight, of the metal that was stamped on the

first rude coins, the people weighing them for themselves in making their

exchanges. The next improvement in coinage was to stamp the weight on the

coins, and these pieces were designated by their weight. The Roman

"pondo" was a pound of copper, the English "pound" a pound

of silver, and the English "penny" a pennyweight of silver. Money

passed from hand to hand by tale; but when a large sum was to be transferred,

it was weighed, because that could be done more easily and accurately. The

practice of weighing large amounts of coin still prevails.




The next step in coinage was a

step backward. The coinage came to be known as "king's money"; it

bore the effigy of the sovereign; and the pieces were more artistically minted;

but they were given names that had no reference to their weight or fineness.

This irrelevant naming was misleading, and people soon lost sight of money as a

commodity, and came to regard the stamp and denomination as its valuable part.

The superstitious awe in which kings were then held made it but a short step

from the belief that a king's touch would cure disease, to the belief that his

effigy and superscription gave value to the coin. By this last change in coin,

which obliterated the meaning of money, the people lost control of their

coinage,—that control had passed into the hands of the kings. Let us see what

they did with it.




It may be stated as an axiom that,

down to modern times, kings have been lavish and wasteful in their

expenditures, and that, with few exceptions, they have been governed altogether

by cupidity in their dealings with their subjects; these were kept in a

constant conflict with their rulers to retain in rightful possession the

product of their toil and labor; the one power that should have protected them

in that right, was the power they dreaded most. The long conflict developed

into a struggle for political supremacy, and while it went on, the

wealth-producing capacity of the people was maintained or diminished in

proportion as the contest went in their favor or against them. When resistance

to the demand of the ruler ceased altogether, the people sank into poverty and

serfdom; when this resistance was successful, the people rose to affluence and

political independence. The people of England, after a long monetary struggle

with their kings, succeeded in appropriating to themselves exclusive control of

the revenues and expenditures of the kingdom; the coining of money continued to

be a prerogative of the king, but gradually it came under the direction, and

finally under the absolute control, of Parliament.




A common and favorite method

adopted by rulers to raise money was to abstract from the coinage a portion of

its precious metal, and to substitute therefor a cheaper metal; when resistance

was made to receiving such money, its circulation was enforced by mandate. This

doubtless seemed to the rulers a ready road to wealth, but nothing could have

been more destructive of the prosperity of their people, or of their own

prosperity. A debased coinage seems to have entered into the experience of

every civilized nation at some period of its history. Among the Romans, the

pondo decreased to a half ounce of copper, in England the pound sterling to

less than one-third of a pound of silver, and some coins in Scotland were

reduced to less than one-sixtieth of their normal value. That the rulers have

been chiefly responsible for this debasement will be seen when we come to

consider the Gresham law.




There is an interesting chapter

in Macaulay's History of England which describes how the clipping and sweating

of coin gradually so lowered the standard of money as to bring great distress

upon the nation. This was in the time of William III.; the vigorous and

intelligent action of Parliament corrected the evil; no less a personage than

Sir Isaac Newton was appointed Warden of the Mint, while the famous philosopher

John Locke expounded his theory of money.




We have long ceased to regard the

king's person as more sacred than that of a subject; nevertheless, a remnant of

that old superstitious belief in the potency of sovereignty found its way to

the New World, and is here with us still, to tangle our thoughts and blur our

perceptions.




CHAPTER II.: BI-METALLISM AND MONO-METALLISM.




IN calling our silver and gold

coins by the same name, "dollar," and in trying to hold them at an

equal value under a fixed ratio, is there not evidence of a lingering belief

that the power of sovereignty can regulate the value of coin? And is not the

effort to enforce the circulation of the two coins at equivalent value a

survival of the king's mandate in modified form? Have we not overlooked the

fact that silver and gold are commodities, the values of which are regulated

only in one way, and by the same rule that regulates the value of other

commodities—by letting them find in open market what that value is? They are

not alike, not even in their money functions. They are both metals, to be sure,

as wheat and barley are both cereals: what more cogent reason is there for

making silver and gold an equivalent tender than for making wheat and barley an

equivalent tender? Is it not evident that we have inherited from the past a

vague notion that we can, in some mystic manner, regulate the value of our

metallic money? If a legislative enactment could confer that power, similar

legislation would enable us to regulate the value of all our commodities.
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