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ity | a2 ‘ Keumen's Exam 106
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Question #5% .. T e L : 7 e e L

~On the surface, money appears as an ObJECt of enrlchment _en object?offﬂ__"-

mater1a1 wealth As such, it is also percelved tq be the source of the de51re

for wealth. At a secqnd 1evel, money 1is the embedlment of abstract,wealth a

\»)igy'lform of value. In capltallst soclety, 1t is a commodlty representlng a f1n1te
E—— ‘f 2 3
magnltude of value.,'a deflnlte quantlty of abstract labor._ lee all other

\\ JR :
;Yeommodltles, 1t has the mater1a1 form of a use-value. But by v1rtue of 1ts hlS—

)

zJR‘“

torical and 1og1ca1 development in the\growth of the process of exchange, money
is a partlcular commodxty It becomes the common form into whlch all commo-f
dities as exchange-ualues are transformed EEase also-the flTSt form of cap;tal =

[ R 4 i
Hlstorlcally, 1n early soc1et1es, the commodlty that serves as the money

form, i.e., exchanges for other commodities éorrthe purposes “of exchange rather :

. than for use, is that Dbject Whlch is most frequently used 1n productlon and
3 A

consumption., It 1s the predomlnant form of wealth 1n the: soclety, ‘such as

cattle or‘slaves. The usefulness of this comqulty in’ these two processes )

stampsilt as money. In more advanced soclet1es, money is the commodlty Wthh

has the least ut111ty as an object of consumptlon or product1on but whlch best

serves the needs of exchange. It is the commodlty that is: most serv1ceable 1n

exchange.ﬂi hengel_jifilgggjﬁgygg_gf thls commodlty is now 1ts exchangeablllty.

Because of . the1r partlcular qualltles, the DTeClOUS metals best f1t thls functlon,

,..‘

”and they thus became the first form of’ money. fn - ;CTLF'}'J,A--i

e Loglcally Marx showed how the meney form 15 deriuea trem the forms of b
value. Every commodfty, as a product of labor, 1s the ob;ectlflcatlon of a
deflnlte amount of . 1abor -time. Its value, equal to the quantlty of labor t1me
embodied in it, is réallsed when it is exchanged for other commodltles embodylng
the same amounts of abstract labor. As values, a11 commedltles are qualltatlvely

equal but quantitat{%ely different. Thus, value assumes ‘an 1ndeuendent exlstence

BT

@

from the bodily-forp, 0¥ use-value, of the‘chmodity;



#® r

/4 L
pr;p° Moreover, the steak is the result of concrete 1abor to produce 1t as such.

\b? this commodlty to the world of commodltleﬁ & t merely dlstlngulshes use~value

books 1s here expressed relatlvely 1n the varue of the steak. ,In th;s p051t10n

in the equatlon the steak acts as the equlvalent, and 1t 15 dxrectly exchapgeable ‘
'nﬁ‘- * "\,. N

for all: other commodltles hav1ng the same value.A Although the steak also has -

! Y - ~. . '

§p use-value as a steak, ;ts value alone is what counts. Thevuse yalue of‘anyﬂ»Kig‘

g? commodlty in the pos1t10n of the e ulvalent 15 the=form of 1ts o 051te, Nalue. -
AN q PP

However, in the p051tlon of the equlvalent the steak assumes the form of 1ts e'{

opp051te, abstract h%man labor. And flnally, a}though the steak was produced by
" individual labor, in the equlvalent pos1t10n, 1t assumes the form of 1ts opp051te,_

soc1a1 labor.

The elementary form of value then is the f1rst form h1stor1ca11y 1n wh;ch a

product of labor appears as a commodlty and 1n wh;ch the value of thls commodlty

LS -.u-.

ooshap i ey o : 3
obta1ns an 1ndependent and defznlte expre551on. It also contalns all the contra-
: o - L ‘
dlCthRS, tens1ons between opp051tes, that w111 fully develop later in the money
A Thar. LUt T RS S A v

.‘~.I:' .'rv"

L }u

form and sow the seed for crls1s. ,“

RATTVE S /'J‘ ' 2 s b :
The elementary form 1s. however&,def1c1ent. ,It 1s h;storlcal accldent

. ] RPN L . vt
: n v s ; 0 :\ s “.v$ ;..‘ra '-u,. &

whlch determlnes where the connodlty is plaged 1n the equat1 Moreover 'when
i A

) b .» VR IR 1S ﬂ 4.. . e ‘Q

the commodlty 1s 1n the relatlve form, there can exlst“only 1 other commo%:ty to

.!‘*O

6 act as 1ts equlvalenti The equatlon, then, 8oesn't explaln the relatlonshlp of
»:I,‘, / t 4 ""z u *

Tl" b

from value, concrete lahor from abstract labot,and pr1vate labor from soc1a1 labor.

4
'n'

From this begmmna a. second value equatlon can he evolved, the expanded
form of value. In a glven equatlon, 2 books = 1 steak 3. apples, 5 lbs. coffee,ef
all the commod1t1es on the right s1de of the equatlon mnrror the value of the j

» -

books., Thls equation is an 1mprovement over the elementary foxm ;n that value
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< here hecomes dlstlncﬂly undlfferentlated human labor., The books now stand 1n o

4

'y relatlon to the world pf other cemmodltles. The acc1denta1 character has been .
3 . fo <o g “Eaay i
abollsheq, and it is clear that the magnltude of the value regulates the exchange.

¥

Like the elementary form, hOWever, thlS expanded form 1s also deflclent The

L PRSI LLRT
0,: i

1nterm1nab111ty of the r1ght slde merely 1eads te fragmentary expre551ons of

value, rather than a unlty of expression, - - 2‘\” e ‘ﬁ;" s f“”h';
: i 7 Jatg e el

T r

The expanded form of value thus’ glvee way to the general form..<in thisT

*

*{. © third equat;on, 5 1bs, coffee, 3 apples, 1 steak =2 Looks.” One 51ngle commodxty,

3 |

here the ‘books, is set apart to fu1f111 the role of a measure of equ1va1enCe,-f

.
{ .--

of exchange value, for the world of commedttles.‘ They are ftnally all unrted

in a s1ng1e un1versa1 equ1va1ent._ The commodlty in thls pDSlthﬂ now becomes

§§§§D\\\gcognlzed by all others as the meney~form, whose use—value is its value 1n -L =

'."'-

Q; exchange. ‘Historically, gold monopollzed thls p051t10n and became the 5001ally-

ijj‘ﬁg & stablished money fopms: 1 Suu s ey f,
N

Once the money form is so establlshed 1t plays several roles 1n soc1a1

-

»

b&f productlon and exchange. Its f1rst functlon is a§ a measure of value._ In other

6& words, money is the mater1a1 expre551on of a commodlty's value 1n a deflnlte ‘
it ‘ £, i

qﬁ? magnitude.r It allows all commodltles to be quantltatlvely comparable and 1t

P

makes them qualltatlvely equal. As a meabure of value, money is the prlce—form -

,'l iy

of value, although money 1tse1f has no prlce., Idﬂeed 1f rt d1d, 1t would have

to act as 1ts own equlvalent a senseless expre551on. Instead, 1ts prlce 1s ey

purely an 1dea1 form, yet an 1dea1 form under whlch "lurks hard cash 1w 'QEQ‘ZL

Gl AL A iy

This measure of value alse exureeses a soc;al relatlonxof productlon f"It
signifies the amount of socially-necessaryflabor time 1nv01ved in the manufacture

of each commodlty. Once this commodlty is converted into prlce the productlon _

.n

relation appears only as an acc1denta1 exchange ratlo between the commodlty and

the money commodity, This appealance masks that the exchange-ratlo is really s

@

either the real magnitude of the commodlty’s value or the quantlty of gold
./-'—-"-"-—-_,____

}’JWL dev1at1ng from tha value (due to several dlfferent reasons)n The dev1at1on

fdﬁ qﬁtﬁéﬂ \ére N K predl : R e o ,zLF_f e At :
i t S5 s s e .
; YA s : f " a g Y ¥ y Lo
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Money as measure of value'must be d1st1ngu1?hed from money as standard of

* DRI N Y AT _‘

price. . "As the former, 1t converts value to, pr;ce and serves as deflntte"uuantiv

M S ’n 2
ey : et . N \\,‘

. t1es of labor-trme. As the latter, money functlonswas a fixed welght qr magnl- o

tude of gold The standard of prlce measures prtce 1n exact quantrtles of gold

(For $1m911c1ty, we assume that gold 1s the mbney commodlty ) It thu' requlres ,f 8
l.,‘v . : ~...

an unvaryrng measure, for whlch stablllty and exact proport10n¢ar essenﬁlal

And, although the Value of gold may vary, thlS does not affect'lti‘functlons as e

- standard of price and measure of value srnce dlfferent quant1t1es~of gold w111

-

.. t

always represent the same ratlo of value wlth respect to one another,

The second functlon of money is as a medlum of clrculatlon, Slmple c1r-;:
S| B N P
culatron, represented by the C-M-C c1rcu1t, con51sts of two 51mu1taneous acts,};.-

Lr "\; . .

Y

a sale and a purchase. A commodzty begxns and ends the clrcult. fIt beglns asf

a use-value, sheds . thls to become exchange-value, and then agarn‘dons a use-value.

‘Once the commod1tyﬁrs.soldtrlt drops'out of c;rculatlon to be consumed by‘zts
AT L ' ki

rpurchaser. Money then, as a medrum of cerUIatlon, medlates the transfbrmatlon

Nt ‘q i i ,,H_v ,.E.,"v\"'_,. R ) R

" ‘ ,4 G I .; ,g \_.,A.,,‘i'.". e -/'.'.' Uy T LI FR
[

It 1s 1nterest1ng to note that there are'Z antlthetlcal movements 1n the
H . . . \‘;:_ -, ‘g"u*.‘.c "‘-x».:: ey . he . - . & .‘..P I NS

c1rcu1t. The money and commodlty sw1tch places. Once they do,'the commodlty ‘:Q'

St SRS ’.u"‘} .m

drops out to be conSumed, Bach commodrty thus beglns 1ts second phase aswmpney.

Lo . . '»': f'-‘\' e B
) './'vl “ : : \/q,"

It seems, then, that the movement of the metamorpohelzed commodlty 1s,th§ move-,
‘ - oA S R R

ment of money cont1nua11y chang1ng places w;th fresh commod1t1es,ﬂ71n thls way, f

v.‘;.' A~ ‘ ‘J \&:

ey “ 0 Dot

money acquires a movement of 1ts own, The result 1s that 1n clrculatlon, money

KN

funct1ons to perpetually rotate commod1t1es, to change themr form, to realtze ,

their prices. Hence 1n this last sense, money also functtons as a measure of

value, : ‘,‘ ' S s ~fsr- L
. - ‘s “

Since’money is constantly in the sphere of clrculatlon, the questlon arises

L ]
as to how much will be absorbed. Marx assumes that before enterlng clrculatlon,

-

. . Y N .
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the prlces of commodltles are equated to deflnlte quantltles of money and that

prices will be equal ‘to value The amount of money needed to c1rcu1ate is f*'d

determlned then, by the sum of the total prlces of the commodltles whlch are to

circulate and by the average veIOC1ty of money 1n c1rcu1at10n. ‘Thls veloc1ty

-

of transactlons, and the sgeed that new commodltles are placed in, 01rcu1at10n to

A \Qg place those.consumed The. calculatlon of the sum of prlces of COmmOdltleS pre-

b - a‘cu-t ;

\(23 W(Supposes that the value of gold serv1ng as a mgasure of vaIue 1s glven. The sum
i

jy\{_ itself is dependent upon the prlce -level and the number of purchases and sales £2

N )
3§x§ ’ : L
wQQAJF' at glven prlces. From thlS 1t can be seen that the amount of money in circu- gw&' o4 .

M)
P
Ay o

1at10n is deEendent qun the Fluoruarlnn of ‘prices potliae than fhe 1nverse

Although the C-M-C circuit represents a unity (each sale and purchase
blends into one), it also represents a separation, Sales and purchases may Nﬁyﬂsafé
occur separately rather than successively as we first assumed There can ‘be’ s » \ A

\

3 LT o At
. oA ) an interval between the two acts, When thlS 5p11t between sale and purchase ;
—_— .

becomes too great, the p0551b111ty of CrlSIS appears. For Marx the ten51on

] A

between use»value and exchange value, concrete and abstract labor prlvate and

:"

social labor all have the potent1a1 to "assert thelr modes of motlon" 1n the

g i

ant1thet1cal phases of the transformatlon of a commodlty and to develop 1nto a

crisis, " - ‘; < ¢

.'.‘f‘

The thlrd functlon of mpney 1s as a hoard, or as ‘a store of’ value.t Money

functlons as' a hoard when the exchange tycle 15 1nterrupted when a sale 1s

J L

completed without a correspondrng purchaser Money 1s sought after, wlthdrawn

from circulation because 1t embodles exchange-value, abstract 1abor wealth

' AR} "

Money in hoards can be converted to commodltles at will, Hoardlng 1s the resuit

e

of insatiable greed. J o S
As Marx notes, hoarding was more important in societies with less developed

conmodity production.; In more advanced commodity producing societies, hoarding

i e ¥ . 3 . L) P
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. 1ntermed1ary, but the’ flnal result. ' 'vFi'ﬂ””f

(!
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country and the proportlon of money in tlrculatlon.~‘1f prlces deerease or the

. A
t( v

veloclty of money 1ncreases, the money leav;ng c;rculatlon 1s absorbed by hoards.-:f:‘ii

e

They thus can act as, channels for the wlthdrawal of c1rcu1at1ng money and asi

reserve for future payments.? ‘;'l
F1na11y, money functlons as a means of payment, Thls occurs when Ehe

o

transfer of goods precedes the transfer of money and when the»relatlon between

. L N

buyer and seller is transformed to one qf debtor%and cred1tor‘;;1n th}s case,,_p;-

the change of posltlon between money and commodlt;es 1s not s1mu1taneous.,:-'f*".

L] . ,4 ‘.,\, . "'{1

Money is simply a promlse to pay 1n the flrst perlod glthough 1t st111 fhngtlons

4’_.‘. .5» JURSROHE ""'},..'

as an’ rdeal means of purchase to move commodlt;es. Money oﬁﬁy enters 1nto

S . .‘b»:,..,ﬂ
TSN

c1rculatlon on the ‘date 1t is due, as a means of payment, and 1t appears that

1‘ .o ’

the second phase of'the circuit happens flrst. Money, then& 15 no longer the f

“o.' .
- -.A

Lt oa e, . . .
.“~ ,~ ~

On the assumptlon that the veloclty of the means of clrculat1on and means

v..‘.- 'r

of payment are given, the quant1ty of money ‘in. clrculatlon will be equal to the

fovey ‘..‘n oo ve .'. m.

,,..‘,.x'r ¢

r,r .,.‘ ’_"~f‘,' e "~-»"i"=.‘;-"£.;'.

e,

t--yments that balance each other out,(&inus the number of c1rcu1ts the samez

Ny .\j.‘ s ,' i "‘.'h‘;’.‘-

the mass ‘of - commodltles clrcplatlng and the quant1ty1u~

-.- 4\,... AN ‘.-~A;,., .‘

money wall not appear

t11 some

e

thei ‘perlpds.‘

Sometimes as means of payment, money need never be PrQsent.. If payments

'

b t

and credlts cancel each other out then money becomes "nom1na1 money of account "

In this”case, exchange value has no 12cvixndent ex1stence, 1t 1s merely 1deal. ,

e

Uoof ML ok M o




oney £¢n§tlons,

{
w111 be a rush”on money, a race to turn 1dea1 money of account 1nto hard cash

. . ,A..»
- K . t e R .

During these times, money agaln appears as the sole form of wealth

- [ad ‘N'ﬂ" .

commod;tles appear useless. Marx refers to these crlses as monetery'cilses,'




. Greég Bischok 53

£
Outline ,;gf Answer to ;

Compare the phenomena of Marx's theory of money as compared to the Classical Quantity Theory
o.)ney with respect to

a) the case where money consists of gold coins only

b) the case of convertible token money

c) the case of inconvertible token money

| shall begin by outlining the essentials of the classical theroy according to David Hume and David Ricardo.
Then | will examine Marx's treatment of money and his eriticisms of the classical theories.

Basic Propositions shared by Hume & Ricardo for o system of simple circulotion (although they each sought
to generalize this model to describe and explain bank notes and international trade).
MV=PT
Where ( V is an.average ) : ‘
M= quantity of denominated money(either paper or coin), given by social and technical factors
V= number of times that the stock of money would have to turnover in a given time to accomplish all transactio
price level based on an aggregate price index
number of sales transacted at this price index (assumes a Frxed level of output)

David Hume elaborates his ideas on money in his essay "Of Money" (1752) His basic ideas are as follows;

1) "Commodity-prices in a given country are determined by the amount of money (real or token) existing

‘Herein'.' pp. 162 in Marx's Critique
2) "The money circulating in a given country represents all commodities which are in the country, "

3) "If the volume of commodities increases of decreases then prices fall or rise while the value of money
rises or falls. If the amount of money increases or decreases then, on the contrary, commodity-prices rise
or fall , while the vuiue of money falls or rises."

Before turning to Ricardo's treatment of the question | will briefly deal with James Steuart's contribution
to the theory of money.

Jomes Steuart was the first to pose the question as to whether prices of commodities are determined by the
amount of money or whether the amount of money in circulation is determined by commodity-prices. He also
was the first to note that commodity circulation requires a determinate omount of moneyto circulate the sum
of commodity exchange-values. If there exists more money in circulation than would reflect the sum of
commodity exchange-values then the excess of gold money will be held in hoardes, Finally and incidentally
he was the first to note that currency based on credit would always reflux to its point of origin. Adam Smith
merely repeated what Steuart said on money .

Ricardo's theory of money can be set forth in the following seven major propostions and derivative points.

We value of specie(gold and silver) is determined by the quantity of labour-time necessary to produce it.

2) The value of commodities is measured by precious metals in denominated money form.




.o g .
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+ Ricardo continued:

.3) The quantity of circulating medium is determined by:
a) the value of the standard of money, ie. specie money
b) the value of the sum of the exchange-values of all commodities in circulation
- Paper money or token money can, in principle, be substituted for gold if ( given its

denominated face value) it is'issued in a quantity commensurate with the quantity of

 gold that it represents,
= this proposition of Ricardo's stands in opposition to Hume. Hume held that gold had only
nominal value, in essence it had no intrinsic value and hence its value,like that of paper

or token money , is determined by the quantity in circulation.
4) Thus, if the value of gold is given, then the omount of money in circulation is determined by the prices

of commodities in circulation.

5) Equilibrium balance holds when the sum of exchange-values in circulation equals the value of the

amount of money in circulation
a) If we vary the quantity of money, while holding the sum of commodity exchange-values in circulation

constant. then: .
- if the supply of gold money rises above the sum of commodity exchange-values then gold

will fall below its embodied value and prices will rise. , ‘
- this will occur when the sum of exchange-values produced decreases or

- the quantity of gold produced in mines increases.
- if the quantity of gold falls below the sum of commodity-exchange-values, then gold rises

. ~  above its embodied value and commodity prices will fall
- this will occur when the sum of exchange-values produced increases and when
- the supply of gold extracted form mined is insufficient to replace the worn out

gold coins.

6) Adjustment Process according to Ricardo:
a) when the supply of gold money falls relative to the sum of exchange-values in circulation, then the
demand for gold will increase. This in turn will stimulate production of gold. This new gold will

then enter circulation and stem the rise of prices.
b) when the supply of gold money rises above the sum of exchange-values in circulation then there

will be a fall in the nominal value of gold( below the value of the embodied labour-time). This

will lead to a decrease in the production of gold until the amount of money adjusts to the sum of

exchange=-values (by slowing the rate of replacement of old coins or if allows for growth in output

of commodity exchange-values then a decrease in the raote of growth of the money supply would

compensate).

7) Convertible and Inconvertible Notes:
a)Laws of convertible notes are the same as those of gold. money)

b)Inconvertible notes differ :
=an excess of notes can be issued so that the face value of the notes represents a greater

.(note for Shaikh one should refer to inconvertible tokens not paper

nominal value than the gold it replaced.
-they can depreciate in the same manner as gold and convertible notes by overissuance

with respect to the sum of exchange-values
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. Marx on Money: -

. From Marx's starting point of the commodity he deduces the quality and quantity of use and exchange-
value of commodities. He then identifies the common property of all use-values as exchange-values, namely
labor-time (socially necessary labor-time for the production of the commodity). Given this he proceeds to
derive the forms of exchange-value: the simple, expanded, general and money forms of exchange-value.

It is from the general form that Marx derives the notion of a general or universal equivalent which expresses th
exchange-value of” use-values in terms of a definite amount of some commodity that has been designated the
universal equivalent . In order for a commodity to serve as the universal equivalent it must be recognized

as such and it should be divisible. Once a particular commodity has been stamped as the socially valid
universal equivalent then it is known as money. Gold and other precious metals have been historically
recognized as the universally accepted general equivalent.

This whole movement , from the analysis of the commodity to the forms of private exchange, is grounded
in a comparative historical anthropology of the forms social labor. This project is undertaken by a comparison
of the forms of human community, the relation of the individual as a productive member of the community to -
the community through the social product,and the forms of social interaction among members of the community
A comparison of bourgeois society to pre-modern society reveals the historical specificity of the forms of
private exchange. Other forms of labor prove to be regulated by such natural particularities as age, sex,
and family origin, both for the distribution of concrete labor and for the distribution of the product of labor,
It is only in bourgeois society that the relations between man and man and man and nature are mediated by
the forms of private exchange. With a system of generalized commodity exchange, money comes to mediate
between all exchages. Through his analysis of the commodity and private exchange, Marx shows that money
conceals the real relations among men. From this point he proceeds to lift this veil in his analysis of the func
tions of money. But these functions of.money and the analysis of the theory of simple circulation are to be

.fhe logical path-frem the :abstract relations of exchange and circulation to the concrete relations of capitalist
production. (note that Shaikh stresses that money is not simoly a veil hiding real relations. analyse concretely

Money and the Simple Theory of Circulation : The animating principle for this whole section is the notion

a general equivalent.

1) Money as Measure of Value:

a) as the general equivalent money becomes the social incarnotion of human labor . It is used to estab-
lish the commensurability of all commodities and the exchange of equivalents. In this function one
need only establish the particular measure of value ideally, ie. when gold is the measure of value
one refers to the material substance of gold to establish the exchange-value of o commodity, but this
calculation is only an ideal one. :

b) as standard of price a definite weight and denomination is conventionally and legally set as the unit
of measurement '

~both of these functions together allow us to talk of relative prices while at the same time
specifying the general price level through the money commodity. _

-although money may represent the social incarnation of labor-time, money cannot directly
represent labor-time. This is due to the fact that money represents exchange-value of use-val
in terms of abstract homogeneous labor-time, thus a particular concrete labor cannot be
‘presented as money in general. Moreover money must reflect the social character of labor

in general and it does so through o reduction of skilled labor to simple labor and establishing
the commensurability among private labors. Finally the exchange of the product of labor
against money validates the product of labor as socially useful labor .
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« 2) Money as Medium of Circulation- For-Marx: Market Price= P* = '-&--:. 4 0z. of gold

AS$
. a) Marx abstracts from the function of money as a means of payment and measure of value to analyse
' its function as a means of circulation. He does so through an analysis of the circuit of simple
exchange C-M-C. From this circuit one can analyse the movement of money and commodities and
the unity of sale and purchase. Marx notes the fact that the displacement of commodities by money
discribés a path which moves in the opposite direction from commodity circulation .
b) The . __Theory of Money according to Marx: “If the velocity of commodity transactions and
the sum of commodity prices are taken as given then the quantity of gold in circulation depends on
the value of gold.
- commodity prices are determined by their relative prices with respect to gold, this
procedure also resolves the price level since gold has value and is the standard of price.
i - the number of transactions (sales and purchases) is determined at o given price index
! ~thus the amount of gold in circulation depends on the general price level
- . and the number of commodity transactions.

- a change in the labor-time necessary to produce gold will inversely affect
the price level,ie. an increase in the labor-time to produce gold would lead
to a fall in prices(assuming that the value of the commodities remains unchang

Coin and Tokens of Value: From the idea of mint price and market price Marx shows that
coins through their gradual debasement in circulation come to lose part of their material
substance and hence their value diminishes. Coins come to be mere symbols of their nominal
value,

3

~this process of debasement of coin leads to the substitution less valuable metal
tokens for the gold coins(eg. copper and silver)
. seemm = ~hence the symbolic meaning of the tokens shines through their materiality
Paper Tokens of Value: From the symbolic nature of tokens Marx intoduces the notion of
the issuance of paper tokens for gold(both convertible and inconvertible).
-logically the function of the medium of circulation does not depend upon
the intrinsic value of the money commodity, it merely represents the socially
recognized medium of exchange.
~thus it may be replaced by a mere symbol of value .
~the paper token of value represents the value of the gold money, it is by
virtue of this fact that it represents the gold money that the paper money
can reflect the value of the commodities it exchanges against.
: ] ~paper money appears to directly reflect the value of commodities in exchange
: but in fact this reflection of value is mediated by the symbolic representation
of the value of the gold by the paper money.
-social custom and convention secures the exchangability of tokens
Laws of Token Money Circulation: These laws are derived from the laws governing the.
‘ circulation of gold money, but they differ in a definite way which should be clarified by
o the distinction:
5 ~Two functions of money and the inversion of the real and ideal
3 Co 1) Standard of price or value as established by the general equivale
g ‘ serves as ine material referent for the measure of value but this
need only be ideal, gold need not be physically present.
2) the medium of circulation must be physically present to facilitate
. exchange, but it is not the material substance of money which
matters, rather it is the symbolic functionthat counts, ie
that it represents a definite quantity of value (gold).
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Laws of Paper Money Circulation (continued):

-Paper money conforms to the laws of circulation for gold currency only when
it directly replaces gold currency on a one to one basis. -
-However when there is a discrepancy between the amount of paper currency
(based on its nominal face value) relative to the amount of gold currency it
replaced then different laws operate and the laws of the types of currency
.appear to_be the reverse of eachother:
1) - gold circulates because it has value, whereas paper has value
’ because it circulates
2) - The quantity of gold depends on its value(given the sum of
commodity exchange -values and the velocity of circulation)
whereas the value of paper money depends on the number of
tokens in circulation relative to the gold it represnts.
3) - historically the quantity of gold in circulation has increased
to keep pace with rising commodity prices, whereas the
R - commodity-prices seem fo rise and fall with an’increase or
' decrease in the quantity of paper currency in circulation

4) - For gold currency, it can only exchange against a definite sum
of exchange-values, whereas paper currency can be absorbed
in any quantity by the sphere of circulation ( with the resulting
general price inflation or deflation). ‘

5) - gold coin represents the value of commodities directly, whereas
tokens of value seems to represent the value of commodities
directly, but it in fact represents the value of gold , through

- which it expresses the value of the commodities.

6) - the value of gold acts as a center of gravity for the value of
token money, when the issue of token money rises above the
quantity of gold that it nomially represents then its unit value fa!

" when it falls below more tokens must be issued or gold will enter
~ thus the value of paper money (both convertible and
inconvertible ) depends on its quantity(given the sum
of commodity exchange-values and turnover)
- but the degree to which its value changes is always
assessed in terms of the gold it represents
- Gresham's Law holds that bad money drives out good
money and this is what happens when too much paper
money circulates relative to gold. Then the gold is
hoerded and the paper continues to circulate
¢) The Classical Theorists confined their analysis to money as a medium of circulation and thus did not
analyse money as a store of value, namely money as money - the quintiessential expression of:
money as a general equivalent. They thereby held that money operated in a generally symbolic
fashion This logic led to the reduction of coin to tokens This in turn meant that the prices of
commodities depends on the quantity of money in circulation (given a constant velocity)
Jan
3) Money as Instrument of Hoarding where the physical presence of money is what counts and hence the
material of money is all important. Thus gold money is the best store of value. Marx derives form the
circuit C-M-C the abstract possibility of crisis because money can be withdrawn form circulation and
break the infinite chain of sale and purchase.
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IT
NOTES ON MONEY - RICAIDIAN
QUANTITY THEORY MARX'S THEORY OF MONEY
INTRO: 18th century debates between Hume Stuart and the

pamplateers formed the basis for the specification

of the Classical Quaﬂ@iy Theory of Money by RicaRd4do.

The British currency crisis of 1797-1809, where an
excess of tokens were issued market price of gold
mint price-price of commodities Bank of England
suspended payments in cold-formed the historical

backdrop to Rica&dos theory.

As Marx underscores the simultaneous in%gupply of
tokens and the price level so ‘colored Ricafdos thinking

that he forgot his own Labor Theory of Value in his

analysis of money.

I. So Ricaido saw the incthe supply of tokens causing a

general rise in the price level

_..__>
MV = PT - causality quantity of money to

price level
M = supply of money in circulation
'V = the average # of turnovers of each token.
P = aggregate price level
T = number of transactions necessary to
circulate the sum of commodities at that

price level.




Mike Odun 2

II

A. Gold Money - Ricafdo believed that the value of gold
money is determined by the # of labol embodied in it,
thus the value of commodities was determined in pro-

Jo
portion the unit value 9£ gold.

B. The guawéty of money in circulation was determined
by the unit value of gold, relative to the sum of
commodity values.

equilibrium In equilibrium the sum of commodity values
conditions
formed a fixed ratio with sum of the value
of money in circulation /assuming velocity
as coustanE7 - which was the quantity of
money necessary to circulate the sum of
commodity wvalues.

C. If the supply of gold 7 relative to the sum of com-
dis- modity values the nominal price of gold would fall
equil-
ibrium below its embodied value - gold would devalue itself
con-
dition prices would 7.

D. If the supply of gold decreased relative to the sum

of commodity values/nominal price would rise above

the smbodied value of gold, prices could V-

hence the causality

1+J supply of gold 7TJ in the price level.

N o LR



Equilibrium conditions would reestablish themselves -

deviations in sphere of exchange would be resolved

through their effects on gold production.

1. If supply of gold 7T above the requirements of
circulation nominal price of gold fell below
the value embodied - certain gold production

would become unprofitable - supply would fall.

If supply gold J below the requirements of cir-
culation, nominal price rose above the value

embodied in gold more gold would be produced.

So process of circulation could be regularized and
the proper magnitudes restored - but Ricairdos

equlibrium mechanics are deficient.

Ricaidos ideas about corVertible and inconvertible

tokens

A.

Part of the problem with Ricaf:dos A..T.M. is in not
specifying the different properties of gold -

convertable - inconvertable tokens.

Ricafdo argued for the use of convertable tokens
because their cost of circulation was less than gold
coins - at a fixed exchange rate convertable tokens

would retain all the characteristics of gold - the




the immediate equilibrium mechanism was different -
an overissue of convertable tokens relative to the
sum of commodity values in circulation would cause
a run on the Bank to convert the depreciated tokens

into gold.

Ricafdo didn't specify any unique qualities accrewing
to inconvertable tokens - he is in general nervous
about them because their face value can deviate

from the amount of gold they represent without an
immediate mechanism of adjustment so 71 incowd. notes

only led to ‘N in prices.
III. Inconsistencies in Ricaidos theory of Money

Ricaido develops amnesia about his own labor theory
of value in his analysis of money - the value of gold
is determined by the amount of labor embodied in it

- it cannot devalue itself.

1. If supply fo gold T relative to the sum of

commodity values in circulation the value of
gold would not change - the value of tokens may
fall relative to the sum of comm. values but not

gold.

If supply of gold and relative to the sum of

commodity values in circulation the value of
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gold remains the same - the nominal value of
gold can't raise above its embodied value -

people would just melt it down.

3. Fundamentally Ricafdo conflates price with
value when talking about money and therefore suf-
fers the illusion that -~ supply of money causes

4: in the price level and not vise versa.

B. Also Ricafido only saw money functioning as a medium
of circulation he saw no other uses for money - so

he believed that any amount of money must circulate.

Marx

- Marx had a more comprehensive and detailed analysis

of money and thereby avoided Ricaidos pitfalls.

- Marx shows how the specific commodity money must
differentiate itself from all otﬁ%r commodities to

become the general equivalent

- thus -he traces the development of money through

the development and genesis of commodity production.

T. Marx examines the three main functions of money and shows
how they are all necessary to preserve the character of

the general equivalent.




A. Money as a measure of value emerges from the process
of the formation of money itself.

"Because all commodities, as values, are
objectified humaN labor, and therefore in
themselves commensurable there values can be
communually measured in one and the same
specific commodity, and this commodity can be
converted into the common measure of their
values that is into money."

Its use value is in its afility to stand against

the entire world of commodity -- it need not be

physically present but only idea%y~

Historical identification of money commodity is

gold.

in early societies based on production for
use, money was always a most useful commodity.
in a society which production of commodities
dominate money becomes a least useful com-
modity its use is restricted to its ability

to express equivalence.

As a standard of price the labor time in the

money commodity is compared to the labor time
in all other commodities in a value ration it
becomes a unit of value - the money commodity
thus becomes a unit of the natural substance

- say gold - 1 oz. weight name set according

legal custom
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a. the weight name becomes separated from
the money name.
3 = %oz. of gold
Since this is based on legal convention,
it is subject to change.

5. What is important in this first function is
value -- the ideal comparison of labor em-
bodied which contains the contradiction of
exchange value and use value through quali-
tative and quantitative commenséébility -
"Money is a measure only because it is labor

time materialized in a specific substance hence

itself value."

Money a medium of circulation -- As a standard

of price, money actually enters into circulation

to turn over commodities in the actual process

of exchange C-M-C

1. 1In its function as a medium of circulation

only quantity matters because money becomes
a mere token or symbol of values -- Even
gold coin becomes a token because part of
its value expressed in its material substance
is worn away in the physical process of

circulation.



a. its mint price deviated from its
market price debasement of currency

4 = 1/40z. gold 3 1/6 oz. gold

2. The sphere of circulation is variable in the
sense that this is where the adjustment of
descrepencies among private produces appears --
the forcible articulation of social production
and social need.

- hence monetary requirements do vary

as the economy expands and contracts.

3. At any given time the general price level is

determined ~ sum of commodity values
etermine “jag—percunnTValue of gold

So, a change in the price level can only be
brought about by changes in the sum value
of commodities or changes in the value of
gold of course these value changes can
only occur in production<if gold production
becomes more efficient-socially necessary
/ labor time decreases. While the sum of
<~ commodity vlaues remains the same, the general
\jprice level will A and visa versa. The
average price level is determined by the
relation of the value of commodities to the

value of gold -- not on the quantity of money.



4. Three factors which can change the level
of prices
a. A value of commodity output
b. & relationship of standard of price
c. & in the value of gold
1+3 regulated by conditions of production

2 regulated by state —

C. Monetary requirements in Marx#$s theory of

money -- case of money as gold coin

i 4P = Xy

TA

i3 D A T KT e/;')c%

ii TP = PQ = x5 (0) - Manec ;-.-"mc':,jc
)( - level of value of commodities /
Ag = value of unit of gold

Q Quantity of commodities

>,
iii Mpee (F3) (%) 0

D. Money as a hoard of money as money - reconciles
the value function with the quantity function.

All Q.T. RicaTdo to féied man believe that the

entire supply of money must circulate hence saw

no place for hoards.

1. Money as ﬁoney requires that money be a
commodity =-- instrument of hoarding because
it is a store of value @AW exchange for the
world of commodities and is ideal abstract

wealth.




2. For Marx M Mnec + Mhoard

F QTM Mh

i

O [ J

3. Concrete necessity of hoards -- Reserves

10

a. Money hoarded for business transaction

day to day.
b. necessary to bring into circulation
to deal with variation of activity.
c. Necessity for money reserves to use
for expanded reproduction
- new investment
Not meant for entrance into circulation

per se.

Convertible inconcontable tokens - Marx

1.

Convertible:: refers to the states promise
to pay or redeem a fixed amount of gold
for token hence to the nominal price of
tokens will»fluctuate around the market
price of gold.

Token of value defined as a coin that does
not embody the same metallic value as the
gold coin it replaces; becomes a symbol of
value guaranteed by the state.

This token may replace the same amount of

gold coin which would be necessary for the

requirements of circulation. Gresham§: law:

.

R R, (k- R g L AT B
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Bad money drives out good.

4, Once the limits of circulation réauirements
are exceeded, token money‘is withdrawn from
circulation and converted into gold.

5. Thus convertable tokens are regulated by
the requirements Qf‘circulation and by their
convertability into gold.

6. Inconvertable tokesn - no immediate regulation
as with commodity money.

™~ in supply of tokens will
a,, '«Tnithe price of gold‘in terms of tokens
b. raise the price of commodities in terms

of tokens but not gold.

F. Differences between Marx and QTM in the case of
token money

1. An ‘T~ in tokens above the necessary
requirements -- above circulation re-
quirements -- will lead to /- token
prices but not in prices with respect to
gold.

2. The hoard absorbs certain amounts of money
above circulation requirements.

Examples of Differences
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Supply of gold -7~ supply of tokens ‘v
/N sum of commodity values stays

the same, QTM would see only

<gu6%&§/3?”2§£eng causing 4 in price
because all money must circulate --
Marx would argue that ‘T in supply of
money above the needs of circulation
would go into hoards with‘no effect

on price level.

Supply of gold constant 7t tokens P
commodity values constant i;;

Both Marx and QTM would see a rise in
prices. But QTM would see an absolute
rise in prices while Marx would only
see a nominal rise in prices with respect
to tokens not with respect to gold.

Supply of gold7™ #tokens fixed commodity

values constant, [/ QTM would see /\ supply

T P/For Marx the nominal price may fall.

—— T~ in supply of gold means T in the sum

of commodities vglues due to P in overall
output so if # of tokens was fixed supply

of gold 7 out puf 2 the tokens[gg;uéj Xz g
reletive to that output would rise, prices

could fall.
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