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FOREWORD

One of the fascinating things about this book is the way it connects money to important historical events that you may never have imagined having anything to do with it. Even if you knew that various Roman emperors bankrolled their lifestyles by debasing their currencies, you likely never appreciated just how bound up the collapse of the Roman Empire was with currency debasement. And who knew that Charles Darwin lost a fortune speculating in railway stocks, and that his theory of evolution sprang in part from his interest in economics? David McWilliams has written not just a history of innovations in money and finance. He’s created a persuasive new argument for that history’s importance.

The gist of his argument is this: where money – and financial innovation – is present, all sorts of valuable stuff occurs that doesn’t occur where money – and financial innovation – is absent. Foreign trade is an obvious example, but there are many less obvious ones. The history of financial innovation maps pretty neatly onto the history of art, for instance – at least as art history is conventionally understood. Every traveller who has made a pilgrimage to the shrines of Western civilisation – ancient Greece, Renaissance Florence, seventeenth-century Holland – has, into the bargain, without knowing it, toured the history of financial innovation. Every great art boom appears to have been triggered by the invention of some version of the credit default swap.

McWilliams’ sketches of financial innovators are another source of delight here. There seems to be some fixed rule that the men – and it seems to invariably have been men – who engage in financial innovation are precisely those you hope your daughter never meets. Johannes Gutenberg, Pope Pius II, John Law – McWilliams’ narrative is a relay race run by cheaters who pass the baton to scoundrels who then hand it off to swindlers. The money team has a unique talent for earning other people’s trust to do new things with their money.

Trust naturally becomes a central theme in these pages. The various inventions in money and finance – coins, balance sheets, double-entry accounting, reserve currencies, paper money, central banks, mortgages and so on – are each an expression of a species of trust that appears to have the ability to survive no matter how badly it is abused. At the same moment that the Dutch created their famous tulip bubble, for example, they also invented the perpetual bond – a loan that is never repaid. ‘Can you imagine,’ asks McWilliams, ‘how much trust in money there must be in a society for people to finance a loan that they know is never actually going to be repaid and yet consider this to be a prudent form of saving?’ It’s as if we’ve all tacitly agreed that financial trust, even if it will often be betrayed, is too valuable to abandon.

Cryptocurrencies are obviously the latest twist to this tale. Born of mistrust of governments and banks, they have ended up replicating the same sort of need for trust, and violating that trust in all the usual ways. McWilliams sees what’s happening right now in the history of money as a war for the right to be trusted. ‘A major battle in the years to come,’ he writes, ‘will be between private money issued by private entities and public money issued by the organs of the state in the name of the citizen.’ Whatever the future holds, McWilliams is worth trusting on the subject. Someone needs to be.

Michael Lewis, May 2024






INTRODUCTION


Money falling from the sky

Imagine money falling from the sky. Would you slip a tenner into your pocket before you told anyone? Chances are, most of us would trouser a few notes rather than inform the authorities.

This was the reaction Hitler was banking on when he planned to drop millions of pounds all over Britain at the height of the Second World War. Hitler understood what happens when money loses value. He lived through the hyperinflation of the Weimar Republic and was aware that money is a weapon like no other. Money can destabilise a country, a view he shared with his ideological enemy Vladimir Lenin, who observed that the easiest way to undermine a society is to ‘debauch its currency’.

In an interview with the Daily Chronicle in London published on 23 April 1919, Lenin is reported to have said that he had a plan to annihilate the power of money in order to destroy what remained of the old Russian state following the October Revolution of 1917:


Hundreds of thousands of rouble notes are being issued daily by our treasury… with the deliberate intention of destroying the value of money… The simplest way to exterminate the very spirit of capitalism is therefore to flood the country with notes of a high face-value without financial guarantees of any sort. Already the hundred-rouble note is almost valueless in Russia. Soon even the simplest peasant will realise that it is only a scrap of paper… and the great illusion of the value and power of money, on which the capitalist state is based, will have been destroyed.1



Hitler and Lenin may have been on opposite sides ideologically but they both understood the phenomenal power of money: undermine money and you undermine the fabric of society. The plan for the Luftwaffe to drop millions of banknotes over Britain was top secret, only known by a few senior Nazis. While some honest subjects of the king might go to the authorities, Hitler worked on the basis that most British folk would stuff a few notes under the mattress. He would enlist the people Napoleon famously dismissed as a money-obsessed ‘nation of shopkeepers’ against themselves. By bringing this counterfeit money into circulation all over the country, inflation would rip through the system, particularly as so much of Britain’s economic resources was directed at the war effort. Only a small amount of consumer goods and essentials were being traded, and therefore prices would be volatile. In such conditions of privation, the cascade of new money would drive British prices skywards, triggering panic. Hitler hoped that the previously quiet and obedient British would experience a fire in the theatre moment. They’d freak out and the ensuing chaos would upend their Blitz spirit, compromising the war effort.

In July 1942, Hitler’s new weapon cranked into production. It was to be the greatest forgery the world had ever seen. A telegram was sent to the commandants of concentration camps calling for printers, engravers, artists, colourists, typesetters, paper experts and former bank officials. The operation also needed mathematicians and code breakers to decipher sterling’s numbering sequence. A most desperate cohort of traumatised, emaciated men limped into Sachsenhausen from camps all over the Third Reich. These 142 souls were tasked with breaking the Bank of England.

The concentration camp forgers printed £132,610,945 of fake sterling notes, equal to about £7.5 billion in today’s money.2 Dropping these notes over Britain would require squadrons of German bombers that were available to Hitler when the plan was hatched in May 1942, but by the time the forged notes were ready in 1943, the war situation had changed.3 Germany was losing on the battlefield, the Luftwaffe’s resources were stretched in Russia and the war effort couldn’t spare the planes to handle the mass air drop.

Unlike Hitler, who was not in control of the Bank of England, Lenin was able to activate the official Russian mint to achieve the chaos he desired. Both men had similar aims: they wanted, as Lenin said, to shatter ‘the great illusion of the value and power of money’. Both dictators, two demonic observers of psychology, understood human frailty, crowd dynamics and the depths to which people can descend.

Money can be more powerful than religion, ideology or armies. Mess with money and you mess with far more than the price system, inflation and economics – you mess with people’s heads. The story of Hitler’s forgery illuminates the power of money.





Economists’ blind spot

The global discussion about money has been hijacked by my tribe. Like high priests of a new religion, we economists took it upon ourselves to explain the mysteries of money to the people. My career as a monetary economist began in the Central Bank of Ireland, the very tabernacle where money is magicked up out of thin air. In a similar way to a Catholic priest turning the host into the body of Christ in Holy Communion, central bankers take worthless paper and turn it into money. As miracles go, it’s an impressive one. We all believe in it, and therefore it must be real. But is it real? In fact, money is abstract and is only given value as long as the rest of us (or enough of the rest of us) believe in it. Money, like faith, is a product of the human imagination.

From the central bank I moved to investment banking, where that money magicked up by the central bank is supercharged into another form of money, an incendiary promise that we call credit. Between them, central banks and commercial banks run the world of money, controlling how much money is out there, who gets it and at what price. These institutions are key to the mechanical story of money and can explain how it is pumped around the economy. Economists can tell you what to do if there is too much of it or too little. But understanding the plumbing – how money flows around the economic system – does not capture the interesting part of the story. A plumber might understand how water flows through the pipes but may not be able to explain why water is essential for life. The most exciting aspect of money is what it does to us: how it changes us, what it enables us to do, and how it brings out our deepest urges – some good, some appalling. Despite being a fully paid-up member of the economist tribe for many years, I’ve concluded that most economists do not really understand money.

Economists take the fun out of money. A highly emotional substance, money can be transgressive, sexy, dangerous, mind-altering. Money is power, it is domination but it can also be liberation. Money buys independence. Money motivates us and releases human energy, and what we do with the energy once we have it is up to us. Some want to spread the possibilities of money around, others want to hoard it for themselves. Money doesn’t impose on human morals; it amplifies them. If a person believes greed is good, they will behave accordingly with money. If they believe in equality and human rights, they may use money to achieve these objectives. The point is that we imagine money into being, money changes as we change, and money changes us.

Today, whether we like it or not, our entire world revolves around this strange, invented notion that Lenin described as the ‘great illusion’. Introduced thousands of years ago, money is at the centre of modern culture – a universal language understood by rich investors living in high-tech Silicon Valley and struggling rickshaw drivers in Old Delhi. People living thousands of miles apart, who don’t understand each other’s language or customs, understand money and speak to each other through it. Money is a force that dictates the flow of people, goods and ideas around the globe. Our efforts and talents are assessed by it; so too is the future. As we will see, one of the earliest characteristics of money was putting today’s price on tomorrow. What is the rate of interest other than the price of time, expressed by money? When you take out a thirty-year mortgage, although you don’t necessarily stop to think about it, you are painting a picture of what your circumstances might be in thirty years’ time. In fact, you are imagining your future through money.

Money defines the relationship between worker and employer, buyer and seller, merchant and producer. But not only that: it also defines the bond between the governed and the governor, the state and the citizen. Money unlocks pleasure, puts a price on desire, art and creativity. It motivates us to strive, achieve, invent and take risks. Money also brings out humanity’s darker side, invoking greed, envy, hatred, violence and, of course, colonialism, which was so often driven by the prospect of vast financial gain. Money is complex because humans are complex.




A magic tool

Money is an ingenious technology that humans invented to help us negotiate an increasingly complex and interrelated world. Imagining money as a tool or a technology is not how we usually think about it. It’s not that we don’t think about money; we do, and probably more than we’d like to. We need money to live and, because of this urgency, we rarely have the luxury of thinking about money in any other way. If you don’t have enough cash, you worry about how you might get more. If you have loads of it, you worry about making sure you don’t lose it. Most of us would like a bit more money, and if we could figure out an easy way of getting it, we’d probably go for that option. Money buys freedom: the essential promise which makes it so attractive is that, armed with money, you can change your world by gaining more control over your life.

Given money’s central role in our lives, we rarely think more conceptually about it. We don’t stop to ask ourselves relatively simple questions such as: What is money? Where does it come from? Can it run out? Can we generate more of it? Maybe this absence of conceptual questioning is a measure of the true success of money. As long as it’s flowing, making the world go round, we are happy for money to exist without going into the details of how it came to be.

In the past, when trying to explain how our ancestors developed, we have often focused on a source of energy or a physical technology that aided their progress – for example, the invention of the wheel, the discovery of coal or the arrival of the plough. But what about the social technologies that helped organise us in pursuit of common goals by enhancing co-operation? One of these tools was language, which humans had developed over tens of thousands of years to communicate with each other in a more sophisticated, precise and collaborative fashion. However, it was with the advent of agriculture a few thousand years ago that social co-operation really took off. No longer hanging out with just family and extended kin, humans started to live in much larger permanent settlements alongside strangers.

Each of us has heard the mantra that money is the root of all evil, yet money is also an instrument of peace. Rather than kill their neighbours for food and property, the newly sedentary farming societies learned to trade using money. Money provided an alternative to, as opposed to a reason for, war. When we can exchange with each other and with different tribes at negotiated prices, why bother fighting?

Trade allowed an element of more peaceful co-existence between peoples, even complete strangers from different regions and cultures. We didn’t just exchange goods, but we traded and adopted ideas, norms and innovations. From the establishment of agriculture, humanity was set on a course of development that would eventually lead to towns, nations and empires with centralised power structures and social hierarchies. As hunter-gatherers we had been locked in a battle with Mother Nature, but as humans started to colonise the land, we generated food surpluses that could be taxed by the state. We came up with writing, geometry, astronomy, numbers, mathematics, philosophy, architecture and political theory – all the utensils we associate with something we call civilisation. The cogs of human civilisation turned with one technological advance after another: the domestication of animals; the cultivation and cross-cultivation of various plants; improved methods of food storage; the distribution and transport of goods via the sea. Money was one foundational technology, often overlooked, that underpinned and animated human flourishing.

The more complex our societies, the more engrained money became. Early civilisations that adopted money acquired a competitive advantage over others, leading to innovations that radically changed the story of modern humanity. We will see that money is a disruptive technology, and that new forms of money continuously up-end old systems in an ongoing mon-etary evolution that triggers economic, social and political evolution in a feedback loop.




Plutophytes

Over the past 5,000 years, money has profoundly altered humanity and our relationships with each other and with the rest of the planet. It is arguably the defining technology of Homo sapiens. We have co-evolved with money: we have shaped money, but money has also shaped us. Anthropologists often refer to humans as a ‘pyrophyte’ species, one that is shaped by fire.4 The thread linking the observations in this book is that in the course of the last five millennia we have become – and apologies to the linguistic purists as I made this word up – a plutophyte species, meaning a species that has adapted to and been adapted by money. For 400,000 years, the technology that most influenced human development was fire; the contention of this book is that the crucial technology shaping humanity in the last 5,000 years has been money. We were a pyrophyte species but we have gradually become a plutophyte species. This book is about the relationship between a curious ape and a wondrous technology.

Unlike other technologies, money is ephemeral. It resides in our heads, representing value, but it is intrinsically valueless. For money to work, a leap of mental abstraction is required. Counterintuitively, money is valuable not when it is scarce but when it is abundant. In this sense, money resembles another wondrous human technology: language. Both money and language are crowd phenomena. Like language, the more people who use money, the more valuable it becomes. In the same way as dialects are subsumed into larger, more useful languages, various forms of money, originally conceived to trade within small groups, are subsumed into larger, more useful and more adaptable forms of money, the most prominent of which is now the United States dollar.

The central property of money – that of representing universal value, understood and accepted by everyone – is one of the foundation stones of organised societies today. Money has proved to be one of the most seductive and enduring ideas of the past five millennia. Over time, all other ways of organising complex human societies – whether it be land-based feudal systems, aristocratic hierarchies or communist nirvanas – have ultimately been replaced by societies that are based around money.





From hunter-gatherer to data gatherer

You, dear reader, are about to embark on a romp with an economist who, it’s fair to say, has grown a bit sceptical of his own tribe’s ability to tell the story of money. We will look at many of the cultures that played a role in the development of money and observe how each one innovated with it. We will see that proficiency with money coincided with other innovative breakthroughs such as writing, numeracy, law, democracy and philosophy. This co-evolution prompts the question: was money the reason for other developments or did these other developments lead to the evolution of money? What was the chicken and what was the egg?

We will begin in Africa with the first archaeological evidence of counting, which may even have been rudimentary bookkeeping – not something we tend to associate with the Stone Age. From there, we move to early money in the urban settlements of Mesopotamia around 3500 BCE. We will see that Greek civilisation, with its notions of logic, democracy and philosophy, was underpinned by commerce and coinage, and that the great Roman Empire was built not just on conquest but on credit. Money usage declined in Europe during the early Middle Ages, along with some other cornerstones of classical civilisation. Having less money in circulation hindered progress. But money’s re-emergence in the eleventh century propelled western Europe towards Florentine advancement, ushering in the Renaissance and later the Reformation. We will observe money in the revolutionary age from the Dutch Republic of the sixteenth and early seventeenth centuries through to the eighteenth-century American and French revolutions. Money’s darker side is revealed by European colonisation when the interests of money were pitted against human dignity – and, lamentably, money won. We will examine the link between money, liberal thought and intellectual progress in the nineteenth century, moving from Darwin’s theories through to modernism and up to the present day.

We will see that each breakthrough in the application of money – such as the rate of interest, the introduction of coins, or the use of balance sheets – led to further innovations, one development acting as a launchpad for another. The stories in each chapter are necessarily selective, focusing on innovations in money that I believe help to explain the link between money and human progress, one following from the other and each nudging forward the story of civilisation. This is a book written in Dublin by a white, almost pink, Irishman. If it were written by somebody else, somewhere else, the stories would be different and equally valid. I hope you will find the stories I have chosen as lively and interesting to read as I found them to write.

Along the way we will meet Kushim, the first person whose name has survived in written form; Xenophon, the world’s first economist; the emperors Nero and Vespasian; and Jesus himself. We will swerve into the worlds of Dante, Fibonacci, Gutenberg and Peter the Great, and spend time with Jonathan Swift, Charles Talleyrand and Alexander Hamilton, before dropping in on Charles Darwin, Roger Casement, James Joyce and Judy Garland. Ahead of a date with cryptocurrency, we get to know the world’s greatest forger, join the chaos of the Fox News studios in New York the day Bear Stearns collapsed in 2008, and meet the people who now control global money.

In Greek mythology, Prometheus was punished by Zeus for giving humans fire, a technology so powerful that Zeus feared we would overwhelm the gods with it. The Greeks recognised that mastery of fire marked a profound shift in the relationship between humans and the rest of the planet. They imagined that humans were created from the four elements: earth, wind, fire and water. These forces shaped their universe. Around 5,000 years ago we invented another force, a fifth element: money. If fire was the Promethean force of the ancient world, money is the Promethean force of the modern world. The clever ape has shaped the world, for better or worse, in a way that I believe would have been impossible without money.

The story of money is the story of humanity itself.








PART 1: ANCIENT MONEY







1 MONEY IN THE BEGINNING



A Stone Age blockchain?

In the Royal Belgian Institute of Natural Sciences in Brussels lies the Ishango Bone, which dates back to around 18,000 BCE. It was discovered on the banks of the Congo in 1950, roughly a century after European colonists first became excited about the commercial possibilities opened up by the then largely uncharted river. Running through Central Africa, the Congo River was and still is the life blood of the region. It has acted as a trading superhighway for millennia.

The Ishango Bone is a baboon’s femur with a series of notches cut into it. Archaeologists are divided over the artefact’s purpose, but it is speculated that each notch indicates an amount owed by someone to someone else and that together they signify a trade or a set of credits and debits. Indentations in the bone may have been indicators that the trades were paid and therefore cancelled or that they were outstanding.1 If the Ishango Bone was indeed a commercial tallystick, its notches also represent the first known example of value, a highly sophisticated concept. Valuing is an exercise in abstract thinking, not least because what I value and the price I am willing to pay for something might be completely different to what you value and what you would be willing to pay for the same item.

To get over this, could our African ancestors have developed a rudimentary form of trade for which they needed accounting? As the human story begins in Africa, it should not surprise us if the story of money begins there too. Amid the conjecture, what we do know is that these Africans were counting. The Ishango Bone is an extremely early recording technology, and if these ancestors were counting in order to trade, it was human beings who were likely to have been the base currency. Slavery was money’s original sin.

In the standard account of the history of our species, humans roamed, settled and roamed again, before settling down around 5000 BCE in small communities that would come to be largely organised around money. But the Ishango Bone theory of early commerce suggests that our African ancestors may have been thinking about money much earlier than that. The people who notched the Ishango Bone were hunter-gatherers on the cusp of a new world. Central to their old Stone Age society was the technology that scared Zeus: fire.




Eve’s kitchen

Archaeologists, anthropologists, biologists and ancient historians have emphasised how much of our domestication as a species was dependent on fire. James C. Scott, the American anthropologist, goes further, calling us a fire-adjusted or ‘pyrophyte’ species.2 Our bodies changed as we adjusted to fire, our environment was changed by fire, and the animals we hunted and lived with were also altered by fire. Although still nomadic, the range of our hunting and gathering became tighter as we used fire to ensure that more and more nutrients were available with ever less effort.3

Humans have been using fire for over 400,000 years. Fire allowed us to settle in various camps throughout the seasons. We might have an image of the hunter-gatherer roaming aimlessly, foraging randomly, with little control over their environment, entirely at the whim of nature. It’s more reasonable to think of the hunter-gatherers as having an organisational system – you could call it an early economy. Not an economy with currencies, taxes and the like, but an economy in the sense of a social structure, with hierarchies that the tribe understood.

In the economy of the nomads, most of the earth was covered in thick, almost impenetrable forest. By rearranging this landscape, they could make daily life easier. Those hunter-gatherers observed that natural wildfires cleared huge swathes of forest, revealing the hiding places and nests of animals they could eat. They’d have noticed how, after the burning, vegetation changed quickly with fast-growing grasses replacing the dense woodland.4

The evolutionary impact of fire is hard to overstate. Fire meant we could cook. Food is energy, and increasing the variety of food you can eat means more energy. Before fire, humans had subsisted on raw animal and vegetable matter. Fire gave us a diet that was much easier to digest: cooking does much of the chewing and digestion for us, delivering more calories with less effort. Cooking also took on a social dimension as eating around the hearth anchored the tribe. We can visualise our ancestors gathering around the fire, cooking, chewing, chatting, warming themselves, flirting, exchanging gossip, gazing at the stars, imagining the universe and telling stories.

It’s not hard to envision the people who made the cave paintings 17,000 years ago at Lascaux, in modern-day France – which depict horses, deer and other local wild animals – conceiving the images together round the fireside. Fire was a time-saving technology: it opened up space to involve ourselves in abstract notions such as painting, self-expression, imagination and art.




Population explosion

Around 12,000 to 9000 BCE, farming emerged in the Fertile Crescent, Central America and China.5 There is no evidence that these peoples learned from each other; each civilisation must have figured out farming in response to some greater elementary force. That greater force was global warming.

During the Ice Age, not only was the planet much colder, with ice sheets covering much of what we call the northern hemisphere today, but, crucially, it was much drier. In Ireland, we often associate the cold with the wet but if it is really cold, there is far less evaporation, fewer clouds and less rain. Our world in the Ice Age was cold and dry, meaning it was difficult for plants to grow. In this type of climate, farming isn’t an option: it’s too risky to depend on any one piece of land to produce the energy you need.

As the temperature rose and the ice caps melted, we experienced a sudden profusion of life. The world got warmer and wetter, and people started to live around places where they could make food grow most intensively. This didn’t happen overnight; it probably took thousands of years, with hunter-gatherers foraging and hunting, while doing a little side-hustle in farming. Part-time farming was likely the norm for millennia, until we got better at it. Remember, the name of the game is energy. How much energy can we derive from farming, how intensively can we cultivate this energy and how stable can we make this source of energy? Bit by bit, grains became a more stable source of energy.

Humans living in tiny villages, with hunter-gatherers still roaming around, looked for crops that would give nutritional value as well as being simple to grow, quick to harvest and easy to store. Grains did the trick. Grains grew easily, offered high yields, were cultivated quickly and could be harvested within months of being sown. Evolution had also been kind to them: they were self-pollinating. These attributes of grain were essential in persuading nomadic hunters to settle down. Given the increased fertility of the warmer planet in general, the emergence of farming, and the domestication of animals for easy protein, we would have expected the human population to have grown rapidly. But this did not happen.

The first few thousand years of settling down were an epidemiological holocaust for humanity. When we began to swap roaming for farming, animal diseases such as flu, measles, smallpox, typhus and plagues of all sorts ripped through the first farmers. Pathogens jumped from recently domesticated animals to hapless humans, whose immune system had never encountered these microscopic invaders. In the first few thousand years of domestication, from around 10,000 BCE to around 5000 BCE, the cow and the pig constituted as much of a threat to us as we did to them.

Demographers of the ancient world put the planet’s human population at around 4 million in 10,000 BCE. Five thousand years later, that population had only increased to 5 million, the growth slowed by devastating pandemics. The nomadic immune system, which the farmer inherited, was unprepared. It took many generations of evolution to build immunity.

By around 5000 BCE, evolution was doing its thing – passing on survival codes, allowing the immune system to identify invaders and the population to become more resistant to an increasing number of recognised pathogens. Around then, the human population appears to have taken off. By the time Jesus was kicking the moneylenders out of the temple, the population was roughly 100 million people, a twentyfold increase in only 5,000 years.




Coping mechanisms

As we settled, our communities became larger and more complicated, yet some of our hunter-gatherer traits stayed with us. One such trait is what anthropologists call social capacity. British anthropologist Robin Dunbar, when trying to understand why various primates had differently sized brains, wondered whether the size of the primate’s social group correlated with its brain size.6 It turns out brain size does correlate with group size: the neocortex, the part of our brain that deals with complex thinking and reasoning, grows in primates relative to the number of fellow primates they are likely to live with. Brains evolve to handle the number of social contacts we are going to have. Humans, foraging for the vast majority of our existence in small bands of nomads, have brains that evolved to deal with small groups. The arrival of agriculture and domesticity meant that, quite suddenly in evolutionary terms, over only a few thousand years, we were living in much larger communities. The human brain needed tools – or technologies – to make sense of this new complexity.

We tend to think of technology in terms of physical technology, like a hammer or a car, but there are also social technologies. Social technologies help humans work more efficiently in large groups, and include language, law and religion. These social tools, which emerged with urbanisation, co-evolved, organising collective human energy around common goals governed by clear sets of rules. Money is also a social technology, a coping mechanism that humans invented to deal with this abrupt shift in the way we lived.

For the hunter-gatherers, nature’s challenges of food and shelter were the problems of small groups. The problems of domestication, on the other hand, were the problems of large groups, or what we might call organisational challenges. Health, wealth, distribution, dealing with strangers, trading with outsiders and coping with many people living cheek by jowl – these are complicated conundrums.

Once fuelled by grain, we were on a road that begins to look familiar to the modern observer. It isn’t an accident that human civilisations occurred within the latitudes suited to growing cereals, from the Fertile Crescent to the central Chinese plains to Meso-America. As the world’s population expanded from 5 million to 100 million in the last five millennia BCE, those places where populations grew most spectacularly required social technologies to cope. These are the places we see the first evidence of money, along with its close companions: writing and organised religion.

Grain had a number of characteristics that changed humans and human organisation profoundly. It could be grown, harvested and then stored, thus generating a surplus of energy that could be doled out over time. We reap what we sow. Crucially, with a grain surplus, the community could construct a system of value based around an easy-to-understand unit of measurement – a quantity of grain. A specific amount of grain corresponded to something else such as a day’s work for a labourer, establishing a relationship between the price of food and the price of everything else.

Early money was grain-based; grain gave money a universal value. In Sumer (in present-day south-central Iraq), for instance, one shekel was equivalent to a bushel of barley.7 The shekel could be counted and traded easily. The granary, one of the most important institutions in any ancient city, regulated the supply of grain and thereby the supply of money, much like a modern-day central bank. The more grain, the better the harvest, the more money in circulation. With a base money tied to, and given intrinsic value by, a commodity like grain, debits and credits, assets and debts – the rudiments of balance sheets – could easily be assessed. The grain economies created surpluses that could then be taxed by the state, siphoning off a cut for the rulers and their bureaucrats. The greater the grain surplus, the more productive a society’s agriculture, and the more complex the society. A society that can more than feed itself from its agricultural output becomes more sophisticated. It can sustain priests, soldiers, traders, merchants and scribes as well as the aristocracy, royal family and various other hangers-on.

Grain-based money propelled humankind from a world determined by the natural technology of fire towards one driven by a human technology, money. The Promethean baton was being passed. This would not happen overnight, but the direction of travel was mapped out.








2 BY THE RIVERS OF BABYLON



Sleepless nights

More than 5,000 years ago, in Mesopotamia – the place, according to the Greeks, where Zeus and Prometheus created humans – a man called Kushim took delivery of a batch of barley, most probably to make beer.1 He borrowed it for a specific timeframe: the contract specified that Kushim had two and a half years to pay back the loan. At an annual interest rate of 33.33 per cent, which was normal in Sumerian times, Kushim was on the hook.2 Two and a half years gave him time to brew the beer, sell it, generate revenue and settle his costs, pay back his loan and start again. But obviously things could go wrong. It’s not difficult for us to appreciate Kushim’s financial anxieties. Could he get the beer made in time? Would he be paid? What rate of penal interest might apply if he failed? Given that it wasn’t unusual in ancient times for the borrower himself, or his children, to be collateral, it’s fair to say the stakes were high.

We can picture Kushim, late at night, praying for a bumper harvest. He has just borrowed barley. To pay it back, he needs to get his hands on more barley at a decent price. The last thing he needs is a poor harvest, which would push the price of barley upwards. On the other hand, when there’s a bumper crop, the price of barley falls and Kushim is quids in. The rate of interest is the crucial price here, because this is what coaxes the lender to lend Kushim the barley. It is also the price at which Kushim, the borrower, is happy to do business, and he will have factored the rate of interest into his calculation of price, cost and profit. The fluctuation of the future price of barley is the risk factor.

Imagining Kushim’s sleepless nights and his financial troubles makes him feel like one of us. The fact that he was being charged interest also implies that money had, by this time, evolved to such an extent that – even though it was something that stood for something else – it had become so valuable as to have its own price, completely divorced from anything real. With debt came the notion of the value of time, and with this came the concept of the price of money: the rate of interest.

This concept, commonplace to us now, was a transformative application of money.




The price of money

The rate of interest turned money into a commodity itself, which could be traded, lent and borrowed with its own price. The development of the rate of interest was an enormous leap forward because it allowed us to connect our present economic reality to some imagined future scenario. If the interest rate is too low, a lender won’t lend to the future, and the commercial journey of investment in tomorrow stops. But if the rate is too high, a realistic borrower won’t back themselves, and investment will fall. Without investment in tomorrow, there’s no innovation and little progress. The rate of interest allowed people sufficient comfort to lend and sufficient incentive to invest with the borrowed money, so income flowed back and forth between borrowers and lenders. The rate of interest isn’t merely a price; it is also a code, a mini-encyclopaedia of information about the person we are lending to, the chances of success, the risk in the region, the competition in the market, the technological infrastructure, and a whole host of other variables.

To see how borrowing and lending changes a person’s worldview, consider what the rate of interest does to people’s perception of time. Imagine you are lending to somebody at an interest rate of 10 per cent per year for five years. This rate tells us that the money lent has a cost that reflects the risk of you not being repaid and the opportunity cost of not spending that money yourself. The longer the term of the loan, the higher the chance you won’t be paid back because it is further into the future – which by definition is unknowable – and the longer you will have to wait before spending the money yourself. In order to make this worthwhile for the lender, money has to have a price – a cost to the borrower and income to the lender. This price factors in the value of time. To put it another way, a bird in the hand is worth two in the bush.

The rate of interest was revolutionary: for the first time, a borrower could use income from the future in order to spend in the present. This innovation was essential to getting income flowing and preventing money from being hoarded by those who had it, making it available to those who wanted it, like our hero Kushim. Imagine being able to get your head around the value of time, in a society still coming to terms with understanding natural phenomena like why the sun rises and sets. What the Sumerians lacked in practical understanding of the natural world they made up for with their comprehension and use of abstract thinking. Hostage to the vagaries of harvest and the rhythm of the natural world, plagued by hunger and disease, Sumerians involved themselves in a high level of mental abstraction about the value of time in an environment where concepts such as risk, reward and probability were everyday concerns. In terms of money, our ancestors were surprisingly modern. For example, Sumerians deployed not just simple interest but compound interest, whereby the amount of money owed grows exponentially over time.3 Is it any wonder Kushim was worried?




Weights, writing and money

Kushim’s barley racket is interesting enough in itself. But Kushim has another distinction: his is the first recorded name in human history. The first person whose name we know and whose life we can speculate about was not some powerful king or a wise man with a direct line to the gods. He was a run-of-the-mill hustler, our friend Kushim. In a document written in cuneiform, which pre-dates the great Sumerian Epic of Gilgamesh by many hundreds of years, Kushim is recorded as running his own home-brew outfit at some point between 3400 and 3000 BCE.

It might not be the most romantic origin story, but one of our most ingenious technologies, writing, came about because of another groundbreaking technology: money. Money was the first thing we wrote about. And by writing about money, we were also writing about weights.

For much of economic history, money was all about weights. People traded all sorts of stuff with each other – barley, oil, cattle, beer – and the amount owed was expressed in a weight. In Mesopotamia, the shekel was established as early as 3000 BCE, and it pertained to a bushel of grain.4 Depending on conditions such as the harvest, the amount of grain in a shekel varied. The value of the shekel – which means ‘weigh’ in old Hebrew – fluctuated.

Gold, silver and copper were weighed and expressed in shekels to settle trades at the end of a certain period of time, say a month or a year. Archaeologists have concluded that typically the precious metals themselves were not exchanged; rather there were large slabs of bullion, which were stored almost like a reserve of wealth.5 Instead of exchanging the bullion, people who owed and who were owed amounts notched their debts and credits on a slate, an evolution of the Ishango Bone. These debts would be settled periodically with an asset transfer such as slaves or cereal. Day to day, Mesopotamian commerce was based on a shekel’s worth of barley, used to clear small trades and debts between merchants within the city. This means that the shekel was liquid. Unlike something that was illiquid, such as property, its value was easy to unlock and transfer.

It was extremely simple to clear trades because everyone understood the rules, and there was rarely a sudden lack of barley because the granaries stored surplus. If local merchants were dealing with foreigners, they would accept a block of silver in return for goods. As there were no silver mines in the region and there is very little evidence of mining in the area, the trading cities of the Sumerian civilisation must have traded their surplus agriculture with foreigners miles away from their homeland in return for silver. How else would they have got their hands on it?

The Ishnuna Code of Law, the oldest known written body of law, thought to be from around the eighteenth century BCE, was found in Baghdad in the area of Tell Harmal in 1945.6 These laws describe values expressed as shekels of silver:


The price of one gur of barley is one shekel of silver.

The price of 3 qas of pure oil is one shekel of silver.

The price of one sut and 5 qas of sesame oil is one shekel of silver.

The price of 6 suts of wool is one shekel of silver.

The price of 2 gurs of salt is one shekel of silver.

The price of one hal seed is one shekel of silver.7



Tightly controlled by the state, weights were a significant priority in early civilisations. The sanctity of weights was regarded as paramount to the efficient operation of the ancient economy. As the Old Testament states, ‘A false balance is an abomination to the Lord; a just weight is his delight’.8 What might sound casual – for example, the Greek currency from ancient times up to the adoption of the euro was the drachma, meaning a ‘handful’ – was in fact to be taken seriously. The drachma’s origin, like the shekel’s, underscores the clear link between weights and money that flowed through antiquity.

The history of civilisation sometimes gets bogged down in the big dramas. The battles, heroes and myths dominate. But there’s another story. The story of the humdrum, the everyday – the dull, bureaucratic, repetitive reality of how places were run. On a day-to-day functioning basis, states demand co-ordination. And co-ordination demands lists. Lists of population, land, ownership, productivity, animals, yields, stores of grains. Centralised states function on taxation, and taxation only works if the taxman knows who to tax, where to find them, and how much to demand. He needs receipts, delivery times, volumes and comparisons. A state without statistics isn’t a state. The list, therefore, is a foundational instrument of centralised rule.

By the time we hear about Kushim, an entire legal system had built up around property rights. Farming without property rights is tricky, and money allows those property rights to be made liquid and be given a value. Sumerian law was largely commercial, underscoring how central property rights, legal disputes and the legal profession were in society. Cuneiform, early writing, emerged to keep tabs on commerce.

Writing, laws and money emerged in response to urbanisation and political complexity. Of all these technologies, money was arguably the most beguiling and most useful because it made so many other things possible.




Money and numbers

In these ancient Mesopotamian cities, as commerce increased, people needed to know who owed how much and to whom. Ledgers were essential. Someone had to take notes, to ensure the city could follow the debt carousel. The more Sumerians traded, the more fluent they had to be in basic calculations; a trader who can’t add up won’t last long.

Initially, people counted with their fingers, which largely explains the five and ten structure as our base numerals. Many ancient cultures counted using both fingers and toes, with twenty as the foundation. Consider the French word for eighty: quatres-vingt. While English speakers call that number eighty – eight tens – the French call the same number four twenties. Obviously, some tribes knocking around France well before Caesar rocked up must have used base twenty, deploying all of their digits to calculate. Despite countless invasions and new cultures overlaying old ones, the French still use base twenty in their language.

The Sumerians developed the number sixty as their base. This choice was a technological innovation because money and trade demanded a number that was divisible by a huge variety of smaller numbers (and 60 is divisible by 30, 20, 15, 12, 10, 6, 5, 4, 3 and 2). For Sumerians, sixty was a magic number. Today, an echo of the ancient Sumerians is seen in the fact we have sixty seconds in a minute and sixty minutes in an hour. The trading bazaar required pragmatism over elegance: if you didn’t grasp basic calculations in a monetised society, the chances of getting ripped off soared. The introduction of money forced people to think numerically.

With debts circulating in society came financial breakthroughs. In Mesopotamia, if I owed something to you and someone else owed me, I could step away and the contract could be restated between you, my creditor, and the next person along, my debtor. As far back as 3000 BCE, a type of promissory note was born, almost like a twentieth-century cheque.




The first spreadsheet

We tend to assume that cash flow models are a new innovation and in our world, every year, smart young people clutching degrees from the best universities are enrolled by banks to come up with financial reports assessing whether a company is under- or overvalued. Their data-driven financial forecasts, based on revenues and costs, form the basis for loan decisions. The first MBAs were offered to students in the 1920s, but the rate of interest in the ancient world spawned financial innovations at a time when people still believed in the gods, sacrificed animals for the harvest and examined the innards of chickens to forecast the weather. The traders of Sumer possessed a degree of financial sophistication that is hugely impressive.

Uncovering what could be described as the world’s first ever spreadsheet, archaeologists found an inscribed tablet from the Mesopotamian city of Drehem dating from around 2100 BCE.9 The rows and columns reveal a stunning early example of financial software. The tablet contains projections and forecasts about an investment in a livestock business. Like today’s investment models, it contains assumptions about births and deaths of animals, allied to projections about fertility, foodstuffs and other inputs, leading to a specific profit and loss model for the business at the prevailing rate of interest.10 This technology allowed investors to plug in various scenarios, with ratios and formulae, delivering a number at the far side of the model.

The Drehem tablet is a multi-year ‘model’ for a cattle-rearing business, with growth projections based on the cows’ milk yields. In terms of financial planning and spreadsheet analytics, it is not a million miles from the sort of business plan that start-up companies trying to raise capital today might use. This ancient cuneiform model has various high growth and low growth scenarios based on things like animal mortality. If not quite an ‘earnings per share’ model, it’s not far off. The implication of this spreadsheet is that more than 2,000 years before Jesus, the Sumerians were thinking about finance, interest, money and commerce in a way that could value businesses into the future, assessing what sort of yields and profits might be made, and how these yields and profits impacted not just the bottom line but the overall value of the business.

Sumerian civilisation came up with writing, accountancy, an intricate legal system and a sophisticated financial architecture, all anchored by the rate of interest. At its core, the rate of interest put a value on time. This was a breathtaking level of abstract thinking leading to a market for capital, financed by borrowers and lenders. The rate of interest took something inert, like silver, and animated it. Under the Sumerians, money came alive, releasing human energy, best encapsulated by Kushim’s risk taking. With interest, money becomes dynamic: silver as money is worth more than silver as jewellery because, when lent out, it can earn interest, and interest is income. With the Sumerians, money was actually making more money.

Sophisticated as they were, the Sumerians – and their successors in the region, the Babylonians – had created commercial and organisational systems based on contracts. Money was still in people’s heads, but soon it would be in our pockets and once money got into our pockets, commerce would explode, powered by a formidable monetary innovation: coins.








3 FROM CONTRACTS TO COINS



Was Midas framed?

Midas was a poor but unusually generous king of a parched land called Phrygia, through which flowed the River Pactolus. A great man for taking in strangers, Midas, despite his straitened circumstances, opened his door to visitors. One stranger who ended up at his table was Silenus, the foster father of Dionysus, the god of good times, late nights and general debauchery. As was his way, Midas laid out the red carpet for the stranger, offering him all that he had from his meagre supplies. Impressed by this spontaneous generosity, Silenus, himself fond of a jar, recounted to Dionysus the story of this poor yet charitable king. In recognition of his no-questions-asked hospitality, Dionysus granted Midas one wish.1

Ancient Midas suffered from a modern affliction: status anxiety. He held the title of king but he had no money. The contrast between his royal notions and his diminished coffers meant he saw himself as a source of ridicule and pity. Money could change this. Midas asked that everything he touched might be turned to gold. These days the name Midas is synonymous with short-sightedness, greed and avarice, but, on reflection, Midas was just a down-on-his-luck, decent skin who needed a break. Unfortunately, he had not thought through his economic experiment. He touched an apple; it turned to gold, rendering it valuable but useless, ornamental yet impractical. His beloved daughter ran up to hug her kind father and she too turned to gold. Realising his folly, the distraught Midas beseeched Dionysus to free him from this curse.

A jovial god of forgiving disposition, Dionysus took pity on Midas, remembering his earlier humility and generosity, and told him to bathe in the nearby Pactolus. (The river has long since dried up, but it’s believed that this took place in central Anatolia, close to Mount Tmolus.2) According to legend, as an overjoyed Midas bathed, ridding himself of gold, the river turned a glittering, yellowish colour, flowing with precious metal, thereby allowing Midas to become wealthy without the inconvenience of everything he touched turning to gold. The successors to Midas’ land, the Lydians, were blessed with a gold supply that the legend put down to the munificence of Dionysus.

The story the Greeks were trying to explain with this myth was how an empire had risen that had used gold coins as currency and created a vast trading network from Persia to the Aegean. The River Pactolus really did shine like gold but not because King Midas bathed in it. The Pactolus carried an alloy called electrum, known as white gold. (The word electric stems from the ancient Greek elector, meaning he who shines.3) Gold was mostly valued by Babylonians as ornamentation. But the Lydians did something new. They smelted gold and created a brand-new economic system based on coins.4 The virtual money of the Sumerians, underpinned by contracts, laws, debts and a variable rate of interest, was about to transform into physical money, in the guise of gold, silver and copper coins. Metallic coins, linked to a scarce base metal, would gradually alter our perception of money. This was the moment when gold transmuted from ornamentation to money, leading to a widely accepted system of money in which a piece of metal, useless before it is minted, would be transformed into something so much more.

Coinage is quite the abstraction. Accepting coinage requires humans to accept a new faith where tokens ‘represent’ value. In the tabernacle of the human mind, the coin works as a short cut, denoting the value of an immense array of real commodities and experiences in one universally understood tiny bit of portable metal. That piece of metal, once turned into a coin and validated by a stamp, acquires a value more than the intrinsic value of the metal itself. This abstraction enabled people to operate in a far more complex world than had been possible before the invention of coins.

This chapter is about that transformation. It’s about symbolic money. From accountancy and an era of debts settled every so often, we are going to move into a system that uses coins for day-to-day trading. During this time, society progresses from grain in a warehouse to coins in your pocket. With coins, commerce, money and transactions shift from being centred on one-off clearing events to becoming a part of everyday life.

The Lydians, a civilisation living in what is now Turkey between 1000 and 600 BCE, invented coins.5 It was a technology so useful that coinage spread quickly throughout the eastern Mediterranean, helping to create an interwoven trading system that would become the Greek Empire.





Top-down versus bottom-up

Although we have many variations, there are two main ways of running the economic show. One is ‘top-down’, where the Big Man at the summit commands the economy to behave in a certain way, and controls the process from start to finish, according to an all-encompassing plan. Ancient economies tended towards the ‘top-down’ approach. Power in great civilisations, like Sumer, flowed from an elite class of rulers and warriors, advised by a druid or priest caste. At the bottom, the peasants worked the land, paying rents and tithes upwards. Trade was mandated to a small number of anointed and licensed wholesalers, best thought of as a commercial caste – like Kushim, who we met in the last chapter, in Mesopotamia.

In contrast, the bottom-up economy is organic. It’s an evolutionary system of trial and error, where the market, based on prices, preferences and scarcity, organises the economy and society. Prices and profits, rather than plans and priests, determine whether something is working. People involve themselves in the bottom-up economy willingly, rather than at the point of a sword. In terms of an organising technology, a widely accepted system of money and coinage makes the bottom-up economy possible.

The top-down economic system was most probably based on reciprocity – barter and redistribution.6 Reciprocity, exchanging goods or labour for other goods or labour, was based on tradition and customs, not on price. It hinged on reputation. We can imagine this working in small groups, but as groups grow, this doesn’t work so well. Consider trying to barter with thousands of people. The introduction of gold coins nudged the Lydian economy, very slowly, towards a bottom-up system organised around money, ultimately bequeathing some people a modicum of power and sovereignty, albeit within a ruling hereditary hierarchy. Given that a single coin in the hand of a prince has the same value as a single coin in the hand of a commoner, coins went some small way towards loosening the grip of the ruling class. This idea of universal value, where a coin has the same value whoever spends it, is an important social development. Prior to coins, if you were born poor, you died poor. The advent of coinage marked the beginning of a move towards social mobility for a tiny minority. If you could acquire coins, you could acquire status.7

The embryonic Lydian market economy connected more people more efficiently and in a much less rigid fashion than the bureaucratic economies that preceded it, allowing a small empire to out-trade, out-think and outwit its much larger neighbours. From around 700 BCE and culminating with the reign of its king Croesus, which began around 560 BCE, the Lydian Empire flourished, introducing and continuing to innovate with coins: standardising them, creating a centralised mint run by the state, and introducing smaller denominations that brought ever more people into the web, thereby stimulating commerce.

The Greek historian Herodotus, writing in around 600 BCE, tells us that these Lydians are ‘the first people we know of to use gold and silver coins and… the first retail tradesmen’.8 By calling them retail tradesmen, the haughty Herodotus notes that these were commercial people, and he meant this as a put-down in the same way that Napoleon dismissed the English as a nation of shopkeepers. But the world has been built by shopkeepers. Retailers have their own energy – a monetary rather than a military dynamism. Commerce gifted the Lydians immense power. A hive of commercial activity, their vibrant capital Sardis anchored a trading empire that extended throughout much of modern-day western Turkey.

Herodotus describes these profit-oriented, free-wheeling artisans as having the same customs as his own civilised Greeks, except that they did not ‘prostitute their female children’.9 Commerce and coinage appear to have elevated the status of Lydian women, who could trade alongside their male counterparts. In a world where women were rarely more than chattels, Lydian women had the right to refuse a husband and select their own. Without overstating the case (remember these were societies characterised by mass slavery), these early signs of minor female emancipation emblematise the liberating power of money.




Money’s magic

Before the Lydian Empire, the amount of money available in any kingdom was a result of the foundational crops and conquest. With their revolutionary coins, the Lydians broke the link between nature’s seasonal cycles and money, creating an autonomous supply of gold tokens. Breaking the link between money and some agricultural energy-based anchor like grain may have raised some philosophical questions for the Lydians. For example, what actually is money? Can there be useful and wasteful money? Is profit legitimate? Can there be too much money? Whether the Lydians were asking these questions, we just don’t know, but they are questions we still struggle with today and, as we will see, they definitely plagued the great Greek philosophers, inheritors of this wonderful Lydian innovation.

Once adopted, because of its obvious advantage, coinage proliferated all around the eastern Mediterranean. More coins begot more trade, and more trade meant the circulation and velocity of money – how quickly it changed hands – increased. Coins made money work harder. With all this money flying around, the bazaar flourished. Markets for a huge array of goods, foreign and local, ushered in an enormous leap in the economic and organisational structure of society. The market was the critical organisational mechanism that allocated resources around society, registering scarcity via prices, which moved with the ebb and flow of supply and demand. The Lydians were gradually creating an economic system that was beginning to look like something we would recognise today.

Not only did the Lydians have electrum to mint their coins, they also had access to the Silk Road through the capital, Sardis, which opened them up to trading opportunities extending east to west, linking the Aegean and the Mediterranean with the Euphrates, Persia and beyond to India and China.10 A north–south axis also linked them to the Eurasian Steppe via the Black Sea, opening up further routes of exchange. A commercial buckle in the ancient world’s busiest trading beltway, Sardis sucked in traders and goods from all over the globe. Along the way, taverns hosted travelling salesmen, speaking a multitude of languages, and buying and selling everyday items such as beer, grain, oil, wine and pottery as well as more valuable goods like pearls, perfumes, ceramics, cloth, ivory and marble. Coins were the great leveller. They made the stranger less strange, allowing people to make connections at a large scale, through a readily accepted medium.




Standardised money

Before the introduction of Lydian gold coins, trade was cumbersome and slow. Gold pieces had to be verified by weights and moneychangers. Imagine how much time this took – the palaver of scales, weights and the like. Obviously, between traders there was a complicated system of debits and credits. Millennia before, the Sumerians had introduced interest, putting a price on money and a value on time. The Lydians inherited this system, but they went one better. At first, coins were issued by the king, but before long they were also minted by individual goldsmiths and traders who fashioned their own coins based on weights and purity. As coins came into Sardis from far and wide, Lydian goldsmiths melted them down and restamped them, leading to competing currencies. Different currencies caused friction as traders didn’t immediately know what each coin was worth.

What if this system could be standardised? Under the reign of King Gyges (680–645 BCE),11 the Lydians introduced a state monopoly over the issuing of coins. In a further stroke of genius, they put the stamp of the king – a lion’s head – on each coin. By making money and the state synonymous, the Lydians were conceiving a model of money that lasted for millennia. The Greeks took it up. So too the Romans, and almost every other state and empire since has relied on this Lydian innovation: the official, state-issued coin. Coinage was a source of enormous centralised power, as it is to this day. Before standardisation, coins were like various languages: some people understood what they meant but others didn’t. With standardisation, the official coin became the official language of commerce. With one currency came less friction, fewer barriers to trade and a far more integrated market, offering a wider variety of choice.

King Croesus (c. 560–c. 546 BCE) oversaw the expansion of the Lydian state from a small mercantile community, hemmed in by the Persians to the east and the Aegean to the west, into the first empire based partly on wealth and commerce rather than exclusively on war and conquest.12 A state monopoly on money created two distinct players in the new monetary economy: there was the ‘issuer’ of money – the state – and the ‘users’ of money – the people. You and I are users of money, not issuers. You might love to be an issuer, and believe me, my children think that I am one, but we are not. We are users. Users try to save, accumulate and, most critically, budget. We can run out of money. We regularly do. We work to get it, exchanging hours of our time for money.

The issuer doesn’t need to do this. The power of issuing legal money is vested in the state. Within the borders of the state, we are obliged to use the currency that is issued by that state. We can’t use the dollar in a euro country and vice versa. We might try to counterfeit money but we’ll probably end up in prison. The state, on the other hand, can issue as much as it wants, an enormous power, arguably the most significant any state has beyond the ability to declare war.

Lydian gold bolstered the state, and the state, by converting the precious metal into money, bolstered the value of gold. With time, the Lydians recognised that it would be useful to divide their coins into smaller and smaller ingots so that they could trade more and more goods with more and more people.13 Smaller denominations – equivalent to a day’s work or a small portion of a harvest – helped the Lydians establish a bottom-up, free-trading, market-based economy, partly driven by smaller retailers: the kinds of shopkeepers and tradesmen pooh-poohed by big men like Napoleon and Herodotus. This shift from the dependency of farming life to the relative commercial independence of the retailer must have radically changed how these people saw the world.





The law of one price

Along with business connections, money also enhanced the Lydian gene pool. Unlike top-down economies of the past, people didn’t always have to marry within the tribe. Coin-based dowries allowed strangers to marry each other, have families with members of other tribes and bring more people into contact with each other. Money bled into every area of society: religions accepted money as gifts, art and culture were valued with money, and disputes were settled with money. A person found guilty of a theft no longer had to be stoned to death for retribution. They could simply pay a fine.

In a society that understood money, all sorts of day-to-day things could be expressed in terms of one common denominator. The great organisational power of money, which economists call ‘the law of one price’, rendered the complex simple, making Lydian life and its economy much easier to understand. As everything could be valued against everything else, Lydians could make informed choices between a loaf of bread, a jar of olive oil, a glass of wine, sex with a prostitute, a wool tunic, and paying taxes, because all these could be compared with how much they cost vis-à-vis a day’s work, using the clear arbiter of coinage.

The promise of status, gifted by money, is one of life’s habitual motivators. But to acquire status required a new way of thinking and a new skill. You needed to understand money. Rather than telling a story about how the gods had empowered you to lead, you needed to be able to count. Numeracy nudges us towards rationality because numbers demystify the world. A world mediated by money constitutes a great leap forward, a personal, social and intellectual revolution that spawned an entirely new way of organising society, based on money. Coins and basic numeracy mark the very beginnings of a shift that would take centuries, from the celestial to the rational. But if the Lydians kicked off this process, their neighbours the Greeks, masters of logic, took to it with a gusto that had never been seen before.








4 MONEY AND THE GREEK MIND



From mythos to logos


Born 12 miles from Athens into a family of minor Athenian aristocrats during the years of the Peloponnesian War, Xenophon (c. 430–c. 354 BCE) was described by Diogenes as ‘a man of great modesty and as handsome as can be imagined’.1 Unlike richer philosophers, his family’s income relied on the success of farming rather than the wealth from extensive land or slave ownership. Having to earn his monthly crust was probably influential in his thinking. A budget tends to focus the mind, but so too does the responsibility of leading men in battle.
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