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quantity of money can exchange for in a period is proportional to the average number ...... every capitalist who starts a business and has to buy productive commodities ..... disorder in the exposition, and Marx's plan often seems confused. lt is ... 
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PREFACE



his little book is a guide to Marx's views on money. 11 is a ,. point of access to ideas that have been much neglected in twentieth·century debates on monetary theory and policy, but provide. I think, valuable and plausible scientific alternatives to the views that have dominated these debates. The first thing a student of money notices is that in a monetary economy the movements of money and commodities are intertwined. At the level of the individual transaction some means of payment moves in one direction and some commodity moves in the opposite direction. The theoretical question then arises as to which is the determining factor. Does the movement of money determine the movement of commodities or the movement of commodities determine the movement of money? Even if we come to acknowledge a large measure of mutual determination between the movements of money and commodities this question still provides the starting point for theories of money, and in the end we will want to know from our theory which aspect is the primary determining factor. Consider for example the early form of the Quantity Theory of Money. Since in every transaction a certain amount of money changes places with commodities having a certain price, it is clear that the total money price of commodities that a given quantity of money can exchange for in a period is proportional to the average number of times each unit of money moves in the period, its velocity. This identity is the quantity equation of money. The quantity theory asserts that all existing money participates equally in this circulation, so that the existing quantity of money, and velocity, which depends on social and technical factors outside the monetary sphere, determine the total price of commodities exchanged in a period. In this theory the proximate determinant of changes in the amounts of commodities exchanged is the effort of individuals to acquire or get rid of money. The quantity theory usually argues that in long-run equilibrium the money prices of commodities will adjust proportionately to the quantity of existing money, so that the actual quantities of commodities exchanged in the long-run equilibrium V
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are determined by nonmonetary factors like tastes and technology. Still it is clear that the starting point of the early quantity theory is the idea that movements of money determine movements of commodities. Keynes and those who adopt his monetary theory by and large take up a similar, though somewhat modified position. Changes in asset prices, interest rates, and, as a consequence, 1n spending within Keynes' theoretical framework are the result of the attempts of individual wealthholders to adjust their holdings of money to some desired level. Again, changes in commodity flows are in large part determined by monetary changes. As this book makes clear, Marx started from the opposite view that the movement of commodities is largely determined outside the monetary sphere, and that movements of money in most cases are determined by those commodity movements. Marx thus emphasizes a view of money as a medium through which . commodity exchange takes place, a medium that transmits, but in most instances does not create. impulses of spending that originate outside itself. Units of money are moved by the exchange of commodities as molecules of water are displaced by a wave propagating through a pond. This general point of view is well illustrated, as de Brunhoff shows in the first part of this book, by Marx's discussion of the quantity equation. on which he bases his laY" of circulation. Not only the quantities of commodities produced and exchanged and the transactions velocity of money, but also the money prices of commodities are taken by Marx as determined outside the circulation process. lt is the quantity of circulating money in Marx's view that adjusts to satisfy the quantity equation, a sharp reversal of the quantity theory interpretation. This view that money is primarily a transmitting medium rather than an active disturbing element in the economy also carries over to Marx's complex and incomplete discussion of credit and interest. Here interest appears as a simple quantitative division of total profit. with no power to determine the rate of profit or the rate of investment. This is in sharp contrast to Keynes' view that the rate of interest is an important determining factor in invest-
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ment through its influence on the "marginal efficiency of capital" profit rate on current investment). Despite the fact that Marx sees movements of money as primarily determined by movements of commodities, he does not argue that money is "neutral" or "a veil," or that it "does not matter." For example, Marx emphasizes that the existence of money and the possibility of hoarding are preconditions for a general crisis of overproduction in a capitalist economy. This is one instance where Marx's unified treatment of "macroeconomics" and "microeconomics" is clearly advantageous. Marx never separates the theoretical terms in which he discusses the reproduction of particular capitals from the terms in which he discusses the reproduction of the capitalist system as a whole. At each level Marx explicitly analyzes the role and movement of money and makes clear its qualitative importance. In this way he avoids the theoretical embarrassment of having distinct and incompatible theories of macroeconomics and microeconomics. Modern bourgeois economics begins with a theory of the firm and the household which abstracts from the existence of money and assumes that commodities can be exchanged directly for each other without the intervention of money. This type of theory leads to a notion of equilibrium for the economy as a whole that rules out crises of overproduction and widespread unemployment of labor. To explairi these important features of capitalist economic development bourgeois economics adopts a quite different theory, developed from the work of Keynes, which is unfortunately inconsistent With the bourgeois microeconomic theory of the firm and household in several ways. A leading theoretical problem in modern bourgeois economics is to reconcile these two theories with each other in an appropriate way. Marx avoids this problem by creating a unified treatment of individual capital and the capitalist system as a whole, a treatment which at every level acknowledges the role that money plays. This feature should recommend the study of his theory of money to modern students of monetary problems. Marx-'s treatment of money, which as Suzanne de Brunhoff
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shows, represents his reading and criticism of the major writers on money available to him, offers a consistent scientific explanation of the major phenomena of monetary economies. Furthermore, this explanation is distinctly different from the dominant. positions in twentieth-century monetary theory, and yields different explanations of particular historical events. An instance of this is the question of the degree to which the monetary policy of the state can create or moderate crises in the accumulation of capital. Keynes' analysis of this question, which concludes that within broad limits monetary policy can alter the rate of investment and determine aggregate demand, is at sharp variance with the presumption we arrive at on the basis of Marx's discussion, which limits the effects of monetary policy to the sphere of money and credit, and sees monetary policy having its major impact on the concentration of capitals in periods of crisis. To discover and formulate these differences in a form sufficiently precise for use in statistical and historical studies is a substantial theoretical task. Marx's writings on money remain in a "pre-model" stage, and it will be necessary for us to bring this theoretical position to the point of exact expression in a series of models. De Brunhoff's work in this book represents an invaluable first investigation of this problem on which much further work can be built. As de Brunhoff shows, the question of money is one of the central organizing threads in· Marx's analysis of capitalist production. In the course of outlining Marx's thoughts on money this book provides very valuable insights into the structure of his study of capitalism and throws light on certain very difficult questions of Marxist interpretation. A good example is the vexed question of the starting point for CclJiitctl, the question of why Marx began his studies of capitalism with an analysis of commodity and money forms. Marx on Money provides an illuminating discussion on this problem. De Brunhoff's method of analysis also gives us a complete overview of the structure and argument of the three volumes of CaJiifal taken together. Most modern monetary theory has been undertaken with the explicit aim of improving state monetary policies in modern
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capitalism. This study of Marx's monetary theory shows how little Marx was motivated in this direction. In monetary theory, as in most of his analytical work on capitalism, Marx see.ks first of all to discover the objective determinants of social phenomena, the laws of motion of the system. A correct understanding of the relation of money to the production and exchange of commodities, which is clearly the aim of Marx's contribution, is a precondition for a sensible evaluation of the potential and performance of monetary policy in capitalist society. But Marx's approach does not necessarily lead directly to results that will help monetary policy-makers in their problems. This does not mean that Marx's monetary theory has no political consequences. In advanced capitalist societies the monetary mechanism is closely bound up with the State, and political struggles often focus around monetary policy and management. Inflation and unemployment are in advanced capitalist societies major issues over which class struggle is fought out. Workers who have again and again been asked and forced to accept lower or less rapidly rising wages or unemployment as part of a national policy against inflation can testify to this. These issues are intimately connected to monetary theory and policy. A scientific understanding of the nature and consequences of monetary policy is necessary for a correct strategy of political struggle and debate over these questions of national economic policy. Those who are engaged in these struggles on the side of the working class can only be weakened by relying on a monetary analysis adopted from Keynes or other bourgeois economists to the extent that this analysis is incorrect. A correct theory of money firmly based on the principles of the materialist conception of history is essential. Marx worked to formulate such a theory in its basics, and Suzanne de Brunhoff in this book takes the first steps toward recovering and completing that theory. Marx cm Moneu IS in thiS sense an important intellectual contribution to political struggle. -Duncan K. Foley
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t first glance one does not know what to make of the analyses of money which appear at the beginning of CaJiital. Marx began his study of capitalist production with an analysis of commodities, exchanges, and circulation in terms of a process of commodity production without socially determined conditions: money would at first appear not to have a capitalist context. Why did Marx not rather follow Ricardo, who proposed to choose a commodity standard based on the social conditions· of commodity production?". Schumpeter thought the theory of money one of the weak points of CaJJital. and considered Marx inferior to Ricardo on this question. The lack of attention given to this part of CaJiilal seems to have represented an acceptance of Marx's surprising approach. For some Marxists money, without any scientific meaning, has become a symbol of the "reification" of social relations between private producers. Others have gone along with the letter of Marx's analyses without looking for logical, rather than historical, reasons why they are at the beginning of Capital. But this is not due to the fact that a commercial economy preceded capitalism. Otherwise Marx·s analysis would have been altogether different. lt would have taken account of the fact that capitalism is still a commercial economy, and linked the monetary character of money to the requirements of the form of production. it would, for example, have taken up Ricardo's suggestion that the average proportions of labor and capital determine the choice of a money, so that money would be the standard commodity of a particular form of commodity production. In contrast Marx, before examining credit under capitalism, gives us a study of money which disregards the organic composition· of capital. lt is this abstract study of the monetary characteristics of money which leads into the analysis of the financing of capitalist production. Not only is money studied in abstraction from capitalism, but its place at the beginning of Capital is not dependent on the priority of pre-capitalfst economies. The question is how this method, doubly separated
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from history, makes it possible to understand the economic role of money. Marx knows that his analysis differs profoundly from that of other economists, and he gives the reason. "it is one of the chief failings of classical economy that it has never succeeded, by means of its analysis of commodities, and, 1n particular, of the1r value, in discovering that form under which value becomes exchange-value .... We consequently f1nd that econom1sts, who are thoroughly agreed as to labour t1me be1ng the measure of the magnitude of value, have the most strange and contrad1ctory ideas of money, the perfected form of the general equ1valent. This is seen in a striking manner when they treat of banking, where the commonplace definitions of money will no longer hold water."3 To determine the nature of money, the po1nt of departure must then be a "deductive" analys1s, without regard to 1ts concrete forms and its role in capitalism. This should enable us to avoid two errors which hinder our understanding of the role of money in capitalism, the confusion of money w1th commodities and of money w1th capital. To put together the mean1ng of th1s theory of money, which f1rst appears in the in1tial pages of the f1rst volume and is the framework for the notes on cred1t 1n Part 3 of Volume 11, 1s to read Ca]Jitcd as a whole. L. Althusser" has shown the differences between Marx's theones m CaJ•ital and those of the classical economists, thereby furnish1ng a bas1s for understanding how they all fit together. A m1sunderstand1ng of the prem1ses of Marx's theory of money may prevent one from understanding everything that follows, especially the relation between money and credit. In this way a large part o! the analyses. of the financing of accumulation and the role of credit, conta1ned in Parts 2 and 3, is lost. (Thus H. Denis, who supports a labor-value theory of money much closer to R1cardo than to Marx, has little to say about them. 5 ) Or else these analyses are used 1n the examination of credit and banks, but without bemg organ1cally linked to the theory of money in Part 1. Th1s disassociation has probably been one of the reasons for the overestimation of the role of "finance capital," fn the manner of Hilferding. In either case it has
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both reflected and led to a poor understanding of the relat1on that exists between the different parts of Capital. But what is the point of thus illuminating the coherence of a theory if that theory has no relevance? Have there not been such radical changes 1n monetary systems in the past half century that, when one discusses f!JOney, one is talking aboyt something entirely different from what Marx was dealing-with? Ev~n an explanation solely in terms of the "history of ideas" would then risk being full of misinterpretations. But this object1on IS not valid, because the content of a theory of money does not depend mainly on the "particular kind of money" used (metallic money or convertible paper or inconvertible paper). What needs to be explained IS the economic basis for the existence of money, not merely as a measure of value and a means of Circulation, but as the object of a specific demand even when its predommant form 1s Inconvertible pap.er"This is the monetary characteristic of money which is the basis of its economic existence: "we cannot get nd of money even by abolishing gold and Silver and legal tender instruments." 6 Marx discovered this eighty years before Keynes. lt IS necessary to recall how and why.



THE MARXIST THEORY OF MONEY



A. A "GENERAL" THEORY OF MONEY The Marxist theory of money Interests us primarily because of its integration with the theory of the capitalist form of production. Since money is part of the machinery of capitalism, its role is determined by its functions within the entire pattern of capitalist economic relations. According to Marx money is "a social relation of production"; therefore, under capitalism, it is part of the capitalist system of relations of production. But it participates in them in its special fashion, by existing in the form of money, and the monetary problem consists precisely in knowing the meaning of this strange existence as money, inseparable but distinct from the other relations characteristic of capitalism. Often forgotten or made parenthetical in the analyses "in real terms" of our contemporaries, money suddenly reappears, incapable of reduction to the other "variables" of the system. Handed over to specialists, it disappears again, but only after inconveniencing everyone and disrupting a good number of plans and projects. An analysis of money as an integral part of capitalist relationships of production can offer an explanation of the fundamental relations of adjustment and maladjustment between the "real" and the "monetary" in terms of the financing of accumulation and its cyclical metamorphoses. But it is not enough to formulate a theonJ of the specific fonn of mone!J, i.e., of those monetary phenomena which persist or recur in contradistinction to other economic phenomena. Hence a theory of money applicable to the capitalist system must be subsumed under a theory of money in general, valid for every monetary economy; in other words, a general theory of money. And Marx's examination of this question bears fruit in the Mar:t:ist theonj of money expounded in the first section of Part 1 of Capital. Thus Marx considers it necessary to begin with a study of money in its general aspect. independent of the capitalist form of production in order, among other things, to determine its role in the capitalist form of production. This method can be disconcerting if one has misunderstood the purpose of a theory of money and does not see that to start with money as it functions in the capitalist form of production is. while seeming faithful to Marxism, to misinterpret Marx's theory
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of money as a description of a "monetary relationship" separate from the capitalist relation of production, and to make the relation between money and credit incomprehensible. Thus it is wrong to regard the first section of Capital as the elaboration of a hypothetical structure1 in which the common sense views or vulgar concepts of money and commodities become elements of a theoretical analysis, leaving the problem of money to be resolved elsewhere by the theory of production. This makes Section 1 represent a sort of theory of the non-theory of money. Such an interpretation is erroneous: in the first section of CaJiital, Marx gives a general theory of the circulation of commodities and money. The causes of this error lie in a poor understanding of the structure of the capitalist form of production, which combines economic elements differing in nature, origin, and manner of action: its consequence is to aggravate this misunderstanding. One becomes unable to see how the general laws of monetary circulation continue to function in the capitalist form of production where there is a 8pecial monetary circulation, that of credit. Another aspect ·at the same error consists in accepting as complete the partial account of the functions of money analyzed by Marx in Chapter Ill of Part I in the first volume of Capital, when only the exposition as a whole constitutes the theory of money. This point will be discussed further, but it is necessary here to point out the inadequacy of such an analysis as that of Hilferding. He begins his study of Fi1wuce CaJiila/ 2 with three chapters. which seem to follow the order of the presentation in Capital: 1) The need for money: 2) Money in the process of circulation; 3) Money as means of payment, credit money. But Hilferding devotes himself to discussing 1nconvert1ble paper and credit money, contemporary forms of money linked to the capitalist form of production, without first explaining the ensemble of the functions of money which in their entirety constitute the general theory of money. Money as an instrument of hoarding does not appear in the first chapters of his study. This omission in regard to money in general has grave consequences, since the monetary theory of credit inwlve-1" a knowledge of the role of hoarding. Hilferding's error has the same roots as the one
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referred to above. To want to describe the functions of money under capitalist conditions without first stating the entire general theory of money is to miss their meaning. Nevertheless Marx gave numerous indications of his method. They can be grouped under three heads: 1) The circulation of commodities and money is characteristic of "commodity production," defined entirely by general social relationship: "private exchange presupposes private production." Since money is the expression of a general relationship of exchange between private economic agents, "the money-economy is common to all commodity production." 3 One may ask if the notion of commodity production is not the result of a simple combination of the analysis of exchange and the theory of value, a combinat1on so general that it cannot serve as the starting-point for the study of capitalist production. But the science of production requires an appropriate analysis of monetary exchanges if it is not to find itself obstructed by a money whose economic status has not been previously defined. The capitalist economy is necessarily a monetary economy. And only if one assigns a definite economic existence to money can one separate the barter economy from the monetary economy completely and without harm to the study of production. Then one will see that hoarding meets a need and represents a conversion of value by private economic agents, marking the dividing line between the monetary and barter economies in such a way that it is impossible to analyze the equilibrium of exchanges in capitalist production in "real" terms as if money had no economic role. The preliminary analysis of monetary exchanges is closely linked to the grand design of Capital. 2) Consequently, "it is ... wrong to attempt to derive the specific properties and functions which characterise meney as money and commodities as commodities from their quality as capital. ... " 4 3) That is why it is necessary to begin with the simple circulation of metallic money in constructing the (general) theory of money, rather than to start with credit in the capitalist form of production. A historical reason is given by Marx in Capital: " ... this is the historical order: credit money plays only a very
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minor role, or none at all, during the first epoch of capitalist production." Nevertheless I think that the principal reason is this: "In the second place, the necessity of this order is demonstrated theoretically by the fact that everything of a critical nature which Tooke and others hitherto expounded in regard to the circulation of credit-money compelled them to hark back again and again to the question of what would be the aspect of the matter if nothing but metal-money were in circulation." 5 On several occasions Marx returns to this point, as when he criticizes Macleod for wanting to derive money in general from its most advanced form, credit, or when he indicates that Tooke and Fullarton confuse money with capital or with commodities because they "do not first of all examine money in its abstract form in which it develops within the framework of J>imple commodity circulation and grows out of the relations of commodities in circulation." 6 Marx considers it necessary to begin with "simple," i.e., abstract, circulation in order to understand money in the capitalist form of production. Only thus can one construct a general theory of money. The simplification of starting from metallic money is nothing but "the good abstraction" necessary to determine the specific character of every "monetary relation." lt is necessary to be specific on this point, in order not to be the victim of a new paradox. In simple circulation one studies the ebb and flow of money in relation to other commodities; this abstraction has the appearance of a visible datum, with all the brilliance and solidity of metal. In contrast, the network of debts and credits which Marx rejects as a starting-point for the analysis of money, forms an immaterial circuit in which reciprocal obligations and rights confront and counterbalance one another. Why does "the good abstraction" take as its initial object the metallic material of money and not some of the elements already spontaneously abstracted by the very process of monetary circulation? In another form, it is the same question of the starting-point which is raised anew when Marx relates credit to the capitalist form of production and differentiates it from the general concept of money, valid for all commodity production. But the answer to this question now requires that we return to



THE MARXIST THEORY OF MONEY



23



the reason why the specific form of money follows from the monetary role of gold. Metallic circulation serves as a starting point because "the simple commodity form is ... the germ of the money form," 7 and because to discover the genesis of the money-commodity form is to show how a commodity-metal becomes the moneycommodity. Gold is able to play the role of money in relation to other commodities because it has already played the role of commodity in relation to them. This is the best-known point in Marx's exposition. lt is unquestionably a necessary link. but if one isolates it from what follows, one still does not see the special character of the money form. The commodity excluded from the series of commodities as "the general equivalent or money" simultaneously excludes all other commodities from the character of general equivalent. lt has a socially validated monopoly of equivalence, and this is what characterizes its social function as money; moreover, it pre.seroes and reproduces it.self incessantly in its distinct fonn. Without clarity on this basic point, the idea of money as commodity can give birth to the opposite idea, that of gold as a simple symbol of the value of commodities. For if gold remains a commodity like the others, then inversely "Every commodity is immediately money" 8 and the monetary privilege assigned to gold appears arbitrary and unfounded. Since the inherent measure of value is labor-time. money could be a simple record of rights acquired in return for labor-time furnished for the production of different commodities. This, says Marx, was Gray's theory, deduced from his incomplete and therefore incorrect analysis of commodities. A complete analysis of commodities should include the genesis of the money form, i.e .. the transformation of one commodity into a general equivalent distinct from all commodities. lt should cover the proceGs of the formation of money as something different from commodities and set off against them. Without this, every commodity would be money and all money a simple commodity, so that there would be neither money nor commodity production in which "private exchange presupposes private production." The historical reason why the theory of money should consider metallic money first is thus logically subordinate to the theoreti-
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cal reason, which establishes the necessity for money in all commodity production by starting with the genesis of the form "general equivalent or money." This idea of Marx constitutes the essential difference between the Marxist theory of money and the theories not only of Macleod and Fullarton, but of R:cardo as well. Nevertheless Ricardo makes use of the same premises as Marx; he begins by the study of gold as money commodity, determining its value in the same way as that of other commodities. "To begin with, Ricardo determines the value of gold and silver, like the value of all other commodities, by the quantity of labour-time materialised in them. The value of other commodities is measured in terms of the precious metals, which are commodities of a determinate value. " 9 One sees a great similarity, and it is tempting to think that Marx began his examination of money by an analysis of metallic money in order to combine the tradition of the money commodity with the theory of value as labor, as Ricardo had previously done. But such an interpretation would make it impossible to understand why Ricardo, according to Marx, showed himself unfaithful to his own premises, or why Marx criticizes the error of those who treat ·money as a simple commodity, determining its value as a commodity without understanding what differentiates money from commodities. In Capital the initial simplification effected by the examination of metallic circulation is not a return to Richardo's premises. Rather, it permits Marx to transform the import of these premises, and to abstract the special meaning of money which differentiates it from commodities, at the point at which it at first appears impossible to show that essential difference, since money as a metal commodity is of the same nature as other commodities. lt is because "The difficulty lies, not in comprehending that money is a commodity, but in discovering how, why, and by what means a commodity becomes money," 10 that the necessary starting-point for the general theory of money is the study of "simple" circulation, a fruitful simplification or abstraction. Thus the Marxist theory of money starts with the identification of the "general equivalent form or money" which differentiates
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one commodity from all others and all commodities from money. This is really a general theory ol money, since the form thus analyzed is what gives all money, in every "monetary economy," its principal meaning. But a second step is necessary to describe the relationship between this money "form" and the multiple functions and aspects of money. The latter should all be like forms of the money form. But the relationship established by Marx is not at all that which could exist between an "essential" character of money and the "phenomena" which express it. All the forms of the "general equivalent form" which he analyzes are functions of money which complement one another, different yet necessarily linked with each other, u:hich only in combination preserve and reproduce the general equivalent fonn. To omit a single one, or to misplace it in relation to the others, is to put in doubt both the specific character of money and the general meaning of the monetary theory. In other words, only a complete theory of the functions of money makes it possible to completely define the specific form of money and achieve a general monetary theory. That is why the functions of money now need to be analyzed in relation to one another and in an order fixed by the requirements of the complete definition of the money form-the same order followed by Marx in Chapter Ill of the first section of Capital.



B. A "COMPLETE" THEORY OF MONEY 1) "The Measure of Value"; 2) "The Medium of Circulation"; 3) "Money." These are the three major points analyzed in succession by Marx. One is immediately struck by the discussion of the third point under the heading "Money" in a chapter entirely devoted to money and its various functions. The functions of "measure of value" and "medium of circulation" nevertheless have no meaning independent of the "money form or general equivalent." But they do not always imply the "presence in person" of money as a tangible embodiment of the general equivalent form. Thus the order followed is a progression organized in terms of the "money form" which determines all the connected steps, including the final appearance of money "in the full sense of the
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term." But it is only at the end of the three steps that "the econamic existence" of money is fully defined, although its character of general equivalent is the animating principle of all its functions and their articulation.



a. Money, Measure of Value Money as "measure of value" or "the money form as the price of commodities" is deduced directly from the origin of the general equivalent. "Gold becomes the measure of value because the exchange-value of all commodities is measured in gold, as expressed in the relation of a definite quantity of gold and a definite quantity of commodity containing equal amounts of labourtime,}1 What will turn up later as, in Wicksell's words, "the monetary problem par excellence,"" that of knowing how to determine "the general price level" as opposed to the relative prices determined in the exchange of products among themselves, does not exist here as a monetanJ problem. There are no "circulating use values" whose respective utilities confront one another, independent of monetary prices dependent on a money of undetermined value. Only commodities circulate; since they cannot be· exchanged immediately among themselves, their circulation implies money. 12 Commodities enter into circulation with a price and money with a value; the "monetary problem par excellence'" has been posed and resolved even before the entrance of money onto th~ scene, in the transition from the "relative" form of value to the general equivalent form, 13 in such a way that the fixing of monetary prices is identical with the emergence of the money form. Nevertheless the money form implies the production of money as a commodity. And if the value of gold (the labor-time needed for its production) changes while the values of all commodities remain the same, then, all other things being equal, the general price level changes. If the labor-time necessary to produce a given quantity of gold doubles, monetary prices will fall by a half-first those of commodities bought by the producers-sellers of gold, then bit by bit those of all commodities as their prices adapt themselves to their relative values, which by hypothesis do not change during the process. There is thus a modification
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of the monetary prices alone, due to the change in the relative value of gold as a commodity. Does this bring one back to Wicksell's monetary problem and what our contemporaries call the "dichotomy" of the "real" sector (commodities by themselves) and the "monetary" sector (commodities in relation to money)? No, by hypothesis, since according to Marx money is a special commodity transformed into money. But at this stage of the analysis money remains rooted in the exchange of equivalent commodities, and Marx's analysis differs from that of Ricardo only in his insistence on the uniqueness of the money form. The possible deviation of the price of a commodity (its exchange-ratio with money) from the value of that commodity, which does not vary if the necessary labor expended in its production remains the same, represents the specific difference in the ratio of the nwney fonn to equivalent commodities. But although price, being the exponent of the magnitude of a commodity's t·alue, is tlu? exponent of its exchange-ratio tcith money, it does not follotc that the exponent of this exchange-ratio is necessarily the exponent of the commodity's r:alue. Suppose ttco equal quantities of socially necessary labor to be respectir;e/y represented by one quarter of IL·heat and £ 2 (nearly lh oz. of gold), £ 2 is the expression in nwney of the magnitude of the r;a/ue of the LfiUtrter of tcheat, or is its price. If 1101c circumstances allotc of this price being raised to £ 3, or compel it to be reduced to £ 1, then although £ 1 and £ 3 may be too small or too great properly to express the magnitude of the tcheat's mlue, nerertheless tltey are its prices, for they are, ill the j)rst place, the fonn under tchiclt it11 r:alue appears, i.e., money; and i11 the second place, the exponents of its exchange-ratio tcith money . ... The possibility, therefore, of quantitatice incongruity betlceen price and magnitude of wlue, or the der;iation of the fanner from the latter, is inherent in the pricefonn itself 14



The distinction Marx makes between the money and commodity forms, and its consequences for the relation between the price and value of a commodity, cannot be assimilated to the dichotomy between "relative prices" in the "real" sector and
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"monetary prices." That dichotomy has reference to the determination of all prices and all values by markets (supply and demand of goods and money). At this stage 1n Marx's exposition, there is no examination of the relations between markets of different types, but only a study of the general conditions of the circulation of commodities, including money. In its role of "measure of value," the money commodity is "neutral" in relation to the exchange yalue of commodities. But there is no place here for the idea of the dichotomy of the two sectors, attributed to the "classical" economists, or for the approach which attempts to suppress that dichotomy by postulating an interplay of '"demand" for money and the "supply" of it. In Capital, the problem of the distinction between price and value, so far as it concerns the value relationships of the gold price and the commodity value of the commodity, is simultaneously posed and resolved by the definition of the money form. So far as it concerns the market price of commodity values, it cannot be resolved or even posed in the study of simple circulation, since it has reference to the analysis of markets in a capitalist society. Hence the problem of divergence between money prices and relative values of commodities is not "the monetary problem par excelleuce." The problem here, that of the money form and its solution as previously noted, does not depend on the way different markets are interconnected, but on the exchange of equivalents and the coming into existence of a general equivalent. "Price, in its general meaning, is but value in the form of money." 15 The divergence between price and value does not, then, prevent money from serving as measure of r;a/ue. That function depends at one and the same time on the equivalence of commodities and money and on their formal difference. The conditions under which it operates involve their own general limits; one aspect of these is the divergence between price and value. The role of money as a measure of value involves two complementary determinations. Since the starting-point of the analysis of money is the exchange of equivalent commodities, gold as a commodity "has a potentially variable value." To give it a fixed value would be to destroy the basis of the monetary function of gold as measure of value, its nature as a commodity,
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and to attribute to it a mysterious power to make commodities commensurate with one another. Nevertheless, the same reason which makes it necessary to attribute a variable value to gold prevents it from having a price, i.e., serving as its own equivalent. If it did, it would remain one commodity among the others and lose its character of general equivalent and its function as measure of value. One sees why the order of arguments must be observed; in succession Marx discusses a "market price" of money as med1um of circulation and then. 1n the analysis of credit, the price of money on a money market. But to speak of a price of uwuqJa.~ mea.wre of wlue would lead to confusion. it is likewise to avoid this confusion that Marx di8tinguislw8 between the characteristics of gold as mea.wre of fjalue (its value varies with the circumstances under which it is produced) and those of gold as standard of price, where a weight of metal fixed by custom serves as a unit of measurement which permits the comparison of the prices of commodities with one another, whatever the variations in the value of gold. This distinction is very close to that made by Ricardo in his Principle.y of Political Eccmomuand Taxatiou. But for Ricardo 1t is the hypothesis of the invariability of the monetary standard that determines the mon!")tary character of a commodity whose value is variable like that of all other commodities. But for Marx, money is different from commodities even before: being fixed as a standard. In simple circulation, the standard of price has a "monetary price" fixed by convention.
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The name given a certain amount of gold, or "monetary price," serves as a unit of account. "The specific form which the exchange-value of commodities assumes is converted into denominations of money, by which their value is expressed. Money in turn becomes moneu vf account. " 17 One will see under the following point (No. 2) that only the "monetary price" belongs to gold as standard unit of account. and that it has nothing to do with gold as measure of value, which cannot have a price. Every confusion between the different aspects of money, every exposition which disturbs the order indicated by Marx, has the effect of destroying the specific character of the money form, 1.e., the very essence of the Marxist theory of money. I shall return subsequently to the conventional character of the monetary standard. which implies state intervention. Marx repeatedly speaks of the monetary role of the state, whose significance it is necessary to define. But for that it is first necessary to know all the elements of the theory of money and arrange them in order. Moreover, it is difficult otherwise to understand why, in his theoretical explanations Marx omitted a large part of the considerations on the "money power" which are present in a fragment of the first draft version of Tire Critique of Political Economy. 1 e



b. Money, Medium of Circulation The distinction and necessary connection between the forms of money, presented in an irreversible order, explain the role of gold as medium of circulation once it has been established as the measure of value. On the one hand, money serves as the medium of circulation once it has been established as the measure of value and standard of price. On the other, in the development of the analysis, money as medium of circulation is not merely the manifestation but the practical guarantee of the role of money as measure of value. The fixing of prices permits the comparison of commodities to be exchanged; it does not
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guarantee their effective circulation, that is, their sale in exchange tor a sum of money which makes it possible to continue with purchases and sales. Only c1rculat1on, 1n which money effectively replaces commodities;, gives the fixing of prices its full significance. The first function of money is the condition for the second, but the second is the necessary complement of the first. Without this connection, money would have only a purely functional character, as medium of circulation, or a purely "ideal" character, as unit of account. The initial measurement of value by gold as a commodity would change nothing, since it implies only a single initial exchange. In a peculiar phrase, Marx says that "the sphere of circulation has an opening through which gold (or the material of money generally) enters into it as a commodity" 19 with a value established at a given moment. But nevertheless not all the stock of gold produced and sold, which "enters in," circulates. "lt is clear that, if gold and silver themselves have value, quite irrespective of all other laws of circulation, only a definite quantity of gold and silver can circulate as the equivalent of a given aggregate value of commodities." 20 And the quantity of gold that can actually circulate depends on the actual exchanges of commodities. Here Marx departs radically from Ricardo, to whom he was just so close. New characteristics appear belonging to money as instrument of circulation. The quantity of gold that circulates is a variable dependent on prices and the volume and speed of transactions. The first function of money has as a condition the variability of its value; the second implies the variability of the quantity that circulates. The two conditions are different. "The law, that the quantity of the circulating medium is determined by the sum of the prices of the commodities circulating and the average velocity of currency; may also be stated as follows: given the sum of the values of commodities, and the average rapidity of their metamorphoses, the quantity of precious metal current as money depends on the value of that precious metal." 21 But the reciprocal_ is not true. "Any scholarly investigation of the relation between the volume of means of circulation and
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movements in commodity-prices must assume that the value of the monetary material is given." 22 The value of money varies in its production and initial sale (function No. 1), but as the instrument of circulation it has by hypothesis a given value, while its quantity is variable. The difference between the total stock of gold and the amount which circulates is absorbed by hoarding. (Third function of money, to be examined later.) These points form the basis for Marx's refutation ol the Ouant1ty Theory ol Money. Thus the 1ntnns1c connection between these functions rules out not only their separation but their presentation in any old order and their confusion with one another. Hence the metamorphoses of money in circulation do not raise any question about the value of gold as general equivalent and measure of value; they affect only the instrument of circulation. Minted into coins and transformed into currency, gold can, in circulating, demonetize itself; it loses its weight of metal and becomes the shadow of its own metallic substance. This loss of its matter explains the difference between the "monetary price" and the "market price" of gold; 23 the public mint always produces coins according to the same standard but the pieces in circulation, used and clipped, weigh less than their name indicates. Having become lighter, they only correspond to a smailer quant1ty of gold, and the monetary pnce is less than the market price for the same quantity. "The weight of gold fixed upon as the standard of prices deviates from the weight that serves as the circulating medium, and the latter thereby ceases any longer to be a real equivalent of the commodities whose prices it realizes. " 24 Nevertheless, this demonetization of the currency does not detract from the dependence of the instrument of circulation on the true value of the gold. The quantity which actually circulates remains distinct from the total quantity of gold, and the course of its circulation continues to be determined by the value relationships between money as general equivalent and the prices of commodities. The modification of the coins affects only the special form of the medium of circulation. Nevertheless the process of dematerialization continues in the course of circulation, where gold can be replaced by "relatively
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valueless things, such as paper bills," which are fiat money with compulsory currency (as distinguished from banknotes, which are credit money). lt should then seem that the instrument of circulation, completely detached from its metallic substance, also serves as the measure of the value of commodities, with a value of its own. In that case the distinction between the functions of money would end up in a complete separation, depriving money of its initial significance and leaving it only a value dependent on 1ts quant1ty. Instead ol l1av1ng a g1ven value and a variable quantity as an instrument of circulation, paper money has a quantity determined by the amount printed, irrespective of the requirements ol circulation, and a value inversely proportional to that quantity. What Marx called "the inherent laws of circulation," based on the role of the money commodity, appear to be abolished when the medium of circulation, with no intrinsic value, depends on governmental decisions which fix the amount issued. Marx's refutation of the quantitativism of Ricardo would lose its general character if paper money were excepted from it. According to Ricardo, given the amount of money, the value of money depends on the relation between its volume and the volume of commodities; this applies to all money, including gold. If the sum of the values of commodities in circulation diminishes, or if the amount of gold produced increases, there is too much gold in circulation in relation to the value in exchange of the same volume of commodities, and hence in relation to the value of gold. The gold in circulation devalues itself in relation to its own value, and commodities are evaluated in a metal with a value less than that of gold. Their prices rise, because the amount of gold in circulation exceeds the amount in the initial state of equilibrium, and this increase absorbs the excess money. But the value relations between gold at the point of production and commodities remain altered. The fall of gold, which circulates below its cost of production, causes a decrease in its production and reduces the amount in circulation, which makes prices fall. At the end of this process, equilibrium (value of gold at the point of production-value of gold in circulation-value of commodities) is reestablished. 25 In the case of paper money, this can be done in a different way, if its issuance is restricted
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sufficiently by the state. Marx accepted this idea of Ricardo's in his criticism of Proudhon in The Powrty of Philosophy. So long as there i.~ a certain JlrOJIOrlion ohserred bettL·een the requirements c~f circulaticm mul the liiiWUIIt of IIIOIW!f issued, be it paper, gold, platinum or copper money, there can be 110 CJUe.yfion of a prOJJOrtion to be obsen·ed betrceen the intrin.yic ralue (co.yt of production 1 and the nominal ralue of mo1wy . ... Ricardo understood t/,i.~ truth so n·d/ that, c~{ier basi11g his tdwle system Oll ralue detennined by labour time, and after saying: "Gold and sih·er, like all other collwwditie!i, are raluable only in JlrOJwrtion to the quantity of labour nece!i.mry to Jlrocluce them, and bring them to market," he adds, ner:ertheless, that the ralue of money is not determined by the labour time its .mbstallce embodies. lwt by the /me of .mpply and demand only. 26



Marx subsequently indicated that money has a relative scarcity which constitutes its value. But the theses advanced in The Poverty of Philosophy are rejected and refuted in Capital. There, as H. Bartoli has shown, Marx integrates the value of money into his general economic theory. Since paper money does not lend itself well to that integration, can one nevertheless say with H. Bartoli 27 that Marx, resolutely anti-quantitativist in dealing with metallic money, returns to quantitativism when he analyzes paper money? Several points make this questionable. (One must nevertheless recognize that Marx never expla1ned them all clearly.) Following Tooke, Marx criticizes the contusion created by Ricardo in attributing the same econom1c role to all sorts of moneygold, fiat money, and banknotes-and holding that variations in the price level are determined by the variations in the total amount of money of all kinds. Marx says that if Ricardo tails to di~tinguish between the various kinds of money and their different forms, it is because he is obsessed by the role of the quantity of the medium of circulation. 28 Charles Rist summarized the monetary views of Ricardo 1n terms close to those of Marx: "The notion of quantity entirely dominates Ricardo's monetary theory: the price level depends on the amount of money, whether metal
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or paper.... Never pnor to Ricardo had anyone formulated so simplified a theory of the relationship between money, whatever it was, and prices."29 Marx rejects this concept completely, not because he himself adheres to an exclusively "metallicist" concept of money, but because the idea of identifying fiat money and credit money with metallic money rests on a confusion of the different functions of money, reducing it to the single form of medium of circulation. Ricardo's mistake is that he "regards currency, the fluiq form of money, in isolation." 30 The distinction Marx makes between paper fiat money and metallic money is a part of the basic distinction between money as measure of value and money as medium of circulation. Instead of tending toward a quantity theory of paper money, he seeks to get rid of quantity theory for all kinds of money. Marx completely rejects the Quantity Theory of Money: to accept it on a limited point would undermine the logic of his monetary theory. That is why the analysis of the nature of paper money is included in that of the process of dematerialization of all circulating money, a process which also affects metal coins. The loss of metallic substance in circulation never results in reducing money to a mere medium of circulation. Rather, it is an indication of the function,ql difference between money as measure of value and money as instrument of circulation. Nevertheless, the analysis of paper money is not entirely clear in Capital. Paper fiat money is without any doubt money. But it is hard to tell whether it is "false money," as Pareto was later to say, or true money whose monetary role is entirely derivative from that of gold. In either case, one can agree with Charles Rist that "The theory of paper money is to that of metallic money as in medicine the study of the pathology of an organ is to that of its norm!'J.I anatomy and physiology." 3 1 Marx describes a "pathological" effect of paper money when he says that the circulation of bills issued at will by the state "mechanically infringes by extraneous action" the laws of simple circulation. 32 He subsequently shows that in the end these laws nonetheless impose themselves, since paper money is only a symbol of gold and its circulation is in the last analysis regulated



by the need for metallic money. If the state issues too much paper money m· relation to the amount of gold 1t represents, the paper money devalues itself and the rise of prices absorbs the excess bills. "The effect would be the same as if an alteration had taken place in the function of gold as a standard of prices. 33 Equilibrium reestablishes itself in terms of a given value for monetary gold, which remains distinct from paper money. The nominal increase in prices thus has no economic importance, in the sense that it does not affect the primary determination of prices. (In the same way, though for different reasons, Keynes explains in the Treafi.w: un l\luuer1 34 that if the quantity of money is doubled, the level of prices is multiplied by two, but that this relation is purely a phenomenon of equilibrium which has nothing to do with the economic process of the determination of the price level.) According to Marx paper money is true money, related to gold as its symbol; i.e., the demonetization of the gold replaced by paper implies a compensatory "monetization" of the latter by the role gold plays indirectly. But in another respect fiat money nevertheless has some of the character of "false money," insofar as it is condemned to remain in circulation. 35 The state can issue paper money at its discretion, but it cannot subsequently withdraw it from circulation. And all the paper issued has to circulate; it is spent by the recipients of public payments, who neither keep it nor hold it in reserve. That is Marx's opinion. In contrast, H. Denis 36 and Charles Rist3 7 think that inconvertible fiat money can be put away by private individuals and serve as a reserve of value, even if only an imperfect and precarious one. In that sense paper money would be a true but bad money; it would reproduce all the characteristics of the general monetary equivalent. But Marx says nothing of the sort: on the contrary, he 1ndicates that gold cannot be replaced by things without value, by mere symbols, except when it "is a mere coin, or means of circulation."38 Paper money, true money insofar as it is a symbol of gold, also partakes of the character of "false money" precisely because it can never be anything but a symbol, condemned to circulate without rest.
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Only this last point. which is not made sufficiently specific and clear in Capital, could support the idea that Marx's monetary theory is mainly "metallicist" and that his criticism of the quantity theory therefore does not apply to paper money. And his agreement that immediate proportional changes in prices reestablish equilibrium shows to what extent Marx here remains under the influence of Ricardo. But the inadequacy of Marx's explanation on this point should not make us lose sight of the logic of his general concept of money, cumpletely oppusecl tu that of tlte Quantity Tlleoru of 111oneu. In this light. the fundamental problem posed by the circulation of fiat money with no intrinsic value is that of tire demonetbtticm of ctll money in circulation by the rery j(tct of its employment as c111 instrument of circulation. The case of inconvertible fiat money is no different from that of coins: both involve the general problem of reconciling the j)rst tn·o jilllctions of money.
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