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PREFACE TO THE THIRD EDITION

THE second edition of Money, which was called for about
six months after the appearance of the first edition, was
soon exhausted; and now the second printing of the sec-
ond edition is also exhausted, largely, it seems, because of
the widespread use of the book by universities. Such a

-demand was quite unexpected, because Money was in-
tended for the general reader, rather than for use as a
textbook. Since, however, the book is used by many col-
lege classes, we have tried, in this new edition, to direct
students to the best of the recent books and articles in
this field. We have also made several corrections and
brought some of the charts and statistics up to date. In
other respects, the third edition does not differ from the
second.

Money is offered as a groundwork for the study of our
major economic problems, above all as a help toward the
solution of the persistent problem with which we open
the book; namely, the failure of industry to furnish man-
kind with material comforts of life, at all comparable
with the productive powers of the available men, ma-
chines, materials, and money.

In a second book, called Profiis, based upon Money, we
discuss that persistent problem at length, and arrive at
this conclusion:

“‘ Progress toward greater total production is retarded
because consumer buying does not keep pace with pro-
duction. Consumer buying lags behind for two reasons:
first, because industry does not disburse to consumers
enough money to buy the goods produced; second, be-
cause consumers, under the necessity of saving, cannot
spend even as much money as they receive.
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“Furthermore, savings are not used to purchase the
goods already in the markets, but to bring about the
production of more goods. Under the established system,
therefore, we make progress only while we are filling the
shelves with goods which must either remain on the
shelves or be sold at a loss, and while we are building
more equipment than we can use. Inadequacy of con-
sumer income is, therefore, the main reason why we do
not long continue to produce the wealth which resources,
capital, improvements in the arts, and the self-interest of
employers and employees would otherwise enable us to
produce.

That theory evidently has an important bearing on
many of our current internal problems, such as stable
money, unemployment, instalment selling, high wages,
and reduced hours of labor. No less significant is that
theory in relation to many external problems, such as
foreign trade, tariffs, loans, and debt payments. Most of
these problems, national and international, we could not
consider at length in Money or in Profits. We have dis-
cussed them, however, somewhat informally, in a book
called Business Without a Buyer. These later books, by
means of many practical applications, further disclose the
significance of those parts of Money upon which we have
placed most emphasis — those parts which chiefly dis-
tinguish it from other books on that subject.

The theory of underconsumption which we have ex-

- pounded in these three books has brought forth one in-
‘'sistent question, ‘* What can be done about it?” That is
‘the subject of our next book.
WiLLIAM TRUFANT FOSTER
WADDILL CATCHINGS

-NEWTON, MASSACHUSETTS
January 1, 1927



PREFACE

‘THE Pollak Foundation for Economic Research welcomed
the opportunity to publish, as its first volume, Professor
Irving Fisher's The Making of Index Numbers, because
the first need of the science of economics appears to
" be accurate and generally accepted instruments of meas-
urement. In this second volume, we venture upon a pre-
liminary discussion of money, because money, which is-
our best measure of the strength of economic motives,
should be made the core of economic theory, and because
moreof the world’sdifficulties are due to monetary policies
than to any other economic cause. In any event, thisisa
good time to study the subject. It seems likely that the
era of monetary chaos through which we are passing will
become the classic example of unsound public finance.
An understanding of the part that money plays in the
world is prerequisite to a solution of the most critical
problems of our day, national and international. Such an
understanding requires a knowledge of those attributes oi
a money economy that make it essentially different from
a barter economy. Failure to take this difference fully
into account appears to be at the root of various popular
fallacies. Even our textbooks insist, as a rule, that “all
trade is, of course, barter,” and that ‘the young econo-
mist must do exactly as Solomon and Hiram did — think
in goods.” With attention fixed on goods rather than on
money, however, the economist, young or old, is in danger
of overlooking those aspects of modern production and
~ distribution, particularly the unbalancing of supply and
demand, that have most to do with the periodic ups and
.downs of business.



vi PREFACE

Indeed, it is obvious facts and indisputable conclusions
that are most frequently overlooked. For that reason, we
have not hesitated to deal at length with various proposi-
tions that we arewell aware will be regarded by some read-
ers as tiresome platitudes. That the world can consume,
in the long run, no more than it produces; that stand-
ards of living depend on sustained production; that pro-
duction cannot be sustained at a high level without a
medium of exchange; that gold is the most satisfactory
basis for a medium of exchange; that central banks should
be free from political pressure; that monetary reforms are
impossible as long as governments meet their deficits by
printing money; that sharp fluctuations in price-levels
lead to disastrous results; that competition among con-
sumers rather than governments should control prices and
production: these are among the commonplaces of sound
thinking that the war-wracked world of to-day disregards
to its sorrow.

“The money fallacy,” said Simon Newcomb, many
years ago, ‘‘is periodic, overwhelming us, not at regular
intervals, but from time to time, owing to the influence of
changing events. The Americans, more than any other
people, have been its victims.” And now, as a natural
aftermath of a world war, we are beset on every hand with
proposals for reforming the entire economic order. Most
of them blithely ignore what money does, and just as
blithely assume that money does, or can be made to do,
what it cannot possibly do. To offer another panacea for
social ills is no part of our purpose. This is fair warning.
The reader who is bold enough to venture beyond this
preface into the discussion of a subject that has long been
regarded asone of the dullest partsof * the dismal science "’
will do well to heed this warning. Otherwise, after read-
ing all that the volume offers, he may cry impatiently:
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“Well, if all this is true of a money economy, have you
nothing more to offer by way of constructive proposals?”’
In subsequent studies, based in part upon this volume, the
Pollak Foundation expects to have something to say in
answer to that question. It hopes thereby to be of some
help, at least, to the various economic agencies, happily
increasing in number, that are now endeavoring, on the
safe basis of fact and reason rather than on the hopeless
‘basis of prejudice and passion, to hasten the day when
money — with its purchasing power protected against
excessive fluctuations — will do more to promote and less
to hinder the work of the world.

The following pages, however, are only introductory —
an indispensable groundwork, we believe, but nothing
more. It goes without saying that a discussion of all as-
pects of the topics we have touched upon — the rate of
interest, the function of price, the circuit velocity of
money, to go no further — would take us far beyond the
confines of this volume. Here we have dealt only with
some of the larger aspects of monetary phenomena, the
significance of which appears to be overlooked at times in
discussions of business problems and reform programs.
Later on, we may discuss certain refinements and quali-
fications.

For the present, we shall be content if the reader agrees
with us that all proposals for changes in the established
order, no matter from what source they arise, must be
discussed in the light of the characteristics here outlined
of an industrial society based upon the exchange of goods
and services for money. This much is fundamental. Inso
far as our exposition is erroneous, it must be corrected;
but in so far as it is sound, it must be accepted as the ad-
mitted matter upon which constructive programs will
have to be based. If all reformers proceeded from such
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safe ground — if they were wise enough to distinguish
what they know from what they do not know, and to
insist on knowing how things really are, and why they are
as they are, before launching a campaign for changing
them — the world would be spared much strife and false
accusation and bitterness and wasted effort.

The authors are grateful to all those who have read
parts of the manuscript. Especially helpful have been the
frequent criticisms by Hudson B. Hastings of the Pollak
Foundation, and the suggestions offered, from time to
time, by Irving Fisher, Wesley C. Mitchell, Gilbert H.
Montague, Malcolm C. Rorty, John E. Rovensky, Martin
J. Shugrue, Carl Snyder, O. M. W. Sprague, and Paul M.
Warburg.. Particular acknowledgment should be made of
the indispensable services of .Edith McDonald of the
Poliak Foundation. Some of the chapters are in part re-
printed, with the kind permission of the publishers, from
papers that appeared during 1922 in the Atlantic Monthly,
the American Economic Review, the Annalist, and The
Saturday Evening Post.

As footnotes, “like little dogs barking at the text,”
annoy many readers, we have corralled all the little dogs
in the Appendix, where they can be found easily enough

by any one who wants them.
WriLLIAM FRUFANT FOSTER
- WaADpDILL CATCHINGS
NEWTON, MASSACHUSETTS
January 1, 1923
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Mill, John Stuart, cited, 7, 8, 12, 37,

64.
Mitchell, Wesley C., cited, ro, 11,
116

16,

Money, a central human interest, 4—~
6; neglected in economic theory,
7-10; defined, 17-18; as a medium
of exchange, 32 fl., asa standard of
value, 41 fl., 362; instability of,
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1 ff.; essentials of, 78—-80; commod-
ity basis of, 97 fI.; velocity of, 158,
173~75; quantity theory, 160 ff.;
as suspended purchasing power,
212 ff.; makes possible unbalanc-
ing of supply and demand, 213 ff.;
always defers exchange of goods,
222; in relation to goods, 228 ff.;
unlike other forms of capital, 262;
‘advanced in production, 269 ff.,

39; in consumption, 277 f.; the
orce that moves industry, 277 ff.;
circuit flow of, 298 ff.; created
and extinguished in banks, 313;
enough to do business with, 326,
363—66.

Money in circulation, defined, 19;
kinds of, 22—24; in U.S.A., 1923,

374 , .
Money transferred without goods,
163-67.
Money vs. wealth, 20-21, 119,
Monopoly ‘prices, 187.
Muscle Shoals project, 88.

National Bank notes, as paper
money, 23; how issued, 24.
National Banks, increase in deposits,
1915-1920, 229.
National Bureau of Economic Re-
search, cited, 304, 311.
National Monetary Conference at
Brussels, cited, 136, 378.
Newcomb, Simon, cited, 160, 166,
+209.
New Republic, cited, 388.
New York Times, cited, 181,
Nicholson, J. Shield, cited, 16, 151.
“Normal,” confusion due to use of
the word, 53, 167; misuse of the
term, 329.
Northcott, C. H., cited, 73, 293.

Ohlin, Bertil, cited, 53.

Optlon‘; that go with money, 199,
291 ff,

Overproduction, associated with the
time factor, 269 ff., 324—26.

Palladium, cited, 86.

Panama Canal, paid
ings, 273.

Paper money, kinds of in the United
States, 23-24; depreciation of,
48-50; instability of, 48-50, 102;

for out of sav-
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arbitrary restraint needed, 87-go;
in foreign exchange, 142; deprecia-
tion of in Europe, 1922 (Figure 7),

145.

Patterson, R. H., cited, 34.

Penson, Sir Henry, cited, 67.-

Physical volume of production, esti-
mates of, 229.

Physical volume of trade, 169.

Place option that goes with money,
225-27.

Pollak Publications,
cited, 62; 349.

Population, trend of, compared with
currency (Figure 2), 23; compared
with production (Figure 6), 113.

Price control, by government ineffec-
tive, 201. :

Number 3,

| Price economists,” 10.

Price fixing, 189; impossibility of,

208.

Price-level, defined, 22, 154-55; in
relation to stocks of gold, 45-46; a
composite of many price-levels,
172; what should it be? 356.

Prices, in relation to stocks of gold
(Figure 4), 45; compared with
bank loans, 1913-1921 (Figure 8),
182; controlled by buyers, 197 ff.;
a measure not a cause of trouble,
204; variations since 1913 (Figure
9), 206; in relation to business
cycles, 349-50.

Producers’ commodities, defined,

286.
1 Production, schedules controlled by

consumers, 190—92; requires capi-
tal goods, 251; determines stand-
ards of living, 253, 284; requires
money, 265; time factor in, 269 ff.;
always planned to meet future
demand, 278; sustained only by
money spent in consumption, 280;.
based on estimates of future mar-
kets, 281 ff.; at maximum requires
business stability, 309-10; volume
of in the United States, 364.

Profiteers, 20405, 209, 233.

Profits, effect of undivided profits on
circuit time of money, 317; in re-
lation to the annual equation, 332;
in relation to the cost of living,
334-36; flow of, to consumers,
341—43; and business depressions,
346—48.
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Propert%, security of, necessary,

255-506.

‘Proportional Representation League,
cited, 192—93.

Prosperity, illusion of, due to infla-
tion, 73.

Psychological aspects, of price fluc-
tuations, 170-71, 245—46; of busi-
ness revivals, 280 ff.; of consum-
ers’ demand, 292 ff.; of fluctua-
tions in circuit time of money, 316.

Purchasing power parity, 146; res-
toration of former parities impos-
sible, 146~47.

Quantity theory of money, 160 ff.;
practical value of, 175-84, 357.

Railroad difficulties, due mainly to
inflation, 235.

Real wages, vs. money wages, 69-70;
dependent on savings and invest-
ments, 256 ff. -

Rediscount rates, and price-levels,

357-61. .

Reeve, Sidney A., cited, 387.

Reparations, dilemma of, 237.

Reserve ratio, in Europe during
World War, 85; no longer a safe
guide, 359. )

Retail food prices, compared with
bank loans (Figure 8), 182.

Retail sales, compared with whole-
sale, 295; compared with money
in circulation, 296.

Right prices, 188—90.

Rorty, M. C,, cited, 285, 303.

Russia, irredeemable paper money
in, 49; inflation in, 88, 119, 120.

St. Clair, Oswald, cited, 164, 165,

216.

Sauerbeck, Augustus, cited, 44, 47,
110.

Savings, capital goods due to, 253,
encouraged by safety, 255; largely
involuntary, 259; effect on circuit
time of money, 316, 352.

Savings banks should require notice
of withdrawals, 86.

Seager, H. R,, cited, 32.

Sears, Roebuck Company, sales in
19201921, 296.

Self-liquidating paper may cause in-

flation, 217-18.
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Seligman, E. R. A, cited, 32.

Services, defined, 30; less important
than commodities, 283-84.

Silver, dollars, 23; value maintained
by limitation of quantity, 89; re-
serves in United States Treasury
of no monetary use, 90.

Sisson, Francis H., cited, 390.

Smith, Adam, cited, 307, 365.

Snyder, Carl, cited, 7273, 229.

Social unrest, caused by inflation,

67-71.
Soldiers’ Bonus Bill, 290, 322.
Sound money, not necessarily stable,

357-
Spain, nineteenth century inflation,

48.

Spalding, William F., cited, 240.

Speculation, promoted by 1nflation,
65; not curbed by Edison plan,
118; increased by inflation, 170;
in commodities, 242 ff.; facilitated
by bank credit, 242 ff.; in sugar,
244; in New York (Figure 14),
302; effect on circuit time of
money, 317. :

Spiethoff, A., cited, 333.

Spiral of inflation, 56-57, 67, 74, 94,

349.

Sprague, 0. M. W, cited, 229.

Stable dollar, 354.

Standard of value, money as a, 41 ff.

Standards of living, as bases for
wage rates, 68, 254; and capital-
ism, 251 fi.; dependence on pro-
duction, 253, 284.

Stewart, Walter W., cited, 229.

Sunshine cure for business depres-

s sion, 2§oﬁﬁ. d

upply, defined, 30-31.

Supply and demand, defined, 30-31;
as viewed by business mes, 177;
perfectly balanced in barter trad-
ing, 212 ff.; upset by increase of
money, 228 ff.; upset by govern-
ment financing, 234-35; not the
same thing, 324—26; in relation to
the annual equation, 330.

Surplus production fallacy, 151-53.

Suspended purchasing power, 212 ff,

Szebenyei, lj'oseph, cited, 41, 66-67.

Tangible goods, defined, 30.
Taxes, less costly than bond issues,
§7-61; vs. loans, 57-61; may curb
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owth of capital goods, 260-62;
rom tobacco, 296; decreased
taxes decrease circuit time of
money, 316.
Thrift, meaning of, 352.
Time-factor in production, 269 ff.
Time option that goes with money,

219-24.
Turner, J. R., cited, 9.
“Unbalanced state of industry,”

327.

United States Steel Corporation,
control of prices, 200.

United States Treasury Notes, 23~

24.
Unstable money, morally disastrous,

63-67; socially disastrous, 67—71;

economically disastrous, 71~73.

Van Deventer, John H., cited, 292.
Veblen, Thorstein, cited, 323.
Velocity of money, 158, 173~75, 300.
Vertical integration of industry, de-
creases circuit time of money, 317.

Volume of production, determined:

by buyers, 196 ff.; compared with
prices (Figure 11), 230.
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Volume of trade, compared with
volume of farm products, 112-14;
compared with prices and produc-
tion (Figure 11), 230.

Wage-lag, 68—69; 339.
Wages, those that facilitate con-
sumption, 288; increased wages
decrease circuit time of money,

315.
Wages of railroad workers, 70-71.
Wallis, Percy and Albert, cited, 216.
War Finance Corporation, 237.
Watts, F. O,, cited, 214.

Webster, Pelatiah, cited, 64.
Wells, H. G., cited, 4

Wheat, fluctuations in price, 110.
White, Andrew D., cited, 65.

‘White, Horace, cited, 9.

Wholesale prices, 1914-1921 (Figure

4), 45-

Wholesale sales, compared with re-
tail, 295.

Workers, not paid in goods, 275.

Yardstick, a standard as money is
not, 41-42.
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