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Foreword

In 1974, I was teaching economics at Chittagong University in Bangladesh. In order to reach the campus, I had to travel through Jobra, a typical Bangladeshi village next to the newly built university campus. That same year a terrible famine caused millions across Bangladesh to suffer, and when I realized I could do nothing to ease all that suffering, I felt the arrogance of knowledge and learning begin to melt away. I wanted to overcome this feeling of uselessness by helping at least one person at a time.

I started walking around the village every day with that tiny mission in mind. There were so many things to be done that I hardly knew where to begin. Then I noticed loan-sharking was being practiced widely in the village, which was an ugly thing to watch—a mechanism that exploited the poorest people. Using my one-person-at-a-time approach, I started lending to people out of my own pocket, and that is how the idea of microcredit was born.

My work as a banker to the poor has helped me reevaluate money. The traditional definition of money found in economics narrowly categorizes it as an instrument to be used either to maximize our self-interest or to give away as charity. Money, however, can also be applied to advance important social goals, such as reducing poverty and preserving the environment—but these objectives require innovative applications and a willingness to look at money from new perspectives and through the lenses of multiple disciplines. Kabir Sehgal’s new book, Coined: The Rich Life of Money and How Its History Has Shaped Us, does precisely that.

I first met Kabir in New York City in 2010. He showed deep concern about the misery that the financial crisis of 2008 brought to millions of people around the world, and he agreed with me that we needed to redesign financial institutions to make them more responsible and inclusive. He went even further, wanting to determine why and how money shapes our lives, perhaps even reassessing the role it should play in our lives. He mentioned his interest in writing a book that would enrich our understanding of money, broaden our perspective, and augment our financial literacy.

The book that resulted from his efforts is a unique and fascinating study of money, not just as an instrument for buying and selling but also as an extension of humankind through the ages. This book reflects our multidimensional nature, as it is an exploration of money and exchange through the perspective of various disciplines from biology and anthropology to history and theology. Kabir examines the uses of money, its invention, its change over time, its future forms, why it is such a powerful force in our lives, and, ultimately, how it should be used.

Kabir examines the past and present of money and projects its likely future. I am most interested in the future incarnation of money: what it can be, and how it holds the power for changing society. That is the role of money I recognized through microcredit, a construct that can empower people and bring about meaningful and sustainable change in a society. That is how I see its power through social business with non-dividend companies that are dedicated to solving human problems. As more people read this book and broaden their understanding of money beyond the goal of accumulation, I hope that they will start social businesses in the future.

But whatever the future of money might be, Kabir Sehgal has done us a great service in writing this book. He has presented in this book everything that money has meant to people over the centuries and with a panoramic perspective. He has prepared the ground for us to take it forward, to give new meaning to money, to assign it new roles in our lives, and to imagine the future of money as a foundation upon which we can build the future of the world we all cherish. Thank you, Kabir.

Muhammad Yunus

Nobel Peace Laureate

Founder of Grameen Bank









It is more easy to write on money than to obtain it; and those who gain it, jest much at those who only know how to write about it.

—Voltaire1


The image propagated by tradition is that of a city of pure gold, with silver locks and diamond gates, a jewel-city, all inset and inlaid, as a maximum of laborious study might produce when applied to materials of the maximum worth. True to this belief, Beersheba’s inhabitants honor everything that suggests for them the celestial city: they accumulate noble metals and rare stones, they renounce all ephemeral excesses, they develop forms of composite composure.

—Italo Calvino2


To Whom It May Concern,

We regret to inform that the mounted centenary coins displayed at the museum are missing from their place. Whoever is in possession of the same is earnestly requested to return them to us in view of the historical importance of those particular coins which were presented personally to the Superior General of the Missions of Charity by the President of India, on the occasion of the Centenary Celebration of Our Mother Teresa.

We can make a gift of coins of the same value on return of those coins. We assure that the entire matter would be kept private and confidential.

—Letter posted at Mother Teresa’s Motherhouse in Kolkata, India







Introduction

Red light.

Jakarta.

Running late.

An emaciated barefoot beggar paces in front of my taxi while carrying a baby in her arms. We make eye contact. I look away. In the other direction, I see several more beggars standing in line, index fingers raised.

Odd.

Street sounds blend harmoniously with a fainter, distant call to prayer. The adhan, now in its minor third interval, reminds me of Islam’s role in this city—a vibrant amalgamation of nearly 10 million residents.

Here I am, far from home, smack-dab in the middle of them.

Green light.

Off and away.

Or not.

“Let’s go, bro,” I urge the driver. But he sits, heavy foot on brake, while others blare their horns. The beggar approaches. Expecting the inevitable knock, the curled hand, I look away again.

The front door opens.

Um.

My protest is ended by her taking a seat, fiddling with the air-conditioning.

Four of us. Driver, pedestrian, baby, and I sit in silence as the car motors away. Is this a kidnapping? If so, it is the quietest and most orderly kidnapping ever. Maybe I should flip through the Lonely Planet guide to Indonesia. Where is the self-defense section?

We speed onto the expressway and into the carpool lane, and it suddenly becomes clear.

It’s not a kidnapping. It’s a transaction. For a cut, this pedestrian-now-passenger has enabled the driver (and me) to use the fast lane. She is one of Jakarta’s many small-time hustlers. These folks don’t care where they go. Neither does my driver. And in a certain sense, neither do I.

We are all after the same thing. We are all out to make a buck. The pedestrian is happy to travel ten kilometers for a few rupiah, my taxi driver one hundred kilometers more for a fare, and me ten thousand kilometers for an investment opportunity.

At first it may appear that money is merely an instrument of exchange, the turnstile of the transaction, moving from hand to hand. But money is far more than just an item to be swapped. Seen through a more panoramic lens, money plays a social, mental, natural, and even artistic role in this exchange.

Because of money, I encountered three people whom I probably would not have met otherwise. Though I didn’t add them as Facebook friends (Indonesia is one of Facebook’s largest markets), money helped to create a relationship where one didn’t exist previously. Money spurred and shaped our interactions.

Money also stimulates the brain: The thought of expected gain activates the nucleus accumbens, part of the reward center of the brain. The thought of making money probably stimulated the nucleus accumbens in the brains of the driver and pedestrian. The thought of losing money, thinking that I would be robbed, activated my amygdala, the fear center of the brain.

Money plays a natural or evolutionary role. At the most basic level, humans are driven by a need and desire to survive. And all humans must exchange with each other in order to survive. The four passengers, in a sense, relied on each other: I wanted a ride, the driver wanted a fare, the pedestrian wanted a cut, and the baby wanted a place to sleep. Money helps us obtain the resources to survive, from a bite to eat to a place to rest. While money is a human invention, all organisms rely on exchange in order to survive. From sea urchins and algae to birds and flowers, exchange is fundamental to life on this planet.

In this corner of the world, in Indonesia, birds and flowers are even on the money. In 1960, Bank Indonesia issued rupiah banknotes with indigenous organisms: sunbirds, green jungle fowl, tuberose, bougainvillea. Money, in this case, was a symbol not just of value but of things that are valuable to Indonesian society, like indigenous flora and fauna, a national crest and motto, or a founding president. On some rupiah notes is the Garuda Pancasila, the national emblem of Indonesia, which depicts an eagle clutching a ribbon. The Garuda is actually a symbol of the Hindu god Vishnu—a peculiar image for the nation with the largest Islamic population in the world to put on its money. But the symbol reveals a chapter of Indonesia’s cultural history, and how Hinduism spread to this island nation in the second century AD. In fact, the symbol can be traced back to the eagle and snake myth found in ancient Mesopotamia during the third millennium BC. It’s a symbol that has spread across many geographies and been incorporated by several cultures over thousands of years. For example, the back of the US one-dollar bill features the Great Seal, with an eagle at its center. In its beak is a ribbon that looks like a snake. The symbols on money are cultural fossils—links to our past. They can serve as a guidepost for our future, reminders of the virtues to which citizens should aspire.

I never wanted to work at an investment bank. In fact, I cried on my first day on the job. After completing my graduate degree in London, I moved to Mangalore, India, to start an online education company with my buddy. We ran out of money, so I applied to be a computer coder at investment banks in London to cover our bills. I received two offers: Lehman Brothers and J. P. Morgan. I wish I could say that I picked J. P. Morgan due to my remarkable foresight and careful consideration of its historical importance, fortress balance sheet, and stellar management, but I decided based on office location. J. P. Morgan’s office was in Central London whereas Lehman was in Canary Wharf, a financial district in East London. And I didn’t want to ride the Tube.

On my first day, it sank in—I was working at a bank. There’s nothing wrong with working at a bank, but it just wasn’t for me. I would have to wear an ironed collar and write “Best Regards” to close my emails. I would have to learn how to use financial jargon and manage my managers. It was all so very corporate, different from what I had envisioned for my life. I grew up wanting to be a character in Michael Lewis’s The New New Thing, a story about Silicon Valley tycoons like Jim Clark and Marc Andreessen. Instead, I had just walked into what I thought would be Liar’s Poker.

After a few months in London and a quick stint in San Francisco, I was placed at the emerging markets equities desk in New York in 2008. I was a stockbroker who sold the stocks of corporations in developing markets to large institutional investors like pension funds, mutual funds, and hedge funds managing billions of dollars in assets. I worked diligently, but in the back of my mind, I thought I wouldn’t be around for long.

But then the world started to shake. First, the J. P. Morgan office in New York sits above Grand Central Terminal, so you can feel the rumble when a train approaches. And second, Lehman Brothers failed (as did my Indian enterprise), and the great financial crisis was under way. I had a unique position. I had a desk in a row on a trading floor in a building that belonged to a bank in the middle of the crisis. I didn’t just have a courtside seat. I was in the game. It occurred to me then, as it does now, that I was a part of history. I decided to stay (and wasn’t fired).

Being new to global markets, I had trouble keeping up with the alphabet soup of news: AIG, AAA, CDS, TARP, VOL, ZIRP. I created an “SGO” or “Shit Going On” folder on my laptop in which I saved stories to read over the weekend. I was alarmed with the damage wrought by the financial crisis, and I had difficulty grasping how it could have happened in the first place. I rode the No. 6 train and saw grown men crying while they carried cardboard boxes of office supplies. I remember watching on television the misery in the eyes of Americans who had lost their homes. Seven years later and now a vice president, I am still working out the meaning of it all.

I made it a personal project to learn about the financial crisis and its root causes. I began an odyssey that took years and culminates in this book. I started by reading books on the financial crisis and quickly learned that historically, busts are as much a part of the financial system as booms: from tulip mania, which gripped the Netherlands in the 1630s, to the dot-com crash at the turn of the twenty-first century. I read historical works such as Charles Kindleberger and Robert Aliber’s Manias, Panics, and Crashes and Roger Lowenstein’s When Genius Failed. These older texts deepened my interest in economic history and reintroduced me to the works of economic philosophers like Adam Smith, David Ricardo, John Stuart Mill, Karl Marx, John Maynard Keynes, Friedrich Hayek, Murray Rothbard, and Milton Friedman. In total, I read hundreds of sources looking for answers. The more I read, the more I wanted to know.

My investigation into financial crises provoked me to ask a more sweeping question: What is it about money that we can’t master? There’s something about it that makes us act in bizarre and irrational ways. I looked for answers in the texts of behavioral economists like Daniel Kahneman, Amos Tversky, and Richard Thaler, who study the psychology of people when making economic decisions. Their research led me to that of neuroeconomists like Brian Knutson and Paul Glimcher, who examine and interpret brain scans of people while they make financial decisions. Since all decisions, including financial ones, are made in the brain, I delved into the research of evolutionary economists like Haim Ofek, who examines how the brain developed over thousands of years, and whether money was an output of an evolutionary process. My quest for depth resulted in breadth. I grew fascinated with the many approaches through which one can understand money.

It became apparent that to focus only on financial crises or to consider money with a traditional economic lens belies the full range of what money means to us. Besides, the world didn’t need another book on the 2008 financial crisis.

Money is like a musical note. In one note, there are more notes vibrating at other frequencies; we just can’t hear them. Similarly, there is more to money than there may first appear. Take, for instance, $2,500. It means something different if it’s booked as revenue, income, taxes, plunder, bribes, earmarks, or an honorarium—even though it’s the same amount. Whether someone hoards $2,500 or donates it to the Red Cross may reveal their values, character, and even religious beliefs. Say someone pays $250 to his mother-in-law as payment for her preparing Thanksgiving dinner. If this is acceptable behavior, it provides anthropological insights into the society itself: Norms of the marketplace have replaced those found in the familial sphere. In this case, money has altered a societal norm and modified human behavior.

The necessity of money, and its multiple frequencies, led me to an even broader question: What is it about money that makes the world go ’round? My obsession for money, not making it but understanding it, was governed by this question. It’s this question that is at the center of this book.

The traditional definition of money is that it’s a medium of exchange, unit of account, and store of value. It likely originates from economist William Stanley Jevons’s 1875 text, Money and the Mechanism of Exchange. The definition adequately describes the economic function of money. During my taxi ride, the rupiah acted as a medium of exchange, the valuable item that changed hands. It also acted as an Indonesian unit of account because it provided a standard measurement for the service being rendered, in this case, the taxi ride. We didn’t haggle about how much 10,000 rupiah was worth. It also acted as a store of value in that I could keep it in my wallet and retrieve it hours, weeks, even years later and it would have roughly the same value (not considering inflation and other developments that impact the value of money over time).

But as my taxi experience suggests, money doesn’t just play an economic role, and the traditional definition seems limited. It doesn’t account for various other ways one can interpret money.

A wider perspective begets a broader definition: I define money as a symbol of value. A symbol is used to represent something else. It’s an abstraction from the thing that it represents. Value is the importance or worth of something. Money is therefore a sign of something valuable and important.

This simple yet expansive definition isn’t original. But it gets us past seeing money purely as a monetary instrument. It helps us to listen in to money’s various frequencies and set the frame for the collage of topics found in this book. Despite the kaleidoscopic lenses in which money is viewed within this book, it can be understood throughout as a symbol of value. Each chapter unpacks money through the prism of a different critical perspective in order to see the same topic in a new light. And that’s the purpose of this book: to coin a multiplicity of ways to think about money.

One of these ways is to see money as alive. It lives. It sleeps. It breathes. It adapts. That’s because we as humans are ever changing. Ever since the creation of money, we have adapted it to better fit our needs, from precious metals to plastic. But just as we think we determine the form of money, it also shapes us. Our skin conductance increases at the thought of money. Our brains register money as a stimulus, so much so that the brain scan of someone about to receive a hit of cocaine is virtually indistinguishable from someone about to gain money. Money has done to us what Pavlov did to his dog: Anticipated gain stimulates and conditions the brain.

Some scholars contend that money may have led to the creation or spread of religions. As coinage was invented in Greece, India, and China, leaders like Pythagoras, Buddha, and Confucius gained legions of followers. Dealing with money is a central theme of many religious lessons. In the Gospel of Matthew, eight of the ten parables reference money or wealth in some way. That money may shape our religious beliefs and rewires our neural circuitry demonstrates its omnipresent and dynamic force on our lives. It intrudes in almost every part of our lives from birth, presenting gifts to a newborn; to death, receiving an inheritance; to the hereafter, buying indulgences to save the soul.

I personify money with the subtitle The Rich Life of Money and How Its History Has Shaped Us to highlight its influence. I also invoke a biographical device to serve as the organizational skeleton for this text. This book, this life of money, is divided into three sections: Mind, Body, and Soul.

In Mind, I ask “Why?” That is, why do we use money? I answer this question by using biology, psychology, and anthropology. In chapter 1, I travel to the Galapagos Islands in search of the origin of exchange. It’s a peculiar place to start, but before examining money, one must understand the nature of exchange. On these islands, I meet scientists who teach me about the evolutionary biological process and how exchange is fundamental to life on this planet. I boil things down to the cellular level to understand why organisms exchange with one another and enter into symbiotic relationships—usually to obtain food and resources to survive. In the natural world, energy functions as currency. But in the human world, money is also a primary currency. In order to deal in money, humans must be able to think symbolically. Thus I trace the evolution and expansion of the brain, and how the first signs of symbolic thought are found in cave drawings that were made tens of thousands of years ago.

In chapter 2, I go inside the brain, examining the psychology and neuroscience of financial decision making. The subconscious operates quietly beneath the surface, making financial decisions even when we think we’re not. For example, the weather impacts how much one tips a waiter. The type of music playing in a store influences what type of wine one buys. There may even be a gene that determines whether someone is predisposed to making riskier financial decisions. The promise of neuroeconomics, the nexus of neuroscience and economics, may tell us more than conventional economic models ever did about human behavior. Neuroeconomics may reveal why we use money in the first place—or at least how to be more aware of the hidden forces guiding our financial decisions.

In chapter 3, I examine the social brain, the collective wisdom of crowds. Some anthropologists contend that debt, not barter, was the forerunner to money. I discover how various cultures deal with social debt or gifts: the Maori people of New Zealand, residents of the Trobriand Islands in the Solomon Sea, the Kwakiutl people of the Pacific Northwest; even netizens who use Napster and Kickstarter. I examine the edge of where the gift economy ends and the market economy begins. When market values reign supreme, and everything has a price, it can lead to the dark side of debt. When social debt is transformed into market debt, it may result in disgusting practices like debt bondage and slavery.

In Body, I ask “What?” That is, what is money? I answer this question by focusing on the physical forms of money throughout the ages, and also on the possible futures of it. Chapter 4 is the story of hard money, made from precious metals. I visit the gold vault beneath the Federal Reserve Bank of New York and see the elaborate measures the government takes to safeguard yellow metal. I trace the origin of metal as money from ancient Mesopotamia to ancient Egypt. In the seventh century BC, coinage was invented in Lydia. It spread throughout Greece and the Mediterranean world in the subsequent centuries. During the Roman Empire, coins were debased and manipulated for political reasons. In altering the physical form of money, man was also trying to shape society and control others.

Chapter 5 is the story of soft money, which is not linked to metal. I discover the early uses of paper money in tenth-century China. It was used widely by Kublai Khan to unify his empire during the thirteenth century. But paper money is only one part of the modern monetary system. Eighteenth-century France is an example of how paper money can reboot a flagging economy. John Law’s monetary system may have lasted only four years, but it achieved a financial resurrection, thanks in part to soft money. The modern financial system relies on soft money, so I briefly survey the history of the dollar until it was unhooked from gold in 1971, and explain how the Federal Reserve and banks work together to create money today.

Chapter 6 is the story of the future—the good, the bad, and the incredible. If the world suffers an economic cataclysm, we may return to using goods and services. In the 2008 financial crisis, the price of gold soared. Many returned to bartering, the exchange of hard commodities, instead of just using money. If the world avoids disaster, it’s likely that money will be increasingly plastic and invisible. In the emerging world, there is a lack of credit cards but a plethora of mobile phones. The future of money will be realized when mobile phones become the preferred method of payment for billions around the world. The future of money may also resemble science fiction: the rise of a “neural wallet” in which everyone is plugged into a grid that enables people to trade ideas and energy.

In Soul, I ask “How?” That is, how should we use money? I answer this question by turning to the humanities, such as religion and art. Money isn’t just a symbol of value but a symbol of our values, depending on how it’s used and expressed. In chapter 7, I highlight how major religions provide ample instruction on how to handle money. I recount lessons from the Bible, Torah, Koran, and Vedas. In all these scriptures, there seems to be a spiritual logic of less is more or enough is enough when it comes to material wealth. For example, Jesus advises a rich man to sell his earthly treasures and follow him. In Hinduism, it’s through experiencing artha, or material pleasures, that one is awakened to the need to renounce it and achieve moksha, or liberation.

In chapter 8, I travel with an archaeologist to rural Bangladesh in search of a lost civilization that Ptolemy once described. It’s through a hoard of coins discovered at the ruins, the symbols on the money, that one can identify this civilization. The symbols, the art, help to elevate money to its valuable, monetary status. They also express a nation’s identity and cultural history. For my job I have traveled more than 700,000 miles to more than twenty-five developing nations, from Turkey to Thailand, South Africa to Sri Lanka. I use my spare moments to meet with coin collectors. I ask them which coins best represent their countries, and what the symbols on these coins mean. This book begins with a historical explanation of symbolic Paleolithic cave art, and it ends with a geographical safari in which I interpret the creativity found on monetary art.

This book does not advance a grand theory, nor does it provide completely unique perspectives. It synthesizes the work of others that is detailed in the selected bibliography, and to whom I am grateful. Indeed, there is an infinite amount of topics that I could have included, or the subjects that I did choose could have been investigated with more depth. Each chapter could be the subject of an entire book. But every chapter is meant to spark your curiosity, not satisfy it.

The financial crisis ignited my curiosity and exploded my perception of money. It caused me to think about an ancient topic in new ways, to hear the different frequencies of money. Master musician Duke Ellington’s adage, “No boxes,” became my mantra. My quest led me to examine money from cell to community, from life to death, from inner spirit to outer space. I blurred the lines among sciences, social sciences, and the humanities. I traversed every hemisphere, over twenty-five countries. I explored its past and dreamed about its future. This book presents a multidimensional and interdisciplinary portrait of currency through the ages. It seeks to deepen your understanding of the history of money, and to show how it continues to shape our future in often imperceptible ways. I hope this book will explode your perception of money, and help you coin new ways to think about it.
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MIND
The Roots of an Idea






CHAPTER ONE

It’s a Jungle Out There

The biology of exchange


I keep the subject of my inquiry constantly before me, and wait till the first dawning opens gradually, by little and little, into a full and clear light.

—Isaac Newton1



But man has almost constant occasion for the help of his brethren.

—Adam Smith2



But several seedling mistletoes, growing close together on the same branch, may more truly be said to struggle with each other. As the mistletoe is disseminated by birds, its existence depends on them; and it may metaphorically be said to struggle with other fruit-bearing plants.

—Charles Darwin3
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An example of symbiotic exchange in the natural world: fish cleaning a green sea turtle.



 

The bay buzzed with underwater activity as sea lions and colorful fish rushed past me. A current of frigid water enveloped me as I swam in the direction of the ocean. Looking for a warmer spot, I whirled around and headed for a narrow crevice that was receiving more sunlight. But instead I scratched my foot on a jagged boulder, and stayed put—waiting. I held on to black lava rock that had been covered with a bed of slimy algae. And then I saw it.

My quest to understand the origin of money began underwater. I wasn’t looking for the booty of a sunken pirate ship, but another type of treasure. My friend took a deep breath and dove eleven feet to the bottom of a ridge, where she scooped up a small dollar-green-colored object with her bare hands. She surfaced and swam to me so that I could see it more closely.

“This is what we were looking for,” she said.

She would certainly know, as marine ecosystems are her field of expertise.

My friend’s name is Rachel Gittman. And for her, it ain’t about the money.

“Nobody goes into science for the money,” she says, laughing. “I didn’t have much to begin with.”

Rachel grew up on a farm in Prince George County, Virginia, where she spent much of her time outside, in nature, exposed to the elements. “As a child, I was fascinated by nature and wanted to understand more about the natural world.” Now in her late twenties, she is a PhD candidate in ecology at the University of North Carolina at Chapel Hill. And she would help me understand more about the world, and more about money.

But in order to learn from her, I had to trek to her.

I began my search for the roots of money in a peculiar place. An obvious place to start my quest to understand money would have been the Great Rift Valley in East Africa, to search for artifacts that were used as currency, and where many early human fossils have been discovered; or in western Turkey, once the site of the Kingdom of Lydia, where coinage was likely invented in the seventh century BC. But to start my quest in these places would be like tuning in to a baseball game in the eighth inning. NASA calculates that eight hundred generations span the thousands of years of human existence. Of these, more than six hundred resided in caves and only the last few generations saw words in print.4 Put another way, humans have existed for 0.004 percent of earth’s history.5 I voyaged to a place where modern humans have made a smaller imprint, where I could observe the organic origin of exchange.

I found myself in the Pacific Ocean, near the equator, far from the Ecuadorian coast, in an undulating motorboat appropriately named Destiny. I was journeying to Isabela Island, part of the Galapagos Islands, to meet Rachel.

I picked these islands for a reason. They were the same islands that inspired Charles Darwin to arrive at his theory of evolution by natural selection. He wrote in his book On the Origin of Species that his journey aboard the HMS Beagle and his observations of the Galapagos would “throw some light on the origin of species—that mystery of mysteries.”6 An expedition to the Galapagos might also throw some light on the roots of money, and specifically, the nature of exchange.

It was a picture-perfect day under an enormous blue sky, with an ocean breeze to soften the heat. Rachel met me at the dock, wearing a Carolina-blue UNC baseball hat, similar-colored T-shirt, black shorts, and sunglasses. She was in the Galapagos as part of a research project to study marine life in mangrove ecosystems. We ambled down a sandy road, and after thirty-five minutes, my lesson began.

“Exchange happens everywhere on these islands,” said Rachel. “From the bottom of the food chain to the top.”

So we started at the bottom.

We walked through the mangroves, over a sleeping sea lion (and its poop), under a blue-footed booby that had taken flight, around three dozen marine iguanas, until we arrived at Concha de Perla, a small bay in the southeast part of Isabela Island. We put on our snorkels and flippers—and dove in.

When Rachel surfaced, she held in her hand a dollar-green sea urchin. She had told me about them, but I couldn’t find one on my own—I benefited from her expertise. This would be my first lesson of how exchange happens in the Galapagos. The sea urchin needs energy to survive, so it eats algae. The sea urchin is a herbivore and grazes on the algae, transferring the energy to itself. It’s not the only organism that feeds on algae, as the damselfish competes with the sea urchin. A damselfish sometimes picks up a sea urchin by its spine and takes it elsewhere, away from the algae.7 But this is an example of how one organism benefits at the expense of another.

To find an example of symbiosis, when the exchange of two different organisms benefits both, I only had to submerge and look around. Resting on a lava rock was a sea turtle with a shell two feet in diameter. It had exposed its fins so that five wrasse fish could eat parasites on it, cleaning the turtle. Left to fester, the parasites could cause to form on the turtle’s shell a calcium carbonate barnacle that doesn’t usually harm it, but some species of barnacles have been known to cause damage. In some cleaning stations, a cleaning fish even swims into the mouth of the larger fish being cleaned, so that it can remove parasites in hard-to-reach areas.

Rachel explained to me that symbiosis is a crucial component of marine ecosystems, as many organisms rely on each other to survive and reproduce. She told me about the exchange between coral polyps and zooxanthellae. Though it’s difficult to observe with the naked eye, she walked me through it. Corals form hard skeletons by secreting calcium carbonate, which then form reefs that serve as the habitat for thousands of marine species. Zooxanthellae (pronounced zo-uh-zan-THELL-ee) are microalgae that live in the tissue of corals. Through the process of cellular respiration, the coral produces carbon dioxide. The zooxanthellae use carbon dioxide in photosynthesis. The by-products of photosynthesis are oxygen and organic compounds that provide energy that the coral needs.8 The zooxanthellae supply the coral with food. The coral provides the zooxanthellae with shelter.

My quest to understand money begins with asking why we use it in the first place. To use my baseball analogy again, it’s difficult to determine the objective of baseball just by looking at a bat. The aim of baseball is to score more runs than the other team. The bat is a tool that helps accomplish this. Similarly, a dollar bill is an instrument that facilitates exchange.

At the most basic level, humans exchange with one another to acquire the items that we need to survive, like food and shelter. While money is a human invention, all organisms exchange in order to survive. We as humans rely on other organisms to stay healthy, like microorganisms found on our skin and inside our mouth. More than 100 trillion live in the intestine, where bacteria help digest nutrients, metabolize energy, and synthesize vitamins. The bacteria in our gut may also keep out parasitic bacteria.9 Our intestine provides bacteria a place to live, and it helps keep us well.

In the parlance of Dr. Seuss, exchange happens on a boat, with a goat, in a hut, and in the gut. It is everywhere and so much a part of life on earth, we often don’t notice it. From the beginnings of life, when sperm hits the egg, to the end of it, when maggots feast on a corpse, exchange is at work.

To be sure, there is a distinction between exchange that happens between humans and that which happens among other organisms. The difference is that the human brain makes us aware of exchange. It enables us to think tactically about it. As the human brain became capable of symbolic thought, it was possible for us to see the potential value in things. Commodities like salt, barley, and cacao were early forms of currency. As humans began to produce more than they could consume, a surplus handful of barley became an item that might be traded to acquire something else. The surplus became a symbol of value. Its value was realized when it was exchanged for something else. It became currency.

It is easy to understand the transfer of energy taking place in an exchange of one organic commodity for another, when they are then consumed naturally as food. There’s no denying that the need for energy serves as a primary catalyst for exchange among all species, both humans and nonhumans. The difference, again, is that humans can trade energy tactically, seeing the symbolic value of it and turning it into realized value. Early humans who traded food items like meat and barley were exchanging energy but in a new way. That they exchanged the energy-rich commodities in a more deliberate manner points to the evolving nature of humans.

Evolutionary economist Haim Ofek asks in his masterful book Second Nature: “Was exchange an early agent of human evolution, or is it a mere de novo artifact of modern civilization?”10 He raises the possibility that exchange is an evolutionary force: Organisms that exchange are more likely to survive and reproduce, and pass down an “exchange trait” to future generations. Exchanging—working together—is evolutionarily advantageous. And there is compelling evidence that social people actually live longer.11 Later in his book, Ofek reasons that human exchange may be a continuation and advancement of that found among the earliest organisms. The development of exchange from microorganisms, to the animal kingdom, to Paleolithic tribes, to Wall Street traders reveals a fascinating progression of an evolutionary force.

Ofek notices patterns in how organisms of the same species exchange. Ants and humans, for example, both rely on division of labor in order to more efficiently accomplish a task. Some members of the same species forage for food and others rear the young. Individual organisms that are responsible for certain parts of the larger task become specialists in that part. A specialist creates specific tools in order to accomplish this task.

In the case of humans, we became aware that exchange increases our chances of survival. This awareness would lead to the creation of tools that fostered cooperation, maybe even to outcompete other species. At first these tools would be used to accomplish a simple task, but the brain’s capacity for symbolic thought enabled humans to see these instruments as more than just physical objects. Perishable commodities gave way to nonperishable items like agricultural tools, weapons, and jewelry, which all functioned as early currencies. Humans could see the symbolic value of these tools—they could be exchanged for other valuable items. As the human brain became more sophisticated, and as civilization became more complex, there would be a need for a uniform and universal tool that would facilitate exchange more broadly. This tool was money.

It’s an intriguing theory—that exchange is part of our evolutionary algorithm. And, ultimately, money is an output of exchange. Ofek’s theory provoked me to consider an alternative, biological explanation for why we use money in the first place. To understand the basis for money, I would need to learn about the origin of exchange.

In the Beginning

Long before money was invented or humans roamed the earth, organisms exchanged with one another in order to survive. Some 3.8 billion years ago, the first signs of life emerged: single-celled prokaryotes, such as bacteria that lack nuclei. Two billion years ago, multicellular eukaryotes appeared. These cells make up fungi, plants, animals, and people. It was through symbiosis that eukaryotes formed. Eukaryotes developed when one prokaryote ingested another prokaryote. Instead of being destroyed, the smaller cell stuck around forever as a specialized structure known as an organelle, like a houseguest who never moved out.

The organelle in question is the mitochondrion. Biologists suspect it used to be a prokaryote. Mitochondria resemble prokaryotes and reproduce like them, dividing independently of the greater cell, which means it’s semiautonomous, but it relies on the cell for many of its proteins.12 Eventually mitochondria lost their ability to live outside the greater cell. The family adopted the houseguest. Thankfully, it does some chores.

One of those chores is providing food for the family. The mitochondria provide energy to the greater cell. It has two membranes, which are like walls in a house. One membrane is folded to boost its surface area, so that it can produce more energy in the form of adenosine triphosphate (ATP). All organisms need energy to reproduce and operate. A molecule found in all living cells, ATP delivers energy from foods to the cell. Like the coral and zooxanthellae, the cell provides shelter, and the mitochondria supply energy.

This theory about the creation of eukaryotes is known as symbiogenesis, the union of two cells to create one, and it explains the basis of earthly life. Russian botanist Boris Mikhaylovich Kozo-Polyansky first proposed symbiogenesis in the early twentieth century.13 It’s a plausible and widely accepted explanation of how eukaryotes developed. Kozo-Polyansky’s theory implies that symbiosis, working together, is foundational to the life of all multicellular organisms.

The Garden of Symbiosis

A discussion of symbiosis seems incomplete without including that found between two multicellular organisms: insects and plants. Sure, some plants like ragweed and grass rely on wind rather than insects to spread their pollen, but that’s inefficient. These plants have to produce excess pollen so that the wind will carry enough to exactly the right flower.

Plants need insects to reproduce. Insects need plants to eat. Flowers advertise with pleasant aromas and colorful pigments, inviting insects, as well as birds and bats, to visit. Flowers furnish them nectar, which is a sugary water solution derived from sunlight. A sampling of nectar shows quantities of sugar that range from 18 percent to 68 percent. Nectar, with its saccharides, proteins, amino acids, and enzymes, provides energy for insects to persist. Bees turn nectar into honey, which is in essence conserved energy, like a reserve generator, which switches on during winter when flowers have wilted.

Bees need not only nectar but the nutrients stored in the amino acids of pollen. Produced by the anthers of a flower, pollen is the male fertilizing agent. Many of the twenty-five thousand species of bees use nectar and pollen as the sole type of nutrition for their young. Bees have body hair that helps collect pollen. The pollen is stored in the corbicula, a type of pollen container connected to a bee’s back leg. Bees transport pollen like couriers making an express delivery. Trade terms of the flower: I’ll give you food. You deliver my package.

This relationship has been studied dating back to at least the eighteenth century. The large body of research has led many scientists to conclude that it’s impossible to imagine a world in which plants and insects existed without each other. The symbiosis is an example of coevolution, a mutually beneficial partnership. The history of this exchange goes back more than 100 million years, to when specimens of female insects were found to be carrying pollen, a sign that they were likely searching for food for their young.14

Bees and flowers—like the cell and mitochondria, coral and zooxanthellae, sea turtles and wrasses, and humans and intestinal bacteria—help each other to survive.

The Currency of Nature

In all these examples of symbiosis, energy is being exchanged. It can be said that energy is the currency of nature.15 To highlight the role of energy in symbiosis, consider again the electric exchange between bees and flowers. When a bumblebee lands on a flower, it buzzes in a higher pitch to shake the pollen out of it. One estimate is that 8 percent of flowers are pollinated using this method.16 The bee’s flapping wings even jolt the flower with electricity. A flower has a negative charge compared to the air surrounding it. Bees have a positive charge. When a bee lands on the flower, negatively charged pollen attaches to the bee.

Researchers decided to test whether electricity actually makes a difference in the symbiotic relationship between flowers and bees. They created a flower bed with fake flowers. Half the flowers had a solution akin to nectar; the others had a repellent one. The bumblebees foraged randomly in the flower bed. When the researchers introduced a negative charge to certain flowers, bees visited them more frequently. When the charge was removed, the random foraging resumed. After the bee departs, the flower keeps the positive charge for more than a minute, as if to hang a “Do Not Disturb” sign for the next guest.17

Bees and flowers are also part of a greater exchange that encompasses all living organisms. The grandest example of symbiotic energy transfer is that of photosynthesis and cellular respiration. Consider the chemical reaction of photosynthesis:


6H2O + CO2 + light particles [image: image] C6H12O6 + O2



In the first part of the reaction, there are water (H2O), carbon dioxide (CO2), and light particles. Water enters the plant through its roots. Carbon dioxide is absorbed by a green plant’s leaves, like those that the bee visits. They combine with invisible particles of sunlight called photons, which are captured by pigment molecules such as chlorophylls in green plants. When combined, they produce glucose, C6H12O6, to be used immediately or saved for later to create more complicated foods like fruit. Oxygen (O2) is a by-product of photosynthesis. Though this is a basic explanation, photosynthesis is essential in creating oxygen and energy, the currency of nature. All food chains start with organisms that create organic molecules from inorganic material—like the algae I swam through in Concha de Perla.

Cellular respiration is photosynthesis in reverse. It’s the process of breaking down foods to release energy. Animals ingest organic molecules like fruits and vegetables and, with oxygen, convert them into carbon dioxide and ATP. Consider the chemical reaction of cellular respiration:


C6H12O6 + 6O2 [image: image] 6H2O + 6CO2 + ATP



Glucose breaks down through a process called glycolysis into molecules known as pyruvates, which are processed in the mitochondria, which emit carbon dioxide. The energy found in glucose is transported through an electronic transport chain that creates oxygen as a by-product. The chain eventually yields ATP. Photosynthesis and cellular respiration constitute a virtuous cycle of symbiotic exchange that makes life as we know it possible.18 It converts sugar molecules into energy usable by organisms like bees, converting a foreign currency into a more usable one.

Energy and money are both currencies that circulate and flow. The word currency comes from the Latin word currere, which means “to flow” or “to run.”19 Both energy and money are valuable, and organisms compete to obtain them. Though the earth absorbs a significant amount of solar energy, only a small percentage makes it to organisms in need. So there is intense competition for it: Some plants grow taller to attract more sunlight, shading and starving other plants. Remarkably, the starved plant informs its stem to grow more quickly, a response that botanists call “shade avoidance syndrome.”20

If an organism must use energy immediately after obtaining it, the creature is dangerously dependent on the source. If the source is interrupted, the organism may die. That’s why many organisms store energy. Whales amass fat for their protracted journeys. Birds and squirrels store food in caches, like a savings account to draw upon in times of need. Storing energy allows organisms a degree of sureness in the face of uncertainty. Because it’s valuable, desirable, and storable, energy bears a similar role to money in the human world.

Money may be an evolutionary substitute for energy. As our ancestors evolved from hunting and gathering food to cultivating and preserving it, humans produced more than they could consume. The surplus took on symbolic importance. An extra barrel of salt mined was more than a mineral to be consumed. It could help preserve other food, other sources of energy. One of the first civilizations of the Neolithic Age in 9000 BC was Jericho, and it became a trading center for Dead Sea salt. Humans were eating more meat like pigs and cattle, and salt preserved it.21 There was a strong demand for salt, so it became a currency.

Salt had gone from being just a rock, and a way of conserving food, to an item that could obtain more of it. Salt blurs the line between commodity and currency because it has historically been used as both. Instead of humans consuming the mineral immediately, like an animal might, they thought about what else they could do with it. They could see that salt could represent something else, like pepper. By focusing on the commodity aspect of salt, one can see how one form of energy is exchanged and turned into another:


C [image: image] C



The C stands for “commodity.” In this barter trade, both the salt and the pepper are represented by C. You trade salt for pepper. You are still trading commodities that fulfill their evolutionary purpose of sustaining humans and helping them survive. But, like energy, the commodity has been converted from one form into another by trading it. In a more advanced society that uses money, the exchange is still a conversion of energy forms. In his book Capital, volume 1, Karl Marx considers the conversion of commodities into money as the most basic form of monetary exchange:


C [image: image] M [image: image] C



Again, the C stands for “commodity” which is sold and turned into M, or money, like coins. This money is used to buy another commodity, like pepper.22 As you will see, the human awareness that C was convertible and exchangeable was a first step in the creation of M. But I use this example to highlight how a source of energy like barley can be converted into different forms through exchange. Money, too, can be converted into various forms. Even today, money is used to obtain perishable commodities, which in essence are forms of energy that we need in order to live. Though modern money has been abstracted from its evolutionary role, it is still the tool we use to acquire the calories that we need.

The Human Connection

Darwin’s phrase “the survival of the fittest” is often used to describe the competition with others. For basic necessities like food to a rank in the social ladder, humans struggle against others at times. Darwin adopted the phrase at the suggestion of British philosopher Herbert Spencer, who believed evolution was a universal theory. Spencer believed in what later became known as “Social Darwinism,” that evolution shaped not only humans but society: A simple society evolved into a more complex one. A more pernicious interpretation is that the stronger or more “fit” persons will reap more rewards.

However, Darwin meant the phrase as a broad explanation to account for the biological development of all species—not as a description or justification of human society.23 Instead, Darwin recognized that symbiosis and cooperation were critical to survival. He found that organic cells were microcosms, systems that work together. He even advanced a theory of pangenesis, in which tiny particles called gemmules were marked with data and fused with reproductive cells. The fusion of cells was how parents transmitted familial instructions to their offspring, such as beak size and eye color.24 His theory was later replaced with insights into genetics, but it underscores Darwin’s realization that cooperation is fundamental to life. In The Descent of Man, Darwin takes it further, positing that sympathy within the same species is an output of evolutionary forces: “[Sympathy] will have increased, through natural selection; for those communities which included the greatest number of the most sympathetic members, would flourish best and rear the greatest number of offspring.”25

In his landmark book, The Evolution of Cooperation, political scientist Robert Axelrod concludes that cooperation helps people survive and is therefore evolutionarily beneficial. His conclusion is supported by the results generated from a simulated tournament he ran.

He used the well-known Prisoner’s Dilemma game in his tournament. Prisoner’s Dilemma starts with you and your friend being arrested. The police question you separately. You face a year in prison, but if you snitch on your friend, your sentence will be reduced. Your friend is offered the same deal. If you both snitch, you will both receive longer sentences. But if you both remain silent, and cooperate with one another, you will both benefit. It’s a dilemma because you don’t know what your friend will choose.

In 1980, Axelrod planned a computer tournament to see which strategy is best, whether you should cooperate with your friend or not. He assigned points to each of the four outcomes:

(1) If both you and your friend cooperate, you are both rewarded with three points; (2) if you snitch, and your friend cooperates, then you receive five points, and your friend receives zero; (3) conversely, if you cooperate, and your friend snitches, then you receive zero points, and your friend receives five points; and (4) if you both snitch, you both receive one point. The incentive to snitch is significant: You will receive points regardless of whether your friend snitches or cooperates.26

Scholars from several academic disciplines, such as evolutionary biology and economics, who were knowledgeable about Prisoner’s Dilemma submitted strategies that were pitted against each other in more than two hundred iterations of the game. The winning strategies remained in the tournament, and the losing ones were discarded. Axelrod writes, “This process simulates survival of the fittest… At first, a rule that is successful… will proliferate, but later as the unsuccessful rules disappear, success requires good performance with other successful rules.”27 He found that the experts who submitted strategies took too competitive an approach and assumed that the other prisoner would snitch.28

The winning strategy was known as “Tit for Tat.” Even when contestants were aware that Tit for Tat had won the initial round, they couldn’t beat it in subsequent ones. The strategy calls for cooperation on the first move and reciprocation on subsequent moves. Tit for Tat shows that it pays to cooperate. But if someone attacks you, you should strike back to punish them. But if then the person reverts to cooperation, you should forgive them and cooperate, too. Axelrod recognizes that self-interest is the basis for cooperation. It helps your individual situation if you both cooperate. He writes, “You benefit from the other player’s cooperation. The trick is to encourage that cooperation. A good way to do it is to make it clear that you will reciprocate.”29

Though Axelrod’s tournament was a theoretical game, it had profound implications. His book has had more than twenty thousand citations across a broad range of academic disciplines, including those who have considered whether cooperation was part of the evolutionary algorithm. At first glance, Axelrod’s results support Ofek’s theory that cooperation is evolutionarily advantageous.

Axelrod and evolutionary biologist William D. Hamilton translated their findings to biology. They provide the example of fig trees and wasps, which are symbiotic organisms. Wasps pollinate the tiny flowers inside figs. In return, they have shelter to lay eggs, so their larvae have an immediate source of nourishment. A wasp could “snitch” by underpollinating the flowers found inside figs. The tree could “snitch” by stopping the growth of a fig that has been underpollinated, killing the larvae of the wasps.30 Both these organisms seem to be reflexively following Tit for Tat. Evolutionary biologist Richard Dawkins agrees with Axelrod’s results and writes that “many wild animals and plants are engaged in ceaseless games of Prisoner’s Dilemma, played out in evolutionary time.”31

It’s not just wild animals, but apparently humans, too. In Axelrod’s tournament, even when it paid not to cooperate, for some reason, cooperation among humans prevailed. That may be because humans are aware that cooperation increases the chances of survival. Unlike most animals, humans can think before they act, and they reason that it’s better to cooperate. The results reinforced the view of economist Ludwig von Mises, who writes in Human Action that “human beings are potential collaborators in the struggle for survival because they are capable of recognizing the mutual benefits of cooperation.”32 We seem to be biologically wired to cooperate, and an awareness of this helps improve our chances of enduring as a species, even though, as many biologists contend, individuals cooperate because of their own self-interest, not because of what may ultimately benefit the species.

Indeed, cooperation and socializing increase our chances of survival. Dr. Dean Ornish found that a leading cause for heart disease was isolation from others.33 In her book The Bond, Lynne McTaggart writes that “healthy adults with good support networks have lower blood cholesterol levels and higher levels of immune function than those without emotional support.”34

In one study, stroke patients who were isolated from others were more likely to have another stroke than patients who were more social.35 Another report combed more than one hundred studies that compared human relationships with health outcomes. It concluded that any type of social relationship can increase survival rates by 50 percent. Being alone, not having a social and supportive network, is analogous to smoking more than a dozen cigarettes per day and can increase the likelihood of obesity.36

That cooperation helps us survive squares with Kozo-Polyansky’s theory of symbiogenesis at the cellular level. Dawkins believes it proves true at the gene level; he contends that the “selfish gene” is responsible for cooperation: Organisms of the same species share similar genes, and even though they are self-interested actors, their cooperation helps to perpetuate their gene pool.37 “Survival of the fittest” describes the gene, not the organism. All organisms, from intestinal bacteria to humans, usually exchange in order to pursue their own self-interests, but one effect is that it can perpetuate their genes in future generations. Because cooperation boosts our chances to survive, a “selfish gene” may have spread through our population as a way to perpetuate the gene pool. This “selfish gene” that encourages cooperation may be part of our evolutionary algorithm.

Researchers have tried to determine whether primates have a gene that makes them more prone to cooperate. They examined more than two hundred species of primates and concluded that social behavior is a function of genetics. They didn’t locate a specific gene, but they ruled out other variables. For example, baboons exhibit the same social living patterns no matter their geography or environment. In one study, researchers noted the foraging behavior of 217 species of primates. They found that about 52 million years ago, foraging likely became more social. They hypothesize that primates lived together in order to increase their chances of survival. If they lived alone, it may have invited more predators. This more social foraging pattern, they write, “facilitates the evolution of cooperative behaviors and may provide the scaffold for other distinctive anthropoid traits including coalition formation, cooperative resource defence, and large brains.”38

The DNA of humans is 99 percent the same as chimpanzees’, so researchers also hypothesize that human exchange may be driven by genetics.39 In one study, they found a gene that accounts for cooperation and altruism. Researchers asked more than one hundred participants to memorize and repeat a group of numbers. If they successfully repeated the numbers, they would earn cash. After earning the reward, they were shown a charity advertisement that had a picture of a little girl from Peru. The participants were given the option to donate anonymously part or all of their earnings to charity, though the researchers could still track who donated. Before the study, researchers had collected DNA swabs of all participants. Researchers focused on the COMT gene, which has two variants, COMT-Val and COMT-Met, which are evenly distributed among humans.40 They found that participants who had the COMT-Val variant donated twice the amount of money, and that more than 20 percent of people who had this variant donated their entire reward.41

Another possibility for why humans cooperate is the “love hormone” of oxytocin. It’s created in the brain and disbursed into the bloodstream, though there are oxytocin receptors found in neurons in the nucleus accumbens, which is part of the reward center of the brain. Oxytocin levels in the bloodstream are typically minimal and require a stimulus to be increased. Mothers experience heightened levels of oxytocin while breast-feeding. When people hug a friend or check Facebook to catch up with friends, they also experience increased levels of oxytocin.42

In one study, there was a positive correlation between participants who donated money and the amount of oxytocin in their bloodstream.43 In one study that focused on causation, participants who were provided doses of oxytocin were 80 percent more generous in donating money to a stranger than those who received a placebo.44 Researchers have even tested whether oxytocin alters the behavior of those in the Prisoner’s Dilemma game. Oxytocin increased cooperation in those players who had met their partners before the game. However, it exacerbated noncooperative behavior when players had not met previously. These results suggest that oxytocin can reinforce a preexisting social bond, but it can’t create one from scratch.45

If there is a cooperation gene, perhaps it would explain why we form families, tribes, clubs, and countries. As the human brain became more advanced, perhaps the gene was expressed through more sophisticated behaviors like reciprocity, and concepts like equality and morality.46 It’s difficult to work out from where these behaviors originate, but it’s clear that humans eventually realized that cooperation increased their chances of survival. And they created tools to foster working together.

Divide and Conquer

Darwin was struck with how life could have developed on the Galapagos archipelago, a microcosm of biological diversity. Because island habitats are isolated from the mainland, they appear to have fewer factors that could impact the development and differentiation of various species. Darwin later grasped that many of the species were unique to the islands yet were similar to creatures on the nearby continent.

Darwin inspected the wildlife closely, comparing the anatomy of birds and recording their size to the millimeter. He famously theorized that the fourteen species of finches found on these islands were interrelated but discernibly different. He noticed the finches had different-sized beaks. He realized that beak size was determined, in part, by each species’ niche. For example, big-beaked finches were able to crack open tough seeds. These finches survived a drought on Daphne Major Island and their population flourished.47 Beak sizes appeared to be an evolved trait that allowed each species to better survive in its environment.48

“Beaks are tools,” explained Rachel. We had left Concha de Perla, hitched a ride in the back of a red pickup truck (we were still dripping wet and the driver didn’t want to ruin her backseat), and ate at a small café called El Tundel de Mayra to continue our discussion. Her lab mate Lindsey Carr joined us for a lunch of ceviche, french fries, and Coca-Colas. Originally from Southern California, she has made these South American islands a home away from home. Lindsey has spent more than 365 days in the Galapagos over five years. She is on track to be the first American to receive her PhD in marine biology from research done in the Galapagos. She patiently explained to me how exchange works across these islands. When I reflected on our conversation weeks later, I realized she was teaching me Economics 101.

“Tools enable specialization,” elaborated Lindsey. “When you become a specialist, you narrow your niche and reduce your competition, if everyone else is specializing their niche, too.”

She was talking about Darwin’s finches, but she could have been talking about Adam Smith’s butcher. Both Darwin and Smith lived in Scotland and were influenced by eighteenth-century Scottish Enlightenment intellectuals. Darwin even cites Adam Smith in The Descent of Man.

Adam Smith opens The Wealth of Nations with meditations on the division of labor. To him it springs from the penchant to exchange. Smith believed that division of labor introduces specialization into a society. Not everyone needs to be a butcher. We simply visit one when we want veal shanks. Similarly, the butcher visits a dentist when he has a toothache. The butcher and dentist need tools, and necessity, it is said, is the mother of invention. The butcher has a meat cleaver to hack through muscle tissue. The dentist has a dental mirror to peer into his patients’ mouths. Specialization leads to the need and development of tools—from beaks to cleavers to mirrors.49 One tool, in particular, may have paved the way for the creation of money.

The First Palm Pilot

A son of British missionaries and an intellectual disciple of Charles Darwin, archaeologist Louis Leakey traveled to Kenya in 1926 to excavate near Lake Elmenteita, in the Great Rift Valley. Three years later his team unearthed a collection of hand axes that were estimated to be 500,000 years old.50 Similar bifacial hand axes that date back hundreds of thousands of years have been discovered in excavations across Africa, Asia, and Europe.51 In 1931, Leakey discovered a hand axe at the Olduvai Gorge in Tanzania that dates back 1.2 million years; it is now housed at the British Museum in London. It was made from phonolite, a chunk of green lava, and sculpted by hitting or “knapping” round pebbles against it. The process results in a teardrop-shaped axe with a pointed tip and jagged edges. The pointed edge could be used like a drill to dig holes in the ground. The sharp sides could be used to bludgeon an animal, tear its hide like a rudimentary meat cleaver, scratch bark from a tree, or possibly etch artwork on a cave wall.

Much can be inferred from ancient hand axes. First, they are older than the human species, as Homo sapiens dates back only 200,000 years.52 Second, this tool suggests its toolmaker had a creative capacity. Third, the toolmaker could have used the hand axe as a type of currency. Fourth, these toolmakers may have had other tools that facilitated cooperation. Fifth, the hand axe may have helped to alter the human diet, to one that provided more fuel to the brain, which would lead to the invention of money.

The research into the social behavior of primates indicates that our ancestors lived in groups. They eventually realized that cooperation increased their chances of survival. To foster cooperation, they specialized in different areas, creating a division of labor: Some were hunters that caught game; others reared children. The creation of hand axes helped hunters kill and prepare larger game, which provided nourishment to the larger group. Division of labor and cooperation, wrote Mises, “are man’s foremost tool in his struggle for survival.”53

Making a hand axe requires cognition and dexterity. Around 1.7 million years ago, our ancestors began to walk upright, perhaps as a way to conserve energy while foraging for food. Temperatures had cooled, and there were fewer forests. Walking upright would have helped in searching for prey, peering out over open grassy areas. A consequence of bipedalism is that our ancestors were freed to begin using their hands in new ways, such as creating new tools. They were able to manifest thoughts into physical forms using their hands. In his detailed book Landscape of the Mind, archaeologist John Hoffecker writes that “humans developed the highly unusual ability to externalize information in the brain—probably as an indirect consequence of bipedalism and foreign limb specialization related to toolmaking—and this ultimately became the basis for the mind.”54 Like a sculptor who carves a statue from a block of marble, our ancestors must have visualized a hand axe before it was made. As the brain of the toolmaker became more capable and complex, the tools also became more sophisticated. Axes were refined over the years; the designers may have passed down knowledge on how to create them through apprenticeship. More recent hand axes in the archaeological record were thinner and made from different raw materials, with finer craftsmanship. Most axes have clear symmetry that is the result of preparation and experience, debatably the product of a toolmaker with an appreciation for aesthetics.

Some scholars contend that hand axes had symbolic value. The brain’s capacity to think symbolically turned these tools into items that could be exchanged. It’s unlikely that everyone created their own hand axe: The specialist toolmaker may have exchanged hand axes for other goods like raw materials, food, and shelter.55 The wide geography in which hand axes have been discovered shows that they were widely used, there was strong demand for them, and they were worthy of exchange. Scholars even contend that hand axes may have become a type of ceremonial art or currency.56 Many large axes that are too difficult to grip have been discovered, and could have been symbols of one’s wealth, status, or ability to protect one’s kin. A larger hand axe may have even helped to attract a mating partner.57

If our earliest ancestors could create hand axes, maybe they had other tools—like language. In one study, the brains of archaeologists were scanned while they knapped hand axes. The results show that the same part of the brain responsible for making tools is responsible for comprehending and processing language. If you can craft tools, you can form words. Like the hand, the vocal tract was a tool that helped manifest thoughts externally.58 It’s difficult to know when our ancestors gained the capacity to speak, because the vocal tract is composed of organs that disappeared over time and aren’t part of the archaeological register.

The hand axe also helped to alter the diet of our Paleolithic ancestors. Archaeologists have unearthed evidence of butchered elephants, other large game, and freshwater fish during this period.59 Caches of tools, including hand axes, were located where animal remains were likely taken for processing.60 Several hand axes have been found near the Thames River in what’s now England. Lakes and river valleys provided fresh water that attracted not only early humans but animals as well. Our ancestors probably hid in nearby woods, stalking prey for their meat and furs. While their diet was largely vegetarian, hand axes were a means by which meat was obtained and introduced into consumption.

The transition to meat intake was a significant phenomenon in the development of early humans and the eventual creation of money. Meat has a higher caloric density than plants. The discovery of fire enabled our ancestors to cook meat and make it a more common part of their diet. The ability to store and cook food may have been a trigger for the shrinking of our ancestors’ stomachs, since the human stomach is 60 percent of the relative size found in other primates.61 However, the increased meat consumption provided energy to a growing organ, the brain. Hungry for glucose, our brain consumes 20 percent of the body’s energy, roughly twelve watts, almost enough to power a lightbulb.62 But our brains weren’t always as large. Fossil remains of our earliest ancestors show head cavities that are unquestionably smaller than those of modern humans.

There are various reasons besides human diet for why the brain expanded. Among them are climate and competition. During the Paleolithic era, our ancestors migrated around the world, as evidenced by many unearthed remains and hand axes. They encountered a range of environments, from the cooler temperatures of the North to the arid climates of Africa. The Smithsonian compares the variations of the earth’s climate based on evidence in ocean sediments with the brain size of early humans, using 160 skulls. The brains of early humans increased most quickly from 800,000 to 200,000 years ago, around the time Homo sapiens finally emerged.63 This period was also a time when the earth underwent several ice ages.64 Others theorize that our brains enlarged because of social competition to acquire more resources.

The expansion of the brain gave rise to consciousness and symbolic thought. It’s this capacity that led to the creation of money.

Symbolically Thinking

In 1879 in northern Spain, eight-year-old Maria Sanza de Sautuola and her father went for a walk west of Santander, in Altamira. She dashed ahead by herself, entered a nearby cave, and found an incredible artistic rendering on the ceiling. It was the first known discovery of Paleolithic-era cave drawings. The drawing was made approximately 13,000 years ago, over the span of many centuries. The rendering is of fifteen bison and other large animals. They were depicted using mineral oxides and are polychrome in color. The images are lifelike in detail, and some even have a three-dimensional effect.65 They are so realistic that many accused Maria’s father, Marcelino Sanza de Sautuola, who was an amateur archaeologist, of forgery. It was thought that our Paleolithic ancestors weren’t capable of making such intricate artwork. Eventually the images were verified, and UNESCO has declared the area a World Heritage Site.

Archaeologists have since found more than one hundred caves with artwork that dates between 40,000 and 12,000 years ago. Like the Altamira drawings, some feature color that was made by mixing earth mineral oxides with blood or other liquids. Some were created using charcoal and by scratching stones against the wall. Also found in caves have been artifacts like beads made from ivory and bone, as well as musical instruments and weapons. More than 90 percent of Paleolithic spears have some decoration. A figurine of a woman with large breasts was found in a cave in southwest Germany and typifies a fertility motif in Paleolithic renderings.66

Common depictions in Paleolithic art are large animals, portly women, and triangular vulvas; they likely represent food and sex. The conspicuous absence of men in the depictions and prevalence of women and their genitalia highlights the importance of reproduction to early humans. Surely not all women were portly, yet 95 percent were depicted thus, leading archaeologists to surmise that large women could be symbols of fertility, health, and an ability to rear children. In a study of more than fifty images of Paleolithic women, the waist-to-hip ratio was found to average 0.655, almost identical to the ratio that men in contemporary studies found most appealing.67 Paleolithic depictions of women were a symbolic ideal like today’s swimsuit models.

The archaeological register is filled with our ancestors’ attempts at externally manifesting thought—such as through decorative hand axes—as early as 1.7 million years ago. Paleolithic art revealed the state of the early human capacity for external manifestation. Humans were highly creative, and that would alter everything.68 Humans could see a bison, remember it, and then re-create it artistically at a later point. This ability to render thoughts in the real world, to create art, is unique to humans.

Civilization has been defined as the “storage of symbols outside the brain.”69 Whether it’s a hand axe or a coin, these items were first constructed with mental scaffolding. These mental representations were passed on as symbols and ideas to others, who could hone them and pass them down to future generations. Human society was becoming a decentralized neural network, and tools enabled humans to work cohesively as one unit—like an ant colony. The evolutionary force of exchange that began in the cell had gone social to create a “super-brain,” or collective mind of society. Hoffecker observes:


The mind is the super-brain: the integration of brains facilitated by language and other forms of symbolism created the mind. Although the super-brain is composed of a group of individual brains that are the product of evolutionary biology, it exhibits properties that are unknown or had not been evident in organic evolution.70



One of these properties was the human ability to externalize thoughts writ large, throughout society. By the time the Neolithic era begins, the advanced faculties of humans would lead to new ways to cooperate and new tools to facilitate it. It had taken millions of years, but two factors necessary for the creation of money were in place: cooperation and symbolic thought.

Humans were aware that cooperation increased their chances of survival. They could now create symbolic and social tools to abet their biological goals. It was this capacity that turned the currency of energy into commodity money (C-C), which we eventually transformed into coins and paper (C-M-C). These symbols of value represented what they could obtain. The creativity that the brain unleashed would even lead to putting artistic symbols on monetary ones—the signs and insignias found on ancient and modern currency alike. Just as Paleolithic artists drew on caves, today we illustrate on money.

My expedition to the Galapagos helped me glimpse the biological origin of a relatively modern instrument. It was these islands that helped Charles Darwin recognize that natural selection was a common link among all species. It’s on these same islands that Rachel opened my eyes to the ubiquity of exchange in nature, and how all organisms rely on each other to survive.

On a tour of the Galapagos Science Center, a joint facility between the University of North Carolina at Chapel Hill and Ecuador’s Universidad San Francisco de Quito, on San Cristobal Island, I met more biologists who shared additional examples of exchange. The laboratory technical director and I sat on wooden stools in the marine biology lab while I peppered him with questions. He boiled it down simply for me: “If exchange helps organisms survive, then it must be part of the evolutionary algorithm.”

Humans became aware that cooperation was evolutionarily advantageous, so they created tools like language and hand axes to foster it. Humans have continuously created new tools to make it easier to exchange, to cooperate, and to increase our chances of survival. The changing forms of money over thousands of years are improvements to make exchange more convenient and efficient.

At first these tools helped us trade energy. Nourishment is the catalyst for symbiotic exchange for most organisms. As humans produced more than they could consume, not living hand-to-mouth, they traded food items like salt and barley. This commodity money was nonsymbolic, since it directly filled the ultimate need of survival. As our brains gained the capacity for symbolic thought, humans didn’t just exchange food, but also other tools, like hand axes, spears, or agricultural devices. These items were an abstraction from the original evolutionary need—to eat and survive. Yet they were symbols of what they supplanted.

Over time, the symbolic mind and the “super-brain” of humanity would see value in more than just these tools. They would see the value in creating a universal tool that would be accepted by all mankind. What started as commodity money became bullion, and eventually coins, paper, and digital currencies. This monetary tool would become a further abstraction from its evolutionary purpose. It would be limited only by our imagination, and the organ that makes that possible.







CHAPTER TWO

A Piece of My Mind

The psychology of money


Because to be truly rational, you can’t hold a conviction without significant empirical evidence.

—Alan Greenspan1



He weighs losses about twice as much as gains, which is normal.

—Daniel Kahneman2



Brain imaging gives us the hope of opening up the black box.

—Brian Knutson3
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Neuroeconomists use brain scans to understand how the brain makes financial decisions.



 

In ancient Egypt, the brain was considered insignificant. To prepare for mummification, it was sucked out via the nose and discarded. Instead the heart was preserved, because it was believed to be the seat of the soul and carrier of the consciousness.4

By now we know, of course, that the brain facilitates thought and catalyzes action. It’s where symbols like money are created and interpreted. Money is a manifestation of the mind. It makes sense, then, to explore how the brain processes money, interprets its value, and understands the idea of it. A telling method to determine how the brain registers the idea of money is to discern why and how we make financial decisions, which ultimately shape our lives.

Only recently have researchers used brain scans to understand how the mind processes money. Yet, despite not having this technology, economists have long made assumptions about human behavior, which indeed is directed by the brain. In Economics 101, most students learn about Homo economicus, or the economic man who makes self-interested decisions, which makes sense from an evolutionary standpoint, since acting in this manner should maximize one’s chances for survival. This supposition that humans are rational, logical actors is also the basis of many economic forecasts.

All too often, these forecasts are wrong. For example, the economists at the Federal Reserve, International Monetary Fund, and several Wall Street investment banks didn’t foresee the great financial crisis of 2008 or its macroeconomic consequences.

Even as late as September 2008, months after the collapse of Bear Stearns, the median forecast for US economic growth in the fourth quarter was 0.2 percent, as reported by Blue Chip Economic Indicators, versus the annualized decline of 6.2 percent actually recorded, the largest drop since the 1982 recession.5 Their forecasts failed in part because they were based on the questionable assumption that the market is self-correcting and composed of rational actors.

It raises this question: If economists better understand the mind, could they make more accurate forecasts? To answer this question, consider three economic thinkers: Alan Greenspan, Daniel Kahneman, and Brian Knutson. Greenspan spent many years at the helm of the Fed and long believed that markets were self-correcting and composed of rational actors. But in the wake of the 2008 financial crisis, this line of thought was discredited, and Greenspan has since modified his views. Kahneman is a behavioral economist who studies the psychology of decisions and has documented how humans make many irrational financial decisions. Knutson is a neuroeconomist who uses brain imaging to visualize how humans make financial decisions.

Neuroeconomics presents great potential for the future of the economics discipline as a whole. By improving our grasp of how the brain processes the idea of money, perhaps economists will make more accurate forecasts. But the development of this field is a slow process, and, in the short run, it will complement rather than supplant the assumptions and forecasts of more traditional economists. Nevertheless, it’s worthwhile to examine these three perspectives to see how our thinking about money continues to evolve.

Let’s Get Rational

Alan Greenspan wasn’t expecting this type of phone call. The date was March 16, 2008, and an official from the Fed was on the line. Greenspan was informed that the Fed would lend $29 billion for J. P. Morgan to purchase Bear Stearns. It was a jarring moment because he hadn’t seen the crisis coming. To be sure, some investors recognized the problems with subprime assets and foresaw the market decline—and even made lots of money by betting against the conventional wisdom. Yet Greenspan describes the crisis as “almost universally unanticipated” in his 2013 book, The Map and the Territory.6 He raises the questions, “What went wrong? Why was virtually every economist and policy maker of note so off about so large an issue?”7 He answers his questions, in part, by blaming economic forecasts.

But let’s consider another question: Why do we forecast in the first place? Even though Greenspan acknowledges that forecasting is fraught with uncertainty, he asserts that “our nature demands it.”8 This economist assumes that there is a biological reason for predictions.

He’s right. In one study that demonstrates our nature to forecast, researchers scanned the brains of people who were provided squirts of juice and water in predictable and unpredictable patterns. There was heightened activity in the nucleus accumbens, a region deep within the brain involved in processing rewards, when subjects encountered a predictable pattern.9 In brief, an accurate forecast resulted in a jolt of pleasure. The evolutionary logic seems to be that when we identify predictable patterns, uncertainty is reduced, which increases our chances of survival.

Even though money has become an abstraction of its original evolutionary purpose, we humans register that it’s critical to our survival. “Money represents the means of maintaining life and sustaining us as organisms in our world,” states neuroscientist Antonio Damasio.10 We want to know our financial future because it can aid in our survival.

Forecasting has been integral to the modern financial services industry since the early twentieth century. It was a period of tumult, as the United States economy fluctuated between robust growth and financial panics. Businesspeople grew concerned with the instability because they had to plan for the future, minimize the chances of an idle workforce, and maximize capacity in times of strong demand. In his illuminating book Fortune Tellers, Walter Friedman explains:


Economic forecasting arose when it did because while the effort to introduce rationality—in the form of the scientific method—was emerging, the insatiable human longing for predictability persisted in the industrializing economy. Indeed, the early twentieth century saw a curious enlistment of science in a range of efforts to temper the uncertainty of the future.11



Early forecasters were influenced by meteorology and even used weather jargon when making economic predictions. They also had access to growing amounts of economic data, as government agencies tracked and published metrics on, for example, commodity prices.12 After the Panic of 1907, in which the stock market fell nearly 50 percent and many banks failed, retail and institutional investors were desperate for ways to mitigate uncertainty. They found solace in forecasters who leveraged and analyzed rich sets of data. As Friedman puts it:


Forecasts… were more than predictions of the future. They were assumptions about what the economy was and how the economy worked. By pointing out trends in data and creating charts and models, forecasters made capitalism seem natural, logical, and most of all, predictable.13



Over time, these forecasts were improved and refined, and many businesspeople came to rely on them for making important decisions—even treating these predictions as facts. However, unlike many hard sciences, economic forecasting is less reliable because it’s based on something that’s continuously changing: human behavior.

Nevertheless, the supposition that people are rational and able to weigh trade-offs between choices is the foundational model of human behavior on which modern economics is built. After all, economics is typically the study of how we make decisions to allocate limited resources to satisfy limitless desires. Conventional economics incorporates a widely studied model of human behavior: (1) Consider how each option can increase your happiness; (2) mull your constraints, such as time and money; and (3) choose what gives you the most happiness.

According to many economists, rational people form a rational market. And rational markets lead to rational or “right” prices. The price of a stock reflects the best collective intelligence of the market. Whether a stock goes up or down, the market dictates the “right” price. This belief formed the efficient market hypothesis, advanced by economist Gene Fama in his 1970 paper titled “Efficient Markets: Theory and Evidence,” which contends that stock prices reflect all available public information.14 Because the price is a manifestation of the wisdom of crowds, one can’t outperform the market—because it’s already “right.” A more straightforward name for the hypothesis is rational markets theory. This view shaped much of twentieth-century economic thought, from university campuses to Wall Street. It influenced the deregulation of the financial services industry and the growth of financial instruments like index funds and derivatives.15 In his The Myth of the Rational Market, Justin Fox writes:


The belief in the so-called rational market… was about more than just stocks. It held that as more stocks, bonds, options, futures, and other financial instruments were created and traded, they would inevitably bring more rationality to economic activity. Financial markets possessed a wisdom that individuals, companies, and governments did not… [From this] flowed the conviction that… prices were in some fundamental sense right.16



In other words, the market knows best. While many economists advanced parts of this theory, one stands out in packaging it for Wall Street. Harry Markowitz, a graduate student at the University of Chicago in the 1950s, trained his mathematical abilities on the financial markets. He read the works of Benjamin Graham, the father of value investing, and gleaned that investors diversify their holdings to diminish their risks but rarely consider the risk of the entire portfolio. He developed a formula for calculating the risk on a stock portfolio, taking into account the expected return of each stock, the uncertainty of that outcome (risk), and the degree to which the returns on the stocks would move in the same direction (correlation).17 He originated the modern portfolio theory that investors still use to optimize portfolios for risk and return: Portfolio managers could weigh their options and constraints, and choose the securities that would provide the greatest expected returns with the least risk. He and Fama were later awarded Nobel Prizes in Economics.

Modern portfolio theory sounds reasonable. But surprisingly, even Markowitz found it hard to follow when he considered how to invest for his own retirement:


I should have computed the historical co-variances of the asset classes and drawn an efficient frontier. Instead, I visualized my grief if the stock market went way up and I wasn’t in it—or if it went way down and I was completely in it. My intention was to minimize my future regret. So I split my contributions 50/50 between bonds and equities.18



The inventor of modern portfolio theory didn’t use it. Even though he was aware of the supposedly rational thing to do, he chose a seemingly irrational one.19 That a Nobel laureate economist acted in such a way demonstrates the problem with assuming that humans are completely rational actors. In one Japanese study, researchers evaluated 446 residents of affluent Tokyo communities, people you might expect to act in a completely rational and self-interested manner, and concluded that only 31, or 7 percent, acted in line with the Homo economicus model of human behavior.20 “Economists’ models are just awful. They completely forget how important the human element is,” says Paul Wilmott, an expert and educator in quantitative finance.21

The economic forecasters who didn’t anticipate the 2008 crisis made the same mistake. In 2009, eight accomplished economists wrote a paper titled “The Financial Crisis and the Systemic Failure of Academic Economists,” in which they lambaste the use of mathematical models that didn’t account for differences in the ways that people make decisions. They assert that many forecasters assumed that all market actors, including individuals and institutions, would behave in a rational manner. Wharton School professor Sidney Winter, who agrees with the authors, reasons that “rational behavior is not that dependable, or else people would not do self-destructive things like taking out mortgages they could not afford, a key factor in the financial crisis. Nor would completely rational executives at financial firms invest in securities backed by those risky mortgages.”22 The eight economists make the case that forecasters should account for variations in human psychology and behavior:


The major problem [with forecasting] is that despite its many refinements, this is not at all an approach based on, and confirmed by, empirical research. In fact, it stands in stark contrast to a broad set of regularities in human behavior discovered both in psychology and what is called behavioral and experimental economics… Economic modeling has to be compatible with insights from other branches of science on human behavior. It is highly problematic to insist on a specific view of humans in economic settings that is irreconcilable with evidence.23



At the height of the global financial crisis, in the autumn of 2008, Alan Greenspan responded to an inquiring congressman as to whether the prevailing wisdom of rational markets had failed: “That’s precisely the reason I was shocked, because I had been going for forty years or more with very considerable evidence that it was working exceptionally well.”24 In his postmortem of the 2008 financial crisis, Greenspan writes that the prevailing forecasts didn’t account for the “animal spirits” that John Maynard Keynes once described as “spontaneous urge to action rather than inaction, and not as the [rational] outcome of a weighted average of quantitative benefits multiplied by quantitative probabilities.”25 In sum, human behavior is guided at times not by logic and so-called rationality but by other forces, such as emotions like fear and euphoria. Greenspan summarizes his epiphany:


We like to describe ourselves as fundamentally driven by reason to an extent not matched by other living creatures. This is doubtless true. But we are far from the prototype depicted by neoclassical economists: that of people motivated predominantly by considerations of rational long-term self-interest. Our thinking process, as behavioral economists point out, is more intuitive and syllogistic… The economics of animal spirits, broadly speaking, covers a wide range of human actions, and overlaps with much of the relatively new discipline of behavioral economics. The point is to substitute a more realistic version of behavior than the model of the wholly rationality-driven “economic man” so prominent for so long in economic courses taught in our universities.26



It remains to be seen whether forecasts that incorporated more “human” factors would have predicted the financial crisis—though it doesn’t take a sophisticated model to realize that housing prices won’t continue to rise forever. Nevertheless, many forecasters recognize the failure and folly of their previous predictions. They seek new ways to understand human psychology and behavior when making financial decisions.

Oh, Behave!

In 1955, a young psychologist and lieutenant in the Israeli army, Daniel Kahneman, was tasked with determining which candidates would make successful officers. He arranged a team of eight candidates without their ranks displayed and directed them to raise a large log over a tall wall without it touching the wall or ground. Kahneman took a logical approach to evaluating the candidates: He observed who took charge and who followed others, which formed the basis of his predictions regarding who would become successful officers. When compared to the actual performance results of officers many months later, his predictions fell well short, almost no better than a guess. Despite knowing that his method of evaluation wasn’t predictive of performance, he continued doing it. His actions remind me of that often-used quotation, “The definition of insanity is doing the same thing again and again and expecting a different result.” Kahneman refers to his irrational behavior in another way, calling it an “illusion of validity.”27

The illusion of validity is a cognitive bias, which is a deviation from the expected behavior of a rational actor or blind spots to logic. Even though Kahneman was aware that his method of evaluating candidates was suboptimal, he was biased toward using the old method. Cognitive biases are a starting point for behavioral economics, which is more of a psychological than a purely economic approach to understanding how people make financial decisions. Kahneman and his colleague Amos Tversky spent years uncovering, chronicling, and explaining hundreds of cognitive biases. Both are widely credited as pioneers of behavioral economics. Tversky passed away in 1996, and in 2002, Kahneman was presented the Nobel Prize in Economics without ever taking an economics class.

In his bestselling book, Thinking, Fast and Slow, Kahneman presents a new model to understand how the mind works. He distinguishes between “System 1” and “System 2” in the way the mind works. System 1 makes automatic, fast decisions that happen subconsciously—like turning the pages of this book. System 2 makes slower, more complex decisions that happen consciously—like how to balance your retirement portfolio. We like to think that System 2 guides our financial decisions, when in fact in many cases it’s System 1.

Because they were proposing a new way of understanding human cognition, Kahneman and Tversky’s ideas have had a profound impact on a range of fields, including economics. Their paper on “Judgment Under Uncertainty: Heuristics and Biases,” published in 1974, lists twenty cognitive biases and is one of the most frequently cited across a range of academic disciplines. Kahneman explains how their research questioned the very root of traditional models used to understand human behavior:


Social scientists in the 1970s broadly accepted two ideas about human nature. First, people are generally rational… Second, emotions such as fear, affection… explain most of the occasions on which people depart from rationality. Our article questioned both assumptions… We documented systematic errors in the thinking of normal people, and we traced these errors to the design of the machinery of cognition rather than to the corruption of thought by emotion.28



The “machinery of cognition,” System 1 and System 2, presents a different way of understanding how we make decisions. Our choices aren’t just rational or irrational but are made consciously and subconsciously. Many of our financial decisions are guided by forces of which we aren’t fully aware. For example, in one study, waiters found that customers tip more when exposed to sunshine.29 The weather affects our mood, which makes us more likely to give a bigger tip. Another study reveals that weather may play a role in the performance of the market. Comparing historical weather patterns with the performances of primary stock exchanges in twenty-six different countries shows that markets outperform considerably on sunny days, an annualized return of 24.8 percent over cloudy days. No serious investor asks how the weather makes them feel before making an investment decision, but the subconscious has already answered that question and acted on it.30

The subconscious also guides the financial choices of shoppers. Researchers found shoppers were more likely to buy French wine while hearing French music and German wine when hearing German music.31 Another study finds that music can influence how wine drinkers perceive the taste of wine, describing the taste of the wine similar to the feel of the music.32 These findings are old hat to advertisers. In the television series Mad Men, Don Draper makes a bountiful living by trying to influence the subconscious of consumers with positive associations of products.

To facilitate System 1 thinking, we have created mental shortcuts to save energy to process thousands of decisions per day. These shortcuts are called “heuristics,” which are frequently defined as “rules of thumb.” Though several heuristics work well, like ducking when someone yells “Watch out,” some are less helpful and irrational, and produce cognitive biases. By observing these heuristics that result in cognitive biases, Kahneman and Tversky provided a new way of understanding how humans make financial decisions.

To illustrate the significant impact that heuristics (and resulting cognitive biases) have on financial decisions, let’s consider but four: (1) availability heuristic; (2) illusion of skill; (3) loss aversion; and (4) money illusion. The availability heuristic explains why my father always plays the lottery. I’m sure that he’s aware that there is a one in 175 million chance that he will win. But when he enters the Shell gas station to buy his ticket, he isn’t thinking about the long odds. Instead, he remembers that once he matched a few numbers and received a $475 payout. He thinks about the winners he hears about on the five o’clock news. The more readily examples are remembered, the more likely a particular outcome seems.33 Most of us are unable to calculate large statistical problem sets in our heads, so the availability heuristic guides our decisions.

Heuristics can also result in a cognitive bias known as an “illusion of skill.” Kahneman analyzed data on twenty-five investment advisers from eight years at a wealth management firm. Metrics on the data were used in determining each adviser’s yearly compensation. Incredibly, Kahneman calculated zero correlation between their advice and investment outcome. He presented his findings to the firm’s executives and writes, “This should have been shocking news to them, but it was not.”34 The managers continued their irrational behavior, rewarding an “illusion of skill”—paying their employees compensation that didn’t reflect their actual performance.35 Unfortunately, there’s plenty of evidence to suggest that an “illusion of skill” pervades the asset management industry: 95 percent of mutual fund managers under-perform a standard index fund that has no active manager over a fifteen-year period.36 Despite poor performance, many fund managers continue to make handsome fees. The “illusion of skill” in the fund management space reveals an irrational behavior of market participants: rewarding underperforming managers. Indeed, a fund manager’s poor performance may eventually lead to withdrawals from his or her fund. But that poor performance continues to be lucrative for long periods shows how financial decisions aren’t governed by completely rational and logical forces. Kahneman explains that this bias is “deeply ingrained in the culture of the industry. Facts that challenge such basic assumptions—and thereby threaten people’s livelihood and self-esteem—are simply not absorbed. The mind does not digest them.”37 What seems like irrational behavior, disregarding the facts that reveal the poor track records of wealth advisers and fund managers, can be seen in another light. The management teams at these funds are trying to protect their own jobs and maintain their livelihoods, which is a perfectly rational and motivating factor, so they look the other way.

Another heuristic, “the money illusion,” has been widely studied by economists for almost a century.38 It holds that people think of money in nominal rather than real terms, not considering inflation, the general increase in prices in an economy. For example, Kate makes a salary of $45,000 in one year when inflation is 1 percent. The next year she makes the same amount but inflation reaches 4 percent. Kate continues to purchase the same quantity of goods and services, as if prices have not gone up, but her income in real terms has decreased. The money illusion, when widespread among many people, may lead to market manias. In 2008, two economists proposed that people may have decided whether to rent or buy property by contrasting monthly rent versus mortgage payments without properly considering how inflation affects the real cost of payments in the future.39 For example, a drop in inflation lures Kate and many others to buy property as they conjecture that low nominal interest rates have made owning a home more affordable. In reality, Kate should consider her real interest rate, which will give her a true idea of whether her mortgage is actually a better deal than renting. Without considering real interest rates, Kate and others can mistakenly believe that buying a home is the better choice, which drives up prices and can potentially lead to a housing bubble.

It’s not just the housing market that may be subject to the money illusion; in the stock market money managers may not consider the real rate of a company’s earnings. During inflationary periods, money is worth more now than in the future, so investors calculate what future payments are worth now in a process called “discounting.” Some economists contend that investors may discount with nominal rather than real rates.40 It’s hard for me to fathom professional money managers not accounting for the real rates. Yet the money illusion could lead to a situation where stock prices don’t reflect the underlying fundamental value of the company. In other words, a cognitive bias may be the root of mispriced assets or even a labor dispute: Only 19 percent of Canadian union contracts between 1976 and 2000 included cost-of-living adjustments. Maybe employers wielded a significantly stronger upper hand in negotiations, or perhaps union negotiators demonstrated a cognitive bias, forgetting about the erosion of purchasing power over time in an inflationary environment.41

Until recently, it’s been impossible to peer into the black box of the brain and glean how it weighs and makes financial decisions. Such is the province of neuroeconomists, which I’ll explain in the next section, but some brain imaging studies can help us better grasp what’s going on in the brain of someone exhibiting the money illusion. Brain images reveal the neural underpinning of this cognitive bias. In a study, the brains of participants were scanned while they were instructed to solve problems in which they could win money. In one scenario, they could earn money and buy goods that were relatively cheap from a catalog. In the other scenario, they could earn 50 percent more money and buy goods from the same catalog, except the prices were 50 percent higher. Despite the increase in nominal amounts, the participants’ purchasing power stayed constant, and they were briefed at the beginning of the experiment that the value of money wouldn’t vary. There was considerably more activity in the prefrontal cortex of the brain during the scenario involving larger nominal amounts than during the scenario with smaller nominal amounts.42 Even though the real value of money remained constant, the brain reacted to variations in nominal amounts. This study shows that higher nominal prices register more activity in the part of the brain that is involved in processing rewards and valuing goods; the prefrontal cortex is also considered the seat of reason, and its activation may induce us to be more cognizant of higher prices. It may also explain how the brain processes “sticker shock”—heightened neural activity and awareness when confronted with an unexpectedly high price of a good. Most of us have experienced sticker shock, so it may not come as a surprise that activity in the brain is heightened, but now there is brain imaging to show how the brain is processing these financial decisions, which is a first step toward making better predictions regarding human choice.

Finally, the heuristic for which Kahneman and Tversky are best known is loss aversion. It’s also known by its more academic name, “prospect theory,” which basically says that when making decisions, people value perceived gains and losses differently.43 The evolutionary logic of loss aversion seems to be to minimize harms and costs as a way to increase chances of survival. Consider a coin toss in which you could either lose $20 or win $22. Though the payoff is in your favor, and the rational model of human behavior would suggest you take the bet, most would reject this gamble. Kahneman and Tversky found that when offered a coin toss that could result in losing $20, participants asked for an average of $40 for winning.44 There is a stark unevenness in how folks value losses and gains, as they try to avoid loss even if there’s good probability of gaining.

Loss aversion may also explain widespread market behavior. Mebane Faber of Cambria Investment Management has found that there is more volatility in stock prices during bear markets than during bull markets.45 One reason for this, according to financial writers Gary Belsky and Thomas Gilovich, might be that traders make increasingly risky bets because they want to avoid realizing their losses: “If you’re a stock trader who’s lost a lot, the temptation to gamble big in the hopes of recouping money is very powerful.”46 For example, during the 1990s, the demise of Barings Bank was brought about by a rogue trader doubling his bets, trying to avoid realizing amassed losses.47 In periods of uncertainty, rational actors shouldn’t gamble more aggressively.

Loss aversion isn’t found just in the financial world. Cutting welfare benefits is difficult because the political cost of reducing is high. Those who are likely to suffer a loss are more likely to mobilize in defense of benefits. Politicians herald the expansion of benefits but duck blame when the entitlements are cut.48 Even professional golfers are subject to loss aversion. A comprehensive study of more than two million putts during PGA tournaments, controlled for location and other factors, shows that golfers are 3.6 percent more successful when putting for par, facing the prospect of underperforming on the hole, than for birdie, which could put them ahead in the round.49

Loss aversion is regulated by neurological mechanisms. Several parts of the brain are involved in weighing and making decisions, from the ventral striatum in the limbic system, which is involved with anticipated and realized gains, to the amygdala, which processes expected and realized loss.50 Researchers scanned the brains of two women with lesions to their amygdala, effectively turning it off.51 Healthy control participants were more likely to accept a gamble in which they won $50 and lost $10 than one in which they won $20 and lost $15, whereas the two women with lesions were more likely to engage in riskier bets, even those in which the potential losses were greater than potential gains.52 The amygdala, which is known to promote fear learning, appears to play the same role in financial decisions, steering us away from loss.

These cognitive biases reveal humans for what they are—at times, unaware and irrational actors. Instead of acting according to a rational model, we show great variation in our psychology and behavior. Kahneman and Tversky recognized these differences by observing and detailing human behaviors over the years. Their findings provide a more realistic version of human behavior, something that Greenspan said was needed. But it will be difficult for economists to account for hundreds of cognitive biases in their financial models. What’s needed is a sophisticated yet straightforward way to understand how people make financial decisions.

For that, consider the work of behavioral economist Richard Thaler and his concept of mental accounting. Instead of seeing every dollar as just another dollar, people view their dollars differently, classifying them into discrete buckets like safety income and risk capital, the way a corporate treasurer classifies capital for different purposes, such as salaries, taxes, or research and development.53 People, like corporations, treat each category of money differently. My father’s decision to play the lottery can be explained not only by the availability heuristic but also by mental accounting. He explains his decision: “I’m not using my retirement money to buy tickets.” It’s as if he’s created a mental “discretionary account” with which to gamble. Even though the amount of cash in question may be the same, mental accounting makes us treat money differently. Thaler’s theory neatly illustrates that we conceive of money in different ways, and economists should recognize that not every dollar is alike.

Richard Thaler, Daniel Kahneman, Amos Tversky, and other behavioral economists have made important contributions to our understanding of human behavior as it relates to money. But their findings only go so far—and don’t fully explain what’s going on in the mind to direct these behaviors. To continue our quest to understand money in new ways, we must go inside the black box of the brain.

Brain Man

Brian Knutson (pronounced Kih-NOOT-suhn) is a man on a mission: to understand how the brain makes financial decisions. A professor of psychology and neuroscience at Stanford University, he is one of the most visible and important neuroeconomists. Neuroeconomics is an interdisciplinary study of how the brain makes financial decisions. If one were to take attendance at a neuroeconomics faculty meeting, present might be neuroscientists, behavioral economists, “traditional” economists, psychologists, biologists, chemists, and computer scientists. The various approaches are helpful because trying to understand how we make certain decisions can be incredibly complex.

The interdisciplinary nature of neuroeconomics is a good reminder that humans make financial decisions for a variety of reasons. Since we gained the capacity for advanced thought, we like to think that our decisions are processed in the neocortex, the seat of our consciousness. But it’s the subconscious, System 1, that works on autopilot and navigates many financial decisions without our fully realizing it.

Not only are many of our financial decisions made subconsciously. Our motivations may also be driven by forces of which we aren’t fully aware. In one British study involving money, eighteen participants were instructed to press a handgrip. But first they were shown the images of a coin of low value, a penny, or a coin of a higher value, a pound, signifying the amount they could win. They would receive money proportionate to how hard they squeezed the grip. In some cases, the displayed image lasted until the participant was conscious of which coin it was. In other cases, it was flashed too quickly for the participant to be fully aware, confirmed by the fact that they self-reported that they couldn’t identify which coin was displayed. Despite not being consciously aware of which coin was at stake, participants still squeezed harder for the higher-valued coin.54 The subconscious was still able to register how much was at stake.

The money also induced a physiological change among the participants. Researchers found that the skin conductance of participants increased when the higher-value coin was displayed. In another study, one group of university students was asked to count eighty $100 bills, the other group eighty pieces of paper. Some students from both groups were instructed to place their hands in water heated to 122 degrees Fahrenheit. Those that handled money reported that the water wasn’t as painful as those who counted paper.55 These findings indicate that the thought and the touch of money alter our physiology in seemingly imperceptible ways.

But what’s going on in the brain during these experiments? In the handgrip study, researchers used brain scans to discover that the ventral pallidum (which is part of the ventral striatum that includes the nucleus accumbens) registered more activity when a pound was displayed, and seems to be the part of the brain that supports conscious and subconscious motivation. They conclude that the “human brain is able to translate expected rewards into physical effort, without the need for the subject’s awareness.”56 Money is motivating us to act, shaping our decisions and behavior without our fully realizing it.

“MRIs are a game changer,” says Knutson. Functional magnetic resonance imaging (fMRI) measures the oxygen usage of the surrounding cortical tissue; brain cells need oxygen to work.57 Using this technology, neuroeconomists can look deep into the brain, in the “subcortical” level, below the cortex, to see what’s happening when we make financial decisions. The New York Times describes the range of activities that neuroeconomists have examined with brain imaging: “These researchers are busy scanning the brains of people as they make economic decisions, barter, compete, cooperate, defect, punish, engage in auctions, gamble and calculate their next economic moves.”58

I’ve already discussed how neuroeconomists have conducted a variety of experiments to determine the neurological underpinning of the money illusion, loss aversion, and subconscious financial motivation. They’ve even studied what happens in the brain when money is destroyed. Researchers scanned the brains of twenty participants while watching videos of paper money and regular paper being folded and torn. When participants saw money being destroyed, there was heightened activity in the temporoparietal network of the brain, which activates when using tools like screwdrivers, hammers, or knapping hand axes. Money of higher denomination generated more neural activity, too.59 The researchers say, “This lends plausibility to a genuinely psychological interpretation of the explanation of money as a tool… The fact that the brain does treat money as a tool for tracking exchange on a precise scale suggests that a tool explanation of money is more than just a useful metaphor.”60

Despite these intriguing findings, we are still in the beginning stages of neuroeconomics, and there is much more to learn about how the brain processes money. There are about 100 billion brain cells, known as neurons, in the human brain. A neuron fires when it receives impulses that excite it.61 Neurons translate this firing into chemical signals that can excite other neurons by traveling across small spaces between them known as synapses, which are like swapping stations where messages are relayed. With an average of five thousand synapses per neuron, there are approximately 500 trillion synapses overall.62 The links between neurons are critical to storing and facilitating knowledge, such as how to use money. Incredibly, more information is processed in one brain than on the Internet.63 Just as the links between websites can change, so, too, can the neurons involving money be rewired to recognize salt, gold, dollars, or almost anything as a currency. This is known as neuroplasticity, the brain’s ability to make new connections. When neurons fire together, they are said to wire together.64

During childhood, we learn about money as a symbol of value, maybe through formal instruction but more likely through observing a parent. Some neurons fired when you saw your mother buy milk with dollars. Over time, the brain associated money with what it could obtain. Developmental psychologists Stanley Greenspan and Stuart Shanker have studied infants to see how they create symbols. One of the conditions they found necessary to “create a meaningful symbol” was that it must be “invested with emotions.”65 Without emotions, symbols are just images. Mom isn’t just a tall lady with long brown hair; she provides comfort through food and shelter. A dollar bill isn’t just paper with green ink. It’s what you give to your kids to reward them for doing their chores, or it’s how you insult someone when you give too little a tip. Money isn’t just the output of logic and reason; it brims with emotional meaning. They found that children learn to imbue images with additional meaning, turning them into symbols that are “seasoned with more… emotional experiences.”66

The topic of emotions and decisions is what led Knutson to become a neuroeconomist. As a graduate student, he was already studying facial expressions and emotions when one of his advisers suggested that he dig deeper into how the brain processes feelings. Thus began his career in affective neuroscience, or the neurological aspects of emotion. During his postdoctoral fellowship at the National Institutes of Health, he worked with brain imaging techniques and realized that they could provide a glimpse into how the brain functions. He always had an interest in the cognition of emotions, and now he had the capacity to see what is really happening in the black box of the brain. I learned about Knutson’s story from him. He joined me for dinner in New York and navigated me through the complex field of neuroeconomics. He boiled down his research into two questions that guide his work:


1. Which brain mechanisms anticipate good and bad events?

2. Does their activity influence choice?



The first question is an anatomical one. He wants to know which regions of the brain activate when it anticipates a positive or a negative event. By using brain scans, he can see which regions are correlated with each event. Neuroeconomists have found that the nucleus accumbens activates when anticipating a gain, while the anterior insula also activates at the prospect of loss.

In an experiment, Knutson and his team scanned the brains of eight participants while they were presented with the prospect of winning or losing money. The opportunity of receiving cash presumably would increase dopamine levels, a neurotransmitter linked with excitement, in the nucleus accumbens of participants.67 Accordingly, the mere anticipation of making money led to a surge of activity in this region. Financial writer Jason Zweig visited Knutson in his Stanford laboratory and underwent a similar experiment, which he describes in Your Money and Your Brain: “In fact, Knutson’s scanner found, the neurons in my nucleus accumbens fired much less intensely when I received a reward than they did when I was hoping to get it.”68 The idea of gaining money is more of a neural stimulant than money itself.

It’s almost as if the thought of obtaining money induces a “high,” like a drug. Neuroscientist Hans Breiter and his research team looked into this comparison. They scanned the brains of twelve people while they played a game in which the dozen could win or lose money. The scans show heightened activity, again, in the nucleus accumbens but also in other regions. Remarkably, the brain images were similar to those of drug addicts who were given a hit of cocaine.69 Zweig writes that “the neural activity of someone whose investments are making money is indistinguishable from that of someone who is high on cocaine or morphine.”70 One doesn’t have to take harmful chemicals in the form of drugs to generate heightened activity in the nucleus accumbens. Knutson has found that the prospect of winning money is incredibly stimulating: “We very quickly found out that nothing had an effect on people like money—not naked bodies, not corpses. It got people riled up. Like food provides motivation for dogs, money provides it for people.”71 Money has become our Pavlov’s bell, activating the nucleus accumbens and conditioning our behavior as we salivate at the opportunity to feast on more.

Researchers have found that the anterior insula, in the middle of the brain, fires at the prospect of loss. Researchers scanned the brains of nineteen participants while they were given various ultimatums related to an amount of cash. During each trial, there were two participants: the proposer, who makes an offer on how to split the money, and the responder, who decides whether to take the proposal. The researchers state that the “standard economic solution” would be for the proposer to offer a low quantity, and the responder to consent, since some money is better than no money.72 But they found that low offers, approximately 20 percent of the total amount, are rejected 50 percent of the time. Even though the responders knew that by rejecting these offers neither participant would receive any money, they still refused, which demonstrates there is a powerful force guiding their decisions. The responders were reportedly insulted and angry with the low, perceived-to-be-unfair offers. By rejecting these offers, the responder penalizes the proposer and nobody receives money. From an evolutionary standpoint, rejecting the offer may be a way to maintain status in a community as someone who should not be mistreated.

The brain scans reveal that the dorsolateral prefrontal cortex activates when a responder receives an offer. This part of the brain is usually linked with deliberate, conscious thought. However, the anterior insula fired when the responder received an unfair offer. This region of the brain is often linked to negative emotions and activates when experiencing pain, disgust, humiliation, thirst, and hunger. Zweig notes that the insula is full of spindle cells, which have a molecule that’s found in lesser amounts in the brain than in the human digestive system, which bring about contractions to process food: “When you get a ‘gut feeling’ that an investment has gone sour, you might not be imagining. The spindle cells in your insula may be firing in sync with your churning stomach.”73 The responders who had higher activity in their anterior insula rejected unfair proposals with greater frequency.74 It’s as if the insula overrides the prefrontal cortex, emotions trumping reason. This study illustrates what behavioral economists have long observed: that our financial choices are influenced by other factors beyond pure reason. Thanks to brain imaging, now we can see the neurological underpinning of how one of those factors, emotions, influences financial decisions.

Knutson makes the case that emotions are key to understanding financial decision making when he writes, “Some still assume that emotion is peripheral, but the time has come to recognize that emotion is central… Emerging physiological, behavioral, and neuroimaging evidence suggests that emotions are proactive as well as reactive.”75 He has found that positive emotions promote risk taking, and negative emotions induce risk aversion.76 In one of his studies, fifteen heterosexual males were shown a picture and then asked to make a high-risk or low-risk financial gamble. The pictures consisted of positive stimuli, like erotic images that induced excitement, negative stimuli of snakes and spiders, and neutral ones of household appliances. Sure enough, the positive stimuli increased activation in the nucleus accumbens and financial risk taking.77 The study shows that incidental cues can influence financial decisions and that emotions should be taken into account when one is trying to predict human behavior.

It’s one thing to observe which regions of the brain are activated; it’s quite another to forecast human decisions. In 2004, an editorial for Nature Neuroscience read, “Cognitive science is not yet close to explaining or predicting human decision-making in the real world.”78 That may have been the case at the time, but Knutson has found that one can predict financial choices by examining the brain, and he’s successfully answered the second question that he shared with me over dinner. During one of his experiments, twenty-six people had their brains scanned while making shopping decisions. First, they were presented products on a screen. Next, the price was displayed. Last, there was an option to buy. When the product was displayed, the nucleus accumbens fired, excited by the potential reward. When the price was presented, part of the prefrontal cortex activated, indicating that the information was being processed by the reason center of the brain. But when the price was too excessive, the activity in the prefrontal cortex lessened and increased in the insula; there was sticker shock or disgust at the requested amount. The researchers found that neural activity in each of these regions accurately predicted the eventual consumer choice: “These findings suggest that the activation of distinct brain regions related to anticipation of gain and loss precedes and can be used to predict purchasing decisions.”79

Neural activity predicts investment decisions, too. Knutson and his neuroeconomist colleague Camelia Kuhnen realized what Alan Greenspan came to learn, that “investors systematically deviate from rationality when making financial decisions.”80 But they wanted to know what neurological mechanisms accounted for this behavior. In a study, they asked participants to make an investment decision, choosing among two stocks and a bond. The participants were informed that they would receive gains or losses (subtracted from their volunteer fee) commensurate with their decisions. The brain scans show that the nucleus accumbens was activated before participants made riskier decisions, such as choosing a stock with a poor historical performance. The researchers conjecture that as casinos surround their customers with rewards like free drinks, it may generate activity in the nucleus accumbens and lead to riskier behavior. In the study, the insula activated before low-risk decisions like choosing the more conservative bond. The activity in the nucleus accumbens and insula accurately predicted the choices of participants. The researchers square their findings with prevailing economic models that assume rationality: “The results therefore indicate that, above and beyond contributing to rational choice, anticipatory neural activation may also promote irrational choice. Thus, financial decision making may require a delicate balance—recruitment of distinct circuits may be necessary for taking or avoiding risks, but excessive activation of one mechanism or the other may lead to mistakes.”81 Their brain scans show how the brain makes irrational decisions, and why it’s wrong to assume that humans act in a completely rational manner.

Knutson and Kuhnen took their research even further. Joined by neuroscientist Gregory Samanez-Larkin, they discovered that irrational investment decisions may be a function of genetics. The questions guiding their research: “Do genes influence cognitive abilities, do they shape the way people learn in financial markets, or do they determine risk attitudes?”82 They focused on the neurotransmitter serotonin, which is widely believed to play a role in happiness and may be central to understanding financial decisions. One serotonin gene, 5-HTTLPR, comes in two types, long and short. Everyone has two copies of the gene in different combinations, long or short. Researchers collected saliva samples from sixty volunteers and asked them to allocate $10,000 among cash, stocks, and bonds. Those with two short 5-HTTLPR copies parked about 24 percent more money in cash, had fewer credit lines, and maintained higher FICO scores than those with two long copies. Those with short copies were found to experience more negative emotions on a consistent basis than those with two long copies. These negative emotions may have led to their risk aversion. They also demonstrated a greater degree of neuroticism, a personality trait characterized by anxiety and apprehension.83 Yet the researchers trod carefully with their conclusions, saying that genetics isn’t the only factor guiding behavior, since not all participants acted as their genes would have suggested.84 Nevertheless, their research shows that biological factors should be considered when trying to understand how humans make financial decisions.

In Brains We Trust

Thanks to the research of many neuroeconomists, the black box of the brain isn’t so mysterious anymore. We have a better understanding of how the mind processes financial decisions. But the question remains: Will these neurological insights help economists make more accurate forecasts? Neuroeconomists can predict financial choices based on what is happening in the brain. It might follow, then, that the market, which is composed of many minds, could be forecasted in a more accurate manner.

Though neuroeconomics is still in its early stages, some reputable traditional economists have taken notice. Yale economist Robert Shiller says that a “neuroeconomic revolution” will reshape economics. University of Minnesota economist Aldo Rustichini echoes these sentiments: “This new approach, which I consider a revolution, should provide a theory of how people decide in economic and strategic situations. So far, the decision process has been for economists a black box.”85

But few economists have actually incorporated neuroeconomic insights when building their forecasting models. I’ve never seen a Wall Street economist or research analyst account for neurological insights in their predictions. Leading neuroeconomist Colin Camerer explains: “I would say that neuroeconomics is about 90 percent neuroscience and 10 percent economics. We’ve taken a lot of mathematical models from economics to help describe what we see happening in the brain. But economists have been a lot slower to use any of our ideas.”86

In 1947, economist Paul Samuelson published Foundations of Economic Analysis, which served as an intellectual foundation of the efficient or rational market theory. In 2010, neuroeconomist Paul Glimcher published Foundations of Neuroeconomic Analysis, which, he hopes, will prompt economists to include neurological insights in forecasting models. He writes that, indeed, “economics is, in the words of the 19th-century economist Thorstein Veblen, finally becoming an ‘evolutionary science,’ and that science has already shown itself to be a powerful tool for understanding human behavior.”87

Maybe it’s just a matter of time until economists incorporate findings from neuroeconomics. After all, in 2013, Alan Greenspan wrote in his book about his epiphany, which echoes what neuroscientist Jonathan Cohen said ten years before, in 2003, “Most economists don’t base their theories on people’s actual behavior. They study idealized versions of human behavior, which they assume is optimal in achieving gains.”88 However, some economists dismiss the field, arguing that brain scans reveal which neurons are firing and not why, and neuroeconomic studies haven’t been able to predict human behavior writ large.89

But that is changing. The Chronicle of Higher Education highlights a study in which the brain scans of teenagers were used to predict an increase in music sales.90 Researchers found a correlation between activity in the nucleus accumbens of participants and album sales across the country.91 The findings, in the words of the researchers, “suggest that the neural responses to goods are not only predictive of purchase decisions for those individuals actually scanned, but such responses generalize to the population at large and may be used to predict cultural popularity.”92 If neuroeconomists can forecast retail music sales, one day they may be able to predict stock prices, or at least provide more color as to why a market is performing in a particular manner. Glimcher says, “If we had access to that data, when people pick stocks, can these models predict macro-level changes in stock prices from individual-level models of agents picking stocks…? There’s reason to believe it might work.”93 It will take more time for insights from neuroeconomics to be absorbed into economic models. But neuroeconomics has already enriched our understanding of money.

As our brains enlarged, we became aware of the benefits of cooperation, creating tools like money to facilitate it. But money isn’t just the output of reason and logic. We also gained the capacity for complex thoughts, turning tools like money into symbols of value that are imbued with emotional meanings. Without knowing what’s happening in the brain, economists long made assumptions about human behavior, and, implicitly, about how the mind processes money. But with the advent of brain imaging technology, we can look at the mind in the mirror and better understand its ways. We’ve come to learn that the way in which we use money is influenced by a range of factors, including emotions and genetics.

But there are other things that shape how we think about and use money—like social norms, cultural rituals, and societal beliefs. Despite our physiological similarities, humans think of money in different ways. Our quest to understand money, then, must account for this variety, so we will move from studying the brain to surveying the social one, the “super-brain” of society. Without a doubt, the one thing I’ve learned from my research regarding the idea of money is that everyone has their own.







CHAPTER THREE

So in Debt

The anthropology of debt


I don’t do favors. I accumulate debts.

—Sicilian proverb1



The gift is to the giver, and comes back most to him—it cannot fail.

—Walt Whitman2



Annual income twenty pounds, annual expenditure nineteen nineteen six, result happiness. Annual income twenty pounds, annual expenditure twenty pounds ought and six, result misery.

—Charles Dickens3



 

 

 

[image: image]

A Native American potlatch ceremony in British Columbia.



 

When I lived in London, there was this guy I knew. Tall, handsome with a faint hint of a unibrow. He joined my buddies and me for drinks after work. One by one, we took turns signaling the bartender and logging an order of four pints of Guinness. After downing a few and feeling slightly wobblier, we were ready for one last round. Everyone gazed in the direction of the only person not to have paid for a round, this guy.

A friend asked him, “Can we get another round?”

“Sure, but I’m not paying for it.”

Awkward silence.

After determining that this guy wasn’t kidding, the same friend concluded, “That’s weak, mate. I’ll get the last round.” And on went the conversation. But this guy had turned into that guy—the one who doesn’t cover a round of drinks for friends.

That guy, I must admit, was me.

I ran this crude social experiment in the friendly confines of a local pub to see what happens when there’s a gross violation of an implicit agreement to pay. Of course I ended up paying for a round of drinks, joking away my previous remark. But for a few moments, I moved from being a stand-up guy in the eyes of my pals, taking part in a social ritual, to being a freeloader, abusing the generosity of others.

There is no law written anywhere that says you must buy the next round of beers. But most of us know what’s expected. My friends and I were engaging in an exchange as primitive as it is modern: accepting a gift and reciprocating the favor; incurring a short-term debt and repaying it later. The use of money, in this case, was governed by the social mores of our little tribe.

Money is interpreted differently across the world, in various parts of the “super-brain.” The ways in which people use money reveal how they conceive of it. Anthropologists have trekked to distant corners to study the uses of money, discovering unusual practices and documenting how money plays an important role from birth to death. In India, money is given to newborn babies and their parents. In Japan, money is gifted to newly married couples.4 In Nigeria, many corpses are buried with money.5 Money marks many important moments of our lives and in countless ways.

Despite the numerous ways in which money is used today, it functions universally as an instrument to settle debts. Printed on the dollar bill is written as much: “This note is legal tender for all debts, private and public.” Dollars are issued by the Federal Reserve, and they show up as a liability on the Fed’s balance sheet. The collateral that backs the bills is found on the asset side of the balance sheet. These assets are mostly securities issued by the US Treasury and federal agencies.6 In other words, dollars are obligations of the US government, and they are backed by the debt of government institutions and the faith of the government. In the current US monetary system, money and debt cannot be disentangled.

Those little words printed in black ink are also a reminder of money’s alternative past. For centuries, economists have contended that bartering was the precursor to money. But there was actually another financial instrument in wide circulation: debt. Thousands of years before the invention of coinage, there were interest-bearing loans in ancient Mesopotamia. Debt was the forerunner of money. Today we may see money and debt as two different things, but they share a common origin. That the dollar is a liability, an obligation of the Federal Reserve, reveals how fundamental lending and borrowing have been throughout man’s history.

That’s because debt isn’t just a financial obligation, it’s a social one. In this chapter I use an anthropological approach to examine both types of obligations. I examine different spheres of debt exchange: (1) the familial sphere, the basis of the gift economy; and (2) the commercial sphere, or the foundation of the market economy.7 I focus more on the gift economy because it’s more nuanced and open to interpretation. But it ends up shaping our perceptions of money, and even influences how we view our friends and family.

It’s evident that auto loans and mortgages are financial debt instruments with listed prices found in the market economy. It’s less clear how to quantify a social debt or credit brought on by receiving or giving a gift. The practice of gift exchange, enacting a social debt, can be found in most cultures, from the intricate gifting culture of East Asian countries to gifting a friend a beer in East London.

Regardless of which sphere one finds it in, debt brings with it a sense of obligation. For as long as we’ve been around, we have taken on debts, both social and financial, and have been obliged to honor them. And obligations have moral overtones. Not to reciprocate a gift like a beer can be interpreted as breaking an implicit, unspoken social understanding. Not to repay a loan breaks a contractual agreement. Not to honor thy debts is wrong. To reciprocate and repay is to make good. Then again, it’s also wrong to take advantage of people through usury and predatory loans. I save the religious strictures on debt for another chapter, and instead focus on what happens when a social debt is computed as a market one. This can result in the dark side of debt, using money as a bludgeon to control others.

An Alternative Origin

In most introductory economics classes, the history of money goes something like this: Once upon a time, in a land far away, people bartered goods, but sometimes each party didn’t have exactly what the other wanted, so they invented money. You can trace this line of thinking to Aristotle and classical economists like Adam Smith, who contended that a division of labor led to more specialized tools, which necessitated money to facilitate increasingly complex trades. Adam Smith writes in The Wealth of Nations:


The butcher has more meat in his shop than he himself can consume, and the brewer and the baker would each of them be willing to purchase a part of it. But they have nothing to offer in exchange, except the different productions of their respective trades… In order to avoid the inconveniency of such situations, every prudent man in every period of society, after the first establishment of the division of labour, must naturally have… a certain quantity of some one commodity or other, such as he imagined few people would be likely to refuse in exchange for the produce of their industry.8



Smith goes on to say that through exchange, commodities such as nails in the Scottish Highlands became early currencies. And over time, these commodities were replaced with small pieces of precious metals. My evolutionary biological investigation into the origin of money even supports this notion that bartering commodities, perhaps food items and hand axes, paved the way to using money. A romanticized, simplistic notion of tit-for-tat bartering seems to be a forerunner to monetary exchange: Here’s three silver coins, and good-bye.

However, writing in the Banking Law Journal in 1913, a British economist questioned this theory. Alfred Mitchell-Innes asserted that there is no historical proof for Smith’s axiom, and that it is, in fact, false. He notes that Smith’s example of nails was even debunked by William Playfair, an editor of The Wealth of Nations. The nail makers were poor. The makers had to rely on suppliers to furnish them with the raw materials to make the nails. The suppliers also provided credits to the makers for bread and cheese while they were making the nails. The nail makers were in debt. When the nails were completed, the nail makers paid back the suppliers with the nails.9 Mitchell-Innes writes, “Adam Smith believes that he discovered a tangible currency, [but] he has, in fact, merely found—credit.”10

His paper received a modicum of attention, though it did receive plaudits from economist John Maynard Keynes. But it was long since forgotten for almost a century. It resurfaced in the twenty-first century, when notable economists like L. Randall Wray and anthropologists such as David Graeber saw its merit. Wray asserts that money and debt may be one and the same—that money is simply a measure of debt.11 In Graeber’s book Debt: The First 5,000 Years, he draws attention to the work of several anthropologists who have studied barter. One of them is Caroline Humphrey of the University of Cambridge, who writes, “No example of barter economy, pure and simple, has ever been described, let alone the emergence from it of money; all available ethnography suggests that there never has been such a thing.”12 Graeber connects the dots, saying that this lack of proof calls into question the conventional theory of how money originated. And it suggests such a foundational theory as to how money developed is a myth.13

However, before dismissing bartering-led-to-money entirely as myth, Graeber provides a bit of nuance. Indeed, many folks have bartered as a means of exchange, swapping one good for another. But it’s usually with strangers—someone you may not ever see again, so the goods must be something of value.14 I once bartered a beer in exchange for someone buying me a ticket to a baseball game. The cashier didn’t accept credit cards, so the guy behind me paid for me with cash, and I promptly went to the first restaurant at the stadium and bought him a cold one with my credit card. To barter with someone you know may suggest a deficit of trust. Why not do a deal on credit? That requires confidence and faith, as the Latin root of credit means “to believe” or “to trust.”

Not trusting your counterparty, not doing a deal on credit, can introduce a competitive aspect to bartering, in which barterers try to seize the upper hand. Graeber mentions the Pukhtun men of Pakistan, who barter with nonrelatives. They swap items in similar categories, like a shirt for a shirt. They also swap items of different categories, like donkeys for a bicycle. Winning a trade, getting the more valuable good, is reason to crow.15 They aren’t following the first step of Tit for Tat. They’ve assumed there won’t be a second iteration of the game and are content to maximize the gain on the first move. In a credit system, the first move requires trust and cooperation.

Graeber, like Mitchell-Innes, asserts that before there was money, there was debt. Interest-bearing loans first appear in ancient Mesopotamia, thousands of years before the invention of coinage in the Kingdom of Lydia. In Mesopotamia, those who worked in temples, palaces, and prominent households calculated loans based on the prices of commodities like silver and barley. It also turns out that putting beers on a bar tab is an age-old practice, common in ancient Mesopotamia as well.16 He ultimately concludes that debt predated or at least developed simultaneously with money. Given the historical importance of debt, it’s necessary to understand its various dimensions.

Debts of a Different Type

In West Africa, it’s forbidden to exchange cloth for yams. In the Solomon Islands, it’s prohibited to trade taro for turmeric.17 These peculiar rules are examples of spheres of exchange, in which items are assigned to a category and can be traded with items of the same category but not those in another group. Several cultures draw distinctions between spheres of nourishment and those of material goods. For instance, Tiv people of Nigeria have three spheres of exchange: (1) food items like grains and vegetables; (2) more lasting, prestigious items like brass rods and horses; and (3) “dependent persons” like children. The Siane people of New Guinea also have three spheres: (1) food items like bananas and taro; (2) luxury items like tobacco and nuts; and (3) ornaments like seashells and headdresses.18 To mix spheres not only demonstrates ignorance but can also be insulting, as if you’re trying to take advantage of the person with whom you’re trading.

To transact smoothly in any society, it’s important to know what’s exchangeable for what: You don’t exchange a Bentley for a hug (but you might give someone a hug if they give you a Bentley). There are different spheres of debt exchange in contemporary societies. Consider these two exchanges:


1. Miriam invites you over for a home-cooked meal of honey barbecue meat loaf.

2. You agree to a fixed-rate mortgage to finance payment on a new house.



The first exchange is in the familial sphere, with friends and family outside the marketplace. Because of Miriam’s generosity you feel an obligation to reciprocate with a benevolent gesture of your own, like bringing a bottle of Petite Sirah wine, writing her a handwritten thank-you note on embossed stationery, or inviting her to a summer picnic in Central Park sometime in the future. The gift, the transfer of wealth or valuable goods, is only one part of the exchange. Also being exchanged may be respect, thanks, admiration, or a range of other things. This gratitude-induced obligation serves as the basis of what’s known as the gift economy, found in ancient and contemporary societies all over the world.

The second exchange, involving the home mortgage, occurs in the commercial sphere, usually with strangers. There is an obligation to make the mortgage payments in full and on time. This legally induced obligation is part of what we today call the market economy. When we compute a debt obligation with money it can take the form of financial instruments like student loans, auto loans, and credit card bills.

Both exchanges result in an obligation of varying strengths to repay. But the method of payment is different. In the familial sphere, you would repay Miriam with an in-kind gift, and the interaction might then be considered complete, though it is likely to sustain a virtuous circle of future giving and receiving. But to mix market practices within the familial sphere can make for awkward situations. Say after aperitifs, appetizers, delicacies, and dessert you ask Miriam how much you owe her. You take out a billfold, count aloud eighty-five dollars, and press the cash into the palm of her hand. If Miriam is like most of my friends, you will offend her for treating her hospitality as if it were a good that can be purchased at the local Trader Joe’s. You introduced a market practice, paying for services rendered with cash, into a social situation.

Of course, these two spheres are not mutually exclusive. They keep bumping up against each other. Companies try to blur the lines between these spheres for their benefit: Treating a client like a dear friend or family member is a characteristic practice of effective salespeople everywhere. And frequent-flier and other reward programs are designed to instill a sense of loyalty and obligation that gives you pause before you return to the marketplace. These companies are trying to enter your familial sphere so that you will view them more favorably and less like a stranger. The more you trust them, the more they can sell you. But even still, Best Buy isn’t the same thing as your brother.

The Gift

Marcel Mauss was a multidisciplinary man, chock-full of ideas. Part sociologist, part anthropologist, part philosopher, he wrote in 1924 Essai sur le don, or “The Gift,” which still serves as a foundational work for anthropologists who study gift exchange.19 A gift can have political, economic, social, even religious dimensions, and studying it requires a broad, panoramic lens. A gift can take on several meanings because it reflects the intent of the giver, which can range from benevolence and munificence to solicitation and contempt. For example, say Miriam invites you to dinner to butter you up before she requests that you help her son gain admission to a select university that you attended. Her gift, the lovely dinner, now drips with additional meaning. And if you had known her intentions before the dinner, you might have rejected the invitation.

Gift economies have their unique flavors of rituals and customs, but Mauss observed that they usually involve three types of obligations or principles: to give, to receive, and to reciprocate.20 These obligations make up the cycle of the gift economy. The constant movement of gifts, which I will trace across several cultures, suggests that the currency of gifts, and debts of the familial sphere, bear a similarity to the movement of money in the commercial sphere. However, the difference is that movement or “transactions” in the gift economy usually sustain relationships. After you receive a cappuccino from a friend, the relationship is sustained and even strengthens, and you’re obligated to reciprocate the gesture at a later date. When a gift is given, despite money never changing hands, there is still another currency in circulation: familial or social debt. In the market economy, after you buy a caramel Frappuccino from a Starbucks barista, the relationship ends and you go your separate ways.

Mauss recognized how gifts sustained the relationship among the Maori people of New Zealand and nature. The Maoris speak of gifts as having a hau, or spirit. Hunters who catch game from the forest give some meat to priests, who perform rituals on it. By doing so, the priests arrange a mauri—for example, game prepared during a ritual ceremony or sacred stones—which is a physical manifestation of the forest’s hau.21 They offer the mauri back to the forest as a demonstration of gratitude for nature’s gift. Not to demonstrate proper gratitude can upset nature and diminish its future bounty.22 In general, a gift’s hau is said to have a yearning to return to its place of origin, encouraging recipients to reciprocate the gift. The forest, hunter, and priest are all givers and recipients, playing their roles in the cyclical movement of the gift. Several scholars have attempted to debunk Mauss’s spiritual interpretation in favor of a more secular understanding: Not to reciprocate a gift would harm the reputation of the recipient.23 Even still, the movement of a gift shows the currency of the gift economy in full circulation.

We see the circulation of gifts on a larger scale in the Trobriand Islands, near New Guinea, where anthropologist Bronisław Malinowski found locals practicing a gift exchange called the Kula. Two types of ceremonial gifts, or vaygu’a, necklaces and armbands, are exchanged among families on the many islands that make up the Massim archipelago, and they function like a type of currency.24 Both gifts move in a loop around the islands: Red shell necklaces move in a clockwise manner, and armshells move in a counterclockwise fashion. The gifts are exchanged for each other: Receiving a necklace should be reciprocated by giving an armshell now or up to one year in the future. It can take up to ten years for gifts to make it all the way around the islands, as folks travel long distances via canoe to other islands.25 The cycle of gift exchange, incurring social debts and repaying them, gives shape to the society—knowing where folks stand in relation to each other, like a large credit system. To hoard a gift for too long risks your reputation or credit. Not to give means ending one’s social ties and withdrawing from the community. Giving is expected and is part of being an upstanding member of the group.26

The constant movement of gifts in the gift economy is in contrast to the buying and hoarding we often associate with Western societies. In the Trobriand Islands, and in many so-called archaic societies, Malinowski observes that “to possess is to give.”27 Translated into modern parlance: Pay it forward and keep the gift moving. In his illuminating book The Gift, author Lewis Hyde contrasts divergent cultural views regarding the movement of gifts with a thought experiment. Say an early English settler visits a Native American community, where he is given a pipe. The settler gladly accepts the pipe and displays it proudly at his home. When members of the Indian tribe visit his home, he learns that they expect him to give them the pipe. He bemoans the Indians’ disrespect for private property. To him, to receive a gift is to remove it from circulation, maybe even turning it into a commodity that can be sold later. He sees them as what has been called an “Indian giver,” someone who wants their gift back—a phrase with a stereotypical and negative connotation that may stem from Lewis and Clark’s expedition, when they encountered difficulties trading with Native Americans.28 In Hyde’s thought experiment, the Indians bemoan the settler’s disrespect for the movement of the gift and the wider community. To them, to hold a gift is to continue giving and regifting, sustaining relationships.29 Here we have the familial and commercial spheres coexisting, albeit uneasily.

To give, in some societies, is part of a formalized way to gain status. Anthropologists in the nineteenth century, including Mauss but starting with Franz Boas, who studied the Kwakiutl people, a native tribe of British Columbia, spilled considerable ink explaining the potlatch (not to be confused with a “potluck,” which is of English origin). A potlatch is a ceremonial gift exchange that historically took place among native communities in the Pacific Northwest. Potlatches were organized for noteworthy occasions like births, weddings, and funerals. But the purpose of most potlatches was to make or demonstrate a social claim, for instance, the ascension of a new chief after the death of the previous one, like a coronation ceremony in which a new king is crowned.30 The new chief was usually the firstborn son, and it was his role to preside over the potlatch. Social mobility was limited, and potlatches reinforced hereditable claims to power through rituals.31

Most native communities of the region had their own twist on the potlatch, but there was some similarity in format. The chief and his wider kin group, or numima, as it’s known in the Kwakiutl society, invited guests to witness the important occasion. The potlatch became a public spectacle in which the chief or “donor” and numima prepared a feast and led rounds of oration, singing, and dancing. At the end, the donor distributed gifts to guests, as a symbol of generosity and a signal for the guests to leave. Gifts reflected the prestige of the donor instead of the desires of the guests. Therefore, higher-valued items like meats and skins were often given as gifts. Kwakiutl coppers were another notable gift, made from metal sheets adorned with the names of previous owners. Over many generations these coppers changed hands through a series of many potlatches. Enshrined on the coppers is a history of gift exchange during this era.32

Indeed, potlatches helped to integrate families and build solidarity among the wider community. But they also served as a way to distinguish among members, to identify an individual’s status and rank. Gifts were distributed in order of each guest’s rank, so the recipient knew exactly where he or she stood in the eyes of the donor, as no two guests had an identical rank. Recipients also contrasted the gifts they received among themselves, as a way to gauge their own relative status.33 For example, in one potlatch feast, a seal’s breast was served to the chief, whereas the flipper was given to the second in command. Members with lower rank received lower-quality cuts of meat.34

Giving gifts, and openly “destroying” one’s wealth, is a virtue in these Kwakiutl societies. It contrasts with the notion in Western societies of gaining status through accumulating wealth.35 In fact, from the late nineteenth to mid-twentieth century, potlatches were deemed illegal in Canada’s Indian Act because they supposedly stood in the way of cultural assimilation. Destroying wealth was seen as a blatant disregard for private property.36 Upon further analysis, there’s a competitive spirit to the potlatch. Although gift giving in the potlatch has the patina of generosity, many tribes became competitive about it, trying to outdo their previous potlatch and those organized by their neighbors, lavishing their rivals with outsized largesse. However, as the native communities shrank in population, due in part to diseases contracted from foreigners, claims to status and rank were blurred. Sometimes there weren’t enough members to fill all the positions of status. Disputes between members who claimed the same rank or status were settled by whoever organized the better potlatch. What had initially served as a way to limit social mobility, the potlatch had become a ladder for it.37

Over time, as these native communities traded with Western settlers, some newly procured items, like clocks and, later, sewing machines, were injected into potlatches, along with norms found in the commercial sphere. These goods gradually took on traditional meanings, and eventually a donor’s prestige was derived mostly from the monetary value of his gifts. Status now came from a market price instead of a hereditable claim. Coppers were measured on scales, and gifts were seen through the lens of money and the market economy. The potlatch had been transformed. Market norms had made inroads into the familial sphere.

Gift economies aren’t found only in societies from centuries ago. Such modern public displays of gift exchange that sustain a web of relationships can be found on the World Wide Web and online platforms. Founded in 1999, peer-to-peer music-sharing service Napster dramatically altered music consumption: Instead of buying music in the marketplace, users shared or gifted their collections of MP3 music files with one another. After downloading a song from someone else, it was added to one’s collection, and others could download it. Though one didn’t part with the song when it was shared, it amounted to a gift for the recipient. There was constant movement, like in the Kula, as songs were gifted and regifted. Instead of a circle, Napster’s gift economy had a rhizomatic or rootlike structure, with users spread around the world.38 One researcher interviewed Napster users to better understand their motivations. Users spoke of the Napster “community” to highlight that sharing and gifting built a sense of solidarity.39 Others decried the practice of downloading music but not sharing one’s own collection of music. One user said, “If they’re not into sharing, they should not be allowed to reap the benefits.”40 Napster users developed norms and obligations similar to the societies studied by Mauss and Malinowski. Certainly, many believed Napster users were engaging in music piracy, stealing from the marketplace and sharing freely with the community. Facing lawsuits and court orders, Napster shut down. In this example, it’s the producers in the market economy that suffer from familial attitudes on sharing writ large. A valuable piece of intellectual property was shared around the world with little monetary regard for its creator.

We see the reverse, the commercial sphere benefiting from the familial sphere, with the online crowd-funding platform Kickstarter, which enables people to give money to artistic projects. Artists create short videos that explain their vision. Many have achieved incredible fund-raising success: One musician seeking $100,000 raised $1 million; a video game designer looking for $400,000 raised north of $3 million. More than $800 million has been raised on the platform.41 Kickstarter takes a fee for every successful fund-raising campaign, acting as a market agent that benefits from the money flowing through the gift economy. Those startled by the rise of Kickstarter need only remember the pervasiveness, draw, and obligations of the gift economy.42 When your artist friend asks you for money, you may feel obligated to help. There’s no large economic benefit to the giver, but the gift sustains the relationship with the artist, who provides the artistic gift along with a steady stream of updates to benefactors, and small gifts like free albums or the dedication of a song.

In all these examples, the movement of gifts relies on gratitude, or what sociologist Georg Simmel termed “the moral memory of mankind.”43 After receiving a gift, there’s a resulting gratitude-induced obligation that the recipient remembers. Though gratitude carries a warm and generous connotation, make no mistake of its strong force, a “gratitude imperative” to reciprocate a gift.44 A gratitude-induced obligation creates a tie of morality between the giver and the recipient—symbolically represented by the bow and ribbons found on presents.45 Admittedly, gratitude-induced obligations work only up to a point. When a group gets too large, it’s nearly impossible to remember how every exchange affected each relationship, and where everyone stands in the mutual web of indebtedness. Gratitude necessitates remembrance and is necessary to restoring the debt balance between the giver and the recipient.

There’s even a rough way to track and calculate one’s social debt balance. Remember from earlier that you and Miriam are counterparties in a familial or social debt exchange: Her kind gesture credits her balance and debits yours, like a social bank account or credit system. In conversation, we even use language as if we’re keeping track of balances in such a system. We use metaphors involving debt to describe our relationships with others: I owe you one; I am in your debt; I’ll make him pay.46 We may even think in terms of such a credit system. Leading linguists contend that metaphors aren’t just artful ways of expressing ourselves; they also shape how we think.47 Many folks keep an active mental account as to whom they owe and who owes them. Some even write it down: J. P. Morgan CEO Jamie Dimon reportedly keeps a list of “people who owe me stuff” in his suit pocket.48 He realizes that gifts or social credits minimize the friction of dealing with individuals solely through the market economy: The cost of doing a deal is less expensive if someone already owes you. That a Wall Street titan recognizes and keeps track of favors or “chits” shows how important the gift economy can be in greasing the wheels of the market economy.

When President George W. Bush was reelected in 2004, he said matter-of-factly, “I earned capital in this campaign, political capital, and now I intend to spend it.”49 He wasn’t just using an expressive metaphor but providing a window to his thoughts and second-term policy agenda. “Political” or “social” capital invokes the same debt metaphor. Though termed “capital,” it isn’t owned like a piece of property.50 You can’t cash it in with everyone or convert it easily into another currency like money. Its value is embedded in the relationship with whoever is on the other side of the obligation. If that person walks away from the obligation, the credits that you accrued may be worthless. It takes at least two to tango in these social debt arrangements. And because you can’t exactly “own” this type of social debt, at least in these examples, this metaphorical capital returns us to the notion that to possess is to give: The value of social capital is realized by having someone else fulfill their obligation, to repay the gift and to keep the cycle going.

Constantly keeping track of one’s social debt balance can be a source of anxiety. First, it can be difficult to reciprocate and find the right “payment” or gift. One study found more than a dozen sources of anxiety resulting from gift giving; they range from unfamiliarity, not knowing the recipient well or their preferences, to selectivity, when the recipient is highly selective in their tastes.51 For example, finding an appropriate gift for a new boyfriend or girlfriend can be difficult indeed. Too inexpensive a gift sends a signal that you didn’t sacrifice or spend enough on them. Too expensive a gift and you risk scaring them away because the money you’ve spent could signal too much commitment or seriousness at an early stage. Second, one may not want to incur a social debt obligation, as it may shift the power to the benefactor. And one may reject the gift outright. In a study on the role of gift exchange in courtship, some women resisted a man’s attempt to buy them dinner, preferring instead to “go dutch” and split the bill. To some, the gifts aren’t just a way to ingratiate but an effort to control the relationship.

Anxiety from gift exchange can push folks to escape to the market economy, which can offer anonymity and fewer lingering obligations. In Montreal, for example, some have turned to professional moving services instead of relying on friends to help them move. Historically, Montreal’s large working-class population was forced to move residences frequently. Most rental leases were for one year and started in the summer, and many found themselves moving at the same time. These days, moving in Montreal has become something of a hobby and part of the culture. Labatt Breweries of Canada has run advertisements with moving residences as the theme. A famous song by Robert Charlebois sounds a cultural note with his tune “Deménagér ou rester là,” which means “Move out or stay put.”52 Since moving houses is labor-intensive, the mover will turn to the gift economy and ask his or her friends and family to help during the move. One mover praised the cooperative nature of the gift economy: “These people who helped us, I’ve helped them move in the past… Wow! People are here for you. You’re not in a mess. You’re not alone.”53 But exchanges in the gift economy don’t always flow smoothly. If friends and family don’t show up, one may lose faith in them and feel slighted by their reluctance to help. Others don’t want the resulting obligations associated with friends and family members who have helped during the move. Mira, a forty-nine-year-old architect, says: “It would be complicated to entrust [my cousin] with the painting job because he won’t charge me the market price… I don’t want to feel obliged. I don’t want to feel that I will have to give back.”54 Escaping the gift economy for the market economy shows the lengths some folks will go to to avoid social indebtedness.

Remember Your On

In all my travels and research, the most fascinating and curious gift economy that I encountered was in Japan. Not only do we find the constant movement of gifts and the seesaw between gratitude and anxiety, but there’s a high degree of thoughtfulness and detail that goes into procuring and giving gifts. Unpacking Japanese gift exchange reveals complex ideas about social debt and gratitude.

In the mid-twentieth century, anthropologist Ruth Benedict detailed Japanese conceptions of debt, known as on and giri. On is defined most broadly as an obligation. It’s the social burden that one carries from others, such as managers or parents. A worker who receives a benefit from his manager, say a promotion or bonus, is said to carry an on to his manager. To remember your on is to feel gratitude toward whoever provided you with the benefit, and eventually to reciprocate.

The burden of on makes many reluctant to get entangled with others, as in refusing to accept casual acts of kindness from a stranger who offers a beer or a cigarette. Even today, some conceal their trips abroad from friends to avoid having to bring gifts.55 Benedict says that the Japanese have various ways of expressing thanks, such as arigato, which means “Oh, this difficult thing.”56 Another word for thanks, sumimasen, has an apologetic connotation and is loosely translated as “I’m very sorry” or “This doesn’t end.” The feeling of obligation is so deep, it seemingly cannot be repaid.57

To repay an on can be long and complicated. A man is said not to know how to repay the on to his own parents until he himself has children. To care for your children is to repay parental on that you accrued when you were a needy child. During World War II, many Japanese recognized their imperial on toward the emperor of Japan. Every gift distributed to the soldiers, from sake to cigarettes, was an advance of the imperial on. To die in a kamikaze mission was to repay an imperial on.58

Benedict describes two types of repayment: gimu is a repayment of an on that can never be totally repaid, debts you take on at birth, like on toward parents; giri is a repayment of on with some measure of equivalence.59 She distinguishes between giri to the world, repaying one’s contemporaries and extended family, and giri to one’s name, maintaining your honor, reputation, and good name. Giri is even embedded in the names of certain familial relations: Instead of “father-in-law,” it’s “father-in-giri.”60 Not to give a giri risks one’s reputation or “credit” of not knowing how to act and honor on. Giri payments are even dressed up as Valentine’s Day presents or giri choco, which means “obligation chocolate,” when women give sweets to men with whom they’re not romantically involved. One survey showed that 84 percent of women give gifts to people who have aided them, repaying an on, yet only 28 percent give to someone with whom they’re romantically involved.61 On March 14, a month after Valentine’s Day, the tables are turned and the men reciprocate with white chocolate gifts for women.

Repayment is expected even when you experience personal tragedy. My American friend’s mother died while he was living in Japan. When he returned to work, there was a pile of envelopes, known as okouden bukuro, with cash gifts that his colleagues had given as condolences. He learned that the proper protocol is to spend half of this money on return gifts such as handkerchiefs for his colleagues, known as hangaishi, or “half return.”

Anthropologist Katherine Rupp picks up from Benedict, exploring the art form of gift exchange in Japan. Not all Japanese people take part in ritualized gift exchange, but she identifies noteworthy patterns. The Japanese gift economy spells real business: The summer (chûgen) and winter (seibo) gift seasons account for 60 percent of earnings for many department stores. Stores start their seibo advertising campaigns early and hire staff to keep up with demand, just like the Christmas season in the United States. Folks are flush with cash because they receive bonuses worth two or more months of salary.62

These giving seasons began in China, possibly as a Buddhist tradition, and were an opportunity to show gratitude to one’s deceased ancestors. During the Meiji Restoration in Japan, in the nineteenth century, the government urged citizens to replace Buddhist shrines with more nationalist Shintō ones, in order to create a sense of commonality. Over time, gift giving became less of a way to honor deities. It became a way to bestow favor on one’s parents and ancestors, or simply to repay an on. Younger people today have even updated, contemporized, and merged seibo with Christmas, since both happen around the same time of the year.63

In Japan, gratitude isn’t just symbolically represented by the bow and ribbons tied around a gift, but by how the gift is wrapped—an indication of the high attention to detail found in this gift economy. Gifts for weddings and funerals are tied with a unique knot known as musubikiri, meaning “to tie completely,” and which cannot be unraveled easily.64 Gifts for birthdays, graduations, and newborns ought to be tied with cho-musubi, or a “butterfly knot,” which can be unraveled readily, suggesting that these events happen more frequently.65 To tie a funeral gift with a butterfly knot is foreboding, meaning that another death may occur. Similarly, a wedding gift tied with a butterfly knot doesn’t bode well for the success of the marriage.

Gifts with wrapping paper from top department stores indicate that the giver has spent considerable time and money on the selection. Top department stores are adamant about wrapping gifts themselves in order to control quality and maintain their reputation. On the wrapping paper is usually the store brand and address, so that the recipient knows from which branch location it was purchased. And new hires are trained over many days on how to wrap presents properly.66 The person who receives the gift is expected to unwrap it deliberately and thoughtfully. Other cultural practices include giving money in odd numbers; even numbers are considered unlucky because they are divisible. And envelopes containing money for weddings should have in the top right corner a small depiction of an abalone, which is a symbol of auspiciousness. All of this to say, it can be a highly elaborate process to give a gift and enact a social debt in Japan. Even though there’s not a formal accounting system, the Japanese gift economy acts as if there is one in place—gifts are evaluated closely. The only thing missing is a price.

Into the Wilds of the Market

Computing obligations with money can transform them into debt instruments found in the market economy, from a mortgage to buy your house to a bank loan to renovate it. Financial debt has been with us since the beginnings of civilization. Interest-bearing loans predated the invention of coins by thousands of years.

Around 5000 BC, in what’s now known as the Middle East, various types of debt instruments emerged. Friendly loans with no interest were common, but these resembled gifts: Despite not having a price, there was still an obligation to repay. Interest-bearing loans started with agriculture and farming: seeds, nuts, olives, grains, and cows borrowed by destitute farmers who repaid the loan with interest—in the form of the surplus from their harvest.67 Loaning agricultural goods, however, was fraught with difficulty. The gains on an agricultural loan were uncertain due to unpredictable weather.68

As civilization took root, the need for lending grew. Short-term interest-free loans remained since they helped people, particularly family members, cope with a crisis. But again, these loans were more like gifts. To recognize the importance of interest-bearing loans to ancient societies, consider the Third Dynasty of Ur.

Around 2100 BC, after the decline of the Akkadian Kingdom, a dynasty emerged in the city of Ur, in what is now southern Iraq, which lasted for 104 years. It’s a period known as the “Sumerian Renaissance.”69 City leaders incorporated advanced architecture, like brick buildings with sloped arches, and built walkways so that people could amble to work. Surviving documents from this period also show a society rich with literature, language, religion, and commerce.

Many documents mention a merchant known as Turam-ili. Fifty-nine tablets constitute the Turam-ili archive, now housed at Yale University. Nearly 20 percent of these records are loan documents. Turam-ili was known as “ugula dam-gàr,” which translates to “overseer of the merchants.”70 Turam-ili acted as an agent for others, buying and selling goods, and extending credit to those in need. He and other merchants made loans to finance payments and the transfer of items, a necessary function to keep any economy humming. Moneylending among merchants and others was attractive because income generated from interest-bearing loans could be used to procure even more land, animals, and slaves.71 Money made money.

During this time period, loans that required interest payments were structured in various ways. Some stipulated that borrowers make interest payments in the form of labor: Silver-based loans usually required a debtor to provide a skilled laborer; barley-based loans required the labor of an agricultural worker. Historian Steven Garfinkle says that loans that required nonlabor interest payments can be classified as “productive” and “consumptive.” Productive loans were made in silver by merchants or institutions and for the enhancement of a debtor’s living situation, such as improving their home. Consumptive loans were made in barley and intended to help a debtor make ends meet before the harvest.72 These loans also helped to reinforce the status of people in a hierarchical society, as creditors could increase the dependency of laborers.

Garfinkle calls credit a “functional necessity,” since almost everyone relied on it, destitute farmers and wealthy individuals alike.73 Affluent folks may have been trying to finance their high cost of living, or reloaning to others at higher rates. Creditors included wealthy families, merchants like Turam-ili, and large institutions.

The temples, the palace, and the households of governors and officials were the principal institutions of Sumerian society, and they were the major creditors, in some cases functioning like banks.74 They took in taxes and dues in the form of grains, animals, and silver. They also accrued income from land that had been given by kings or won during a war. They even distinguished between items that could be exchanged and those that couldn’t, publishing exchange rates and establishing the basis for trade. Acting as institutional lenders, they made interest-bearing “consumptive” loans to individuals so they could make ends meet until the harvest season—and Shamash the God of Justice was often listed as the creditor.75 Also listed were the names of the debtor, the principal amount, the name of a witness, the year the loan was originated, and the seal of the debtor. Loan contracts were agreed to orally because most people were illiterate.76 The creditor kept the sealed loan agreement until it was repaid, at which time the record was usually destroyed.

Though most creditors preferred to be repaid the principal plus interest, there were times when debtors just couldn’t make good on the loan. Declaring personal bankruptcy wasn’t an option, so there was some creative license in making repayments. When a debtor couldn’t repay a silver-based loan, they offered livestock and food. The Sumerian word for interest, máš, or “calf,” has been interpreted to mean that payments were to be made in livestock.77 There were even instances of men giving up their wives or sons to avoid interest payments.78 When debts outstanding amounted to levels at which the public threatened unrest, sometimes the royal court, usually with the ascension of a new king, decreed clean slates that canceled all agricultural debts.79

A similar practice of debt amnesty happens even in modern societies. Until recently, the first act of a new French president was to cancel all parking tickets.80

In Mesopotamia, the logic for setting interest rates varied based on the type of loan. Variation in seasonality was the reason that barley-based loans had higher interest rates than silver-based loans, approximately one-third of the principal versus one-fifth.81 These rates were inscribed in the Code of Hammurabi, named after the Babylonian king who installed it as a type of governing directive, though it wasn’t always followed to the letter, and as Garfinkle notes, may have also served as “royal propaganda.”82 Sometimes, however, temples acted like a modern central bank, dropping interest rates to lower the cost of borrowing for debtors.

Economic records suggest that interest rates declined through successive ancient civilizations: 20 percent in Mesopotamia, 10 percent in Greece, and just over 8 percent in Rome. Lower interest rates can be a sign of market efficiency and lower risks of lending, and could reflect increases in productivity and development between successive civilizations.83 However, Michael Hudson, an expert in Babylonian economics, surmises that rates were based on mathematical simplicity and not so much on economic conditions.84 In Mesopotamia, most payments, including interest payments, were measured with weights, so it was helpful to use simple fractions and round numbers. The Sumerians used a sexagesimal numeral system, a system with the number 60 as its base.85 We even use such a system today for measuring seconds and minutes. Calculating interest rates with this system was straightforward because 60 is easily divisible: The measurement of silver, mina, was split into sixty shekels, and interest was typically charged at one shekel per month on a one-mina loan. That amounted to 12/60ths of a mina per year, or a 20 percent annual interest rate. Even today, interest rate payments for some mortgages are based on a sexagesimal system, a 360-day calendar, partly because it’s easier to use. Classical Greece and Rome employed numerical systems with different bases of 10 and 12 respectively. Interest typically charged worked out to 1/10th of principal, or 10 percent in Greece, and 1/12th, or just over 8 percent, in Rome.86

In short, almost everyone needed credit, and interest-bearing loans have been integral to the functioning of economies both ancient and modern.

Sinister Bonds

Raju thought he had just landed himself a new job. A Burmese laborer, he journeyed to Thailand to work. He was required to pay a “brokerage fee,” which he couldn’t afford, so he borrowed the funds. He reasoned that his eventual income would help pay off the debt. He was then forced at gunpoint to work long hours on a Thai fishing boat. Raju said of one person who attempted to escape, “The man was tied to a post… electrocuted and tortured with cigarette butts… later shot through the head.”87 Raju courageously dove into the water, swam to safety, and lived to share his story. This isn’t an ancient tale but rather a modern one detailed in the US Department of State’s 2012 report on human trafficking.

Stories like these show that all too often, debt becomes not just a way to reinforce status but an instrument of oppression. Debtors’ inability to repay loans can result in situations that deprive them of their freedom. Debt becomes a way to control others.

In the case of a social debt, it can be difficult to determine an acceptably equivalent way to reciprocate. Without specific prices, the value of a gift is open to interpretation and approximation. With lending and borrowing in the commercial sphere, there’s no guessing because it comes with an exact price. Attaching a nominal money value to debt certainly makes clear to everyone where they stand, down to the penny. But it also provides less wiggle room when someone can’t repay. In the name of debt contracts, creditors can ask a borrower to do things that they normally wouldn’t in the familial sphere—forgo a visit to the doctor, sell your wife, or work as a bonded laborer—all in order to make a debt payment.

Anthropologist Alain Testart distinguishes among different types of debt bondage: (1) Slavery is when insolvent debtors lose rights and citizenship and are essentially exiled with no chance to attain freedom; (2) pawning is a type of forced labor in which a debtor serves a creditor, and eventually, but not always, attains freedom after the debt has been repaid.88 Both deprive a debtor of freedom, and often pawns become slaves, as creditors add the cost of food and medicine to the outstanding debt as well as charging high interest rates.

In ancient Mesopotamia, pawning involved ruthless practices. Graeber’s research finds that a man was disallowed to sell his wife. But the Code of Hammurabi stipulated that creditors could seize a man, his family, or his slaves if he was unable to repay a debt—and force them to work. A debt contract effectively turned a person into an object or commodity to settle an account, contorting the familial sphere into the commercial one.89 Upholding one’s creditworthiness was part of maintaining honor, apparently a virtue for which anything or anyone could be sacrificed.90 Maintaining one’s reputation is vital to the gift economy, too, but the punishments in the commercial sphere are usually more severe. In a gift economy, the benefactor risks his own reputation if he treats a debtor without compunction. In the market economy, historically, the creditor could resort to cruel measures.

The Code of Hammurabi offered borrowers some protections: A debtor was to be freed after three years of bonded labor; and if a debtor died because of abuse while a bonded laborer, the creditor was punished with the death of his son.91 Over history, many leaders have tried to protect debtors. For example, in Athens around 600 BC, there was a real possibility of popular revolution—as bonded labor and slavery had become rampant. Solon, the archon of Athens, canceled debts and abolished debt slavery (but not all forms of pawning).92 He, like many overlords in antiquity, recognized the disastrous effects of too much debt: If the balance of power tilts too heavily in favor of the creditor, a whole society can come crumbling down. Debt protection, then, is also creditor protection. Let’s not upset the whole applecart.

Imprisonment for debt was also a common practice in ancient times. During the Roman Empire, a creditor could arrest the debtor for debt delinquency and haul him into court. If guilty, the debtor could land in a private jail, and after sixty days become a slave, bonded laborer, or even be killed. Though uncommon, creditors were allowed to cut up a debtor’s body into chunks commensurate to the debt owed.93 Yet Roman rulers, like those of Greece and Babylon, realized the importance of debtor protection. They ushered in public prisons, four-month grace periods for repayments, and eventually the abolition of debt imprisonment altogether.

But debt imprisonment endured. In eighteenth-century England, many debtors found themselves locked up in Fleet Prison in London, or Marshalsea Prison, which Charles Dickens mentions in his writings. One of these debtors in Fleet Prison was a trader who simply had had a bad financial year. He was dragged from his room and laid outside to face inclement weather. Though he was in poor health, the trader was beaten and abused with a sword by the warden. The next day the prisoner was tortured by having irons put on his legs. The prisoner pleaded that he would like a hearing before a court to protest such cruel punishment, yet he was taken to the dungeon, where even more irons were used to keep him in constant pain for three weeks, and he almost lost his ability to see. After many inhumane episodes like this, Parliament banned debt prisons with the Debtors Act of 1869.94

Many who fled England for America were debtors themselves, escaping the reach of creditors. However, debt prisons existed in colonial America and were a common grievance among colonists.95 Pennsylvania’s founder, William Penn, and Revolutionary War financier Robert Morris both spent time in these prisons. My native state of Georgia actually began as a debtor’s safe haven. Its founder, James Oglethorpe, developed a strong opposition to debtors’ prisons because his friend died from smallpox in one. He established the Georgia Society, a debtors’ refuge, which ultimately won a royal charter from King George II to set up the colony of Georgia. Despite efforts to stamp out debt imprisonment, it still lingered. In 1830, more than ten thousand people were imprisoned in New York debt prisons. Many times the debts were minimal. In Philadelphia, thirty inmates had debts outstanding of not more than a dollar.96 There were five people imprisoned for debt delinquency for every one put away for a violent offense. Eventually, by 1833, the federal government wised up and abolished debt prisons.97

State-sponsored debt bondage and imprisonment has declined considerably. But according to the US Department of State, even today, millions like Raju in South Asia and in other parts of the world are laboring to repay their debts, and find themselves in difficult circumstances. Sometimes they are even working to repay the debts of their deceased ancestors.98

The dark side of debt isn’t limited to the emerging world. Remarkably, in America, several states still allow the jailing of debtors, and more than five thousand warrants have been issued since 2010.99 In 2011, citizens were jailed essentially for carrying outstanding debts. Collection agencies resorted to harsh measures during the global financial crisis. One lady who was pulled over because of an ineffective muffler was arrested because she had failed to show up in court to answer for $730 in unpaid medical expenses; she wasn’t even aware that the collection agency had filed a lawsuit against her.100 Though financial debt instruments have become more complex and easily tradable, the dark side of debt has lingered since before Hammurabi’s times.

From Mind to Matter

The first part of this book serves as the intellectual foundation for the next section. The evolutionary investigation into money shows that exchange is fundamental to all organisms. Initially the instruments being exchanged were food items that served an evolutionary purpose to promote survival. But as humans gained capacity for symbolic thought, more durable commodities were exchanged. Chapter 4 is an extension of this line of thought, and it addresses the commodity form of money.

However, this anthropological investigation into money suggests that debt is our primary currency. Not every transaction is completed immediately. We do favors for each other and remember who owes us. Moreover, financial debt precedes the invention of coined money by thousands of years. Money need not be a commodity, then. We can transact in something that doesn’t have intrinsic worth, since it can still be a symbol of value. Chapter 5 is an extension of this line of thought. It addresses money as a symbol of value determined by the issuer, which is usually the government.

From the Galapagos to the Trobriand Islands, my quest to understand money started with grasping the roots of an idea. Whether using money is a function of genetics, a neural stimulant, or a behavior instilled by culture, why we exchange remains a fascinating question. But now is the time to move from why to what. To move from the mind of money, to the body of it—how it looks and feels. And how despite its changing forms, it remains a symbol of value throughout.
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CHAPTER FOUR

Hard and Heavy

A brief history of hard money


Gold is irresistible.

—Goethe1



Men agreed to employ in their dealings with each other something intrinsically useful and easily applicable to the purposes of life, for example, iron, silver and the like.

—Aristotle2



The possession of a gold coin is incontestably more agreeable than the possession of goods.

—Silvio Gesell3
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Employees in the vault at the Federal Reserve Bank of New York wear these magnesium shoe clips when moving gold bars.



 

When I was a kid, someone on the playground told me that if I dug far enough, eventually I would reach China. That’s a myth, but here’s something that isn’t: If you dig deeply enough in New York City, the town in which I live, you may just strike gold.

Eighty-six feet below ground level, resting on the bedrock of Manhattan, behind a ninety-ton door, is the gold vault of the Federal Reserve Bank of New York, which is home to more gold than anywhere else in the world: 530,000 bars, weighing an aggregate of 6,700 tons.4 I learned about this vault years ago, but I still had my suspicions: Is there really a vault? Why store gold in a city subject to potential terrorist attacks? And a more sweeping question: Why stockpile so much of a primitive, antiquated metal in the first place? To answer these burning questions, I signed up for a public tour and jumped on the No. 4 train down to Wall Street.

The New York Federal Reserve building is so large you almost don’t see it. Inspired by the design of Renaissance palaces, the twenty-two-story building with its stonework and black iron gates conveys power and authority, yet it hides in the shadows of neighboring buildings. A guard brandishing an automatic weapon checks my name on a list. I pass through a metal detector and am greeted by a neatly groomed tour guide wearing a navy pinstripe suit and ocean-blue tie. He ushers me down via a crowded elevator to the vault. I walk by a dozen cubicles and an exhibit for tourists and there it is: yellow, bright, and heavy. Gold bars, plenty of them, tucked into several light blue holding cells that span the length of half a football field. The vault smells like stale, locked-up metal. Some bars are shaped like rectangular bricks, which can be seven inches long, more than three inches wide, and almost two inches thick. Bars made after 1986 are in the form of trapezoids. A bar can weigh about twenty-eight pounds, but because of its density it feels like twice that. Etched on every bar is its purity level and identification numbers. There is an old giant scale that can weigh amounts as little as one one-hundredth of an ounce up to 640 pounds. It’s a reminder of the mechanical process involved in storing, weighing, and moving the gold bars. While transporting bars, workers wear protective metal casings over their shoes. In the spirit of a Jules Verne novel, I journeyed to the interior of the vault, and verified that, yes, it exists.

As for my next question about storing the gold in New York: It’s here largely for historical reasons. Built in the 1920s, the vault became a popular and secure place to store the world’s gold, especially during and after World War II. At the time of my visit, the value of all the gold totaled more than $350 billion and represented 25 percent of the world’s whole supply. But the Federal Reserve doesn’t own any of it. It belongs to other entities, like governments, foreign central banks, and international organizations.5 And despite the prospect of calamities besetting New York City, the vault is impenetrable: There are no computers, in order to rule out cyberattacks, and the door is air- and watertight. There have been no successful robberies of the Fed except for the one staged in Die Hard III. Should anyone ever stage a burglary, one of the marksmen who practices on the second-floor shooting range will quickly put an end to it.

And as for my last question, about why to store gold in the first place, the easy answer is because it’s valuable and there isn’t a lot of it. If you put all the known gold in the world into the 555-foot Washington Monument, only one-third of the obelisk would be full.6 But it’s not just a question of scarcity; there’s something special about gold. Not every metal is safeguarded under an enormous custom-designed solid vault door. To understand why, I looked for answers in another New York City institution. I jumped on the train again and took it uptown to the public library.

Since the dawn of civilization, there has been a recurring question about money: Is it hard or soft? Expanding the question, is money an item with intrinsic worth? Or is it inherently worthless and merely represents something else of value? Put in material terms: Is money a gold coin or a dollar bill? It depends on the time and the place, and what the people, or the ruling authority, deem acceptable. Alas, money can clearly be both—as long as it remains a symbol of value. Lest we forget, the brain has neuroplasticity; it is capable of learning new ideas and updating old ones. Ultimately, the social brain, the “super-brain” of society, determines what will function as currency, from cacao, used by the Aztecs, to butter, which once circulated in Norway.

While there have been many forms of money, answering “hard” or “soft” to the aforementioned question has historically been a dividing line between two economic doctrines, metallism and chartalism. They’re worth exploring because they provide a straightforward framework for understanding monetary history. Early twentieth-century economist Georg Friedrich Knapp coined both terms. Though these terms aren’t used widely today, they’re easy to remember and accurately convey the underlying meanings. The main distinction between these two doctrines concerns the source of money’s value. Metallism posits that money’s value comes from its intrinsic worth, the market price of commodities, usually but not necessarily metal. Silver, gold, and other commodities like barley and grain have served as currency because they have inherent worth as determined by the market. Paper notes can also serve as money in the metallist worldview as long as they are backed by metal or some other item with intrinsic worth. For example, in an economy using a gold standard, the currency may be convertible into a fixed amount of gold. The fixed supply of hard money supposedly makes it difficult for anyone, especially the government, to create more and adjust the overall supply.

Chartalism, derived from the Latin word charta, or ticket, contends that money itself doesn’t have intrinsic value.7 In this doctrine, money is “soft,” a noncommodity, or a token—like a dollar bill, which is merely a piece of paper with no intrinsic value. It’s the state that creates money and its use value. The dollar is created by an authority, the Federal Reserve System of the United States. The state also creates a large demand for its currency by administering taxes, fines, and fees in dollars. Since payment of these items is mandatory, one must procure and deal in dollars. The state may also institute legal tender laws. For example, in the United States, the Coinage Act of 1965 states, “United States coins and currency (including Federal reserve notes and circulating notes of Federal reserve banks and national banks) are legal tender for all debts, public charges, taxes, and dues.”8 In addition, because of its minimal cost of production, soft money can easily have its supply adjusted by its issuer and, to a lesser extent, counterfeiters.

Metallists and chartalists hold different ideas regarding how money originated, evoking the divide between Adam Smith and Alfred Mitchell-Innes. Metallists contend that money replaced barter. Money, then, is a creation of the private market, and the state merely blesses what the market settles upon. Chartalists believe debt or credit systems preceded money: Evidence of interest-bearing loans appears in ancient Mesopotamia, thousands of years before coins surface in the Kingdom of Lydia around 630 BC. We become aware of the fault lines between these two doctrines: metallism versus chartalism, metal versus credit, marketplace versus state, hard versus soft. It seems as if chartalism has won the day since the current global monetary system relies on non-metal-backed soft currency. Yet the link between money and metal is a dominant one in economic theory. Many influential economic thinkers are considered to hold metallist views, including John Locke, Adam Smith, John Stuart Mill, and Karl Marx.9

I focus on hard money in this chapter and soft money in the next. I define “hard money” as coins made from precious metals or paper backed by it.

Indeed, there were commodities that functioned as currency before the invention of coinage, or the M in Karl Marx’s formula of monetary exchange, C [image: image] M [image: image] C. Economic historians refer to the commodities in the C [image: image] C exchange as “proto-money.” Proto-money, like barley or gems, can normally be used for another purpose—like nourishment or jewelry. But that’s not always the case. During the nineteenth century, Western explorers found an unusual currency on the island of Yap in the Pacific Ocean. Fei, a bulky limestone rock found in round shapes up to four meters in diameter, functioned as money. These rocks were transported from limestone quarries more than four hundred miles away via boats made from bamboo. There’s a local legend from Yap that once a very large fei sank to the bottom of the ocean while in transit, but it was agreed that it would continue to represent wealth for its owner and could be used for purchases despite being at the bottom of the sea.10 Fei was cumbersome and rare but served as a store of value and was an instrument that facilitated exchange—even though it didn’t physically change hands.

Some of the monetary words we use today originate from proto-money. Capital and cattle come from the Latin word caput, which means “head.” The number of cattle heads that one owned was once a measure of affluence. During the Roman Republic, soldiers were paid a salarium, a salt ration from which the word salary originates.11 Buckskins were used as currency in the American frontier during the eighteenth century, which led to the word buck being used as a synonym for the dollar. But proto-money is typically not issued by a state or authority, and not formally denominated with a stated value. It’s a less formal instrument of exchange than coins as we know them today.

The development of coins made money easier to use. Coins were small and their value was eventually standardized by authorities. Coins helped facilitate human cooperation, or as Ofek might say, they were an output of the evolutionary force of exchange. Like Paleolithic hand axes refined over thousands of years, coins have been continually improved to make trade more convenient and efficient. Minting technologies have evolved from hammer-striking to automated presses. Starting in the seventh century BC, the coin maker would make planchets that were cast from molten metal in a relatively standard size, which were then hand-struck. In late antiquity and early medieval times, coin makers would take a sheet of metal, cut a blank piece, shape it into a round form, and then place it on a set die.12 The blank would then be struck with a hammer. In sixteenth-century France, the screw press was adopted. A rolling mill that was powered by horses or water was used to flatten metal, which was then cut. The blank was struck with a die using a big screw. In the nineteenth century, steam-powered machines were used to make coins.13

As coinage technology improved, the symbols on coins became more intricate. As civilization and art developed outside the cave, we adorned coins with assorted symbols of various meaning. Authorities employed skilled artisans to design complex symbols to help create a state identity.14 The coins also helped to spread the culture of the issuers. Invading armies couldn’t carry with them buildings or temples, but they brought coins with depictions of these structures. The art on the coins told a story. In time, these symbols would represent kings and queens—and define countries and cultures.

But the progression from proto to hard money didn’t happen overnight. It took thousands of years, and began in the cradle of civilization.

Silver Civilization

In Mesopotamia around 2500 BC, several commodities, like vegetables, cattle, and sheep, functioned as proto-money.15 These valuable commodities were ultimately sources of energy that helped to increase the chances of survival for humans, and had also become instruments of exchange. Over time, more durable, nonperishable items served as proto-money. As in the Paleolithic era, hand axes functioned as currency in northern Mesopotamia, and later axes became a symbol of money itself. The shekel was originally a unit of weight in this civilization, and the concept was depicted with the sign for an axe in the Sumerian language.16 Clay objects known as bullae may also have functioned as proto-money. These clay spheres were like an archaic piggy bank: Inside were clay tokens, etched with numerals, which could have been used in transactions.17

Silver and barley were the two most widely used proto-monies.18 Both of these commodities, but especially silver, seemed to fit the traditional definition of money: a medium of exchange, unit of account, and store of value.

As a medium of exchange, payments to laborers were made in silver and barley. Documents that have survived since the second and first millennia BC indicate that one-quarter of a bushel of barley was the payment to a worker for a day’s labor.19 Loan and sale documents indicate prices in silver.20 Merchants would have weighed and exchanged silver bullion.

To facilitate smaller transactions, some silver bars were made into ingots, spiral coils, or rings of similar weight. Each ring ranged in value from one shekel to ten shekels, which could be easily broken off from the larger coil.21 One shekel of silver would have weighed about the same as a US quarter—about three-tenths of an ounce.22

As a unit of account, balance sheets show silver as an accounting measure: Incoming and outgoing goods were weighed and assigned a value in silver. The remaining balance was also expressed in silver. Because silver was rare, it wasn’t used in many transactions for slaves, real estate, or other goods. But prices were still quoted in silver, exhibiting the existence of a silver standard.

As a store of value, silver maintained its worth. Silver was not abundantly available in Mesopotamia. It was mostly imported from neighboring areas, like the Taurus Mountains, that had more known ore deposits. Because of its scarcity, silver was seen as a prestigious item, and many squirreled it away for use at a later time.23 In contrast, the value of barley, which grew locally, fluctuated with the harvest.

The Third Dynasty of Ur certainly had the ingredients necessary for a nascent market economy: silver and barley proto-money, a functional credit system, and merchants like Turam-ili. But instead of a highly decentralized market, kings and religious authorities played a redistributive role in the economy. They gathered food items and other goods and reallocated them to people according to status and occupation, like an archaic potlatch.24

They also monitored monetary affairs. Not only did the temples, palaces, and other public institutions act like ancient central banks that adjusted interest rates; they also established weights for silver. They safeguarded standard weights in the shape of ducks and lions used to determine the silver standard. And they stored large amounts of silver bullion. “Silver was a highly valued substance with strong symbolic associations with royalty, wealth and power, and the substantial surplus that was not immobilised in treasuries was potentially available for monetary use,” write the curators at the British Museum.25

The authorities increased the demand for silver by issuing law codes. For example, from the city of Eshnunna, an ancient law code contains a price list of nine common goods by weight and volume that were equivalent to one shekel of silver, essentially outlining the exchange rates against silver.26 A liter and a half of pig’s fat was priced at one shekel of silver.27 Fines were also assessed in silver: ten shekels for slapping someone’s face, and sixty shekels, or one mina, for biting a man’s nose.28

Metallists and chartalists both find supporting evidence for their philosophies in this ancient civilization. Metallists contend that the authorities merely blessed what the informal market had already determined would be used as money. Silver was valuable regardless of whether the government authorized it.29 Chartalists assert that the state created the demand for silver by administering fines in this metal, for example. Moreover, loans were issued in the form of silver and barley, which increased the demand for these items. In other words, proto-money was an instrument to enact and repay debts.

While the debate over the origin of money continues, most agree on what circulated as currency. Precious, durable metals increasingly replaced edible commodities as the dominant proto-money. This was the case not just in the city-states of Mesopotamia but also among the villages of the Nile River.

Weigh Like an Egyptian

Around 3100 BC, civilization arose like an oasis between a desert and a mountainous area along the winding Nile. The yearly flood of the river, known as the inundation, left behind minerals, organic matter, and fertile land.30 Crops like wheat and barley flourished and were used as proto-money to pay common laborers. These staples formed the basis of the Egyptian diet in the form of bread and beer. Beer, it should be noted, wasn’t a lager-colored, smooth liquid but resembled a wholesome soup, sometimes infused with local plants. Many tomb drawings show the elaborate preparation process of making both beer and bread, suggesting they were ubiquitous items.

The Egyptians even created tokens in the shape of loaves to symbolize allotments of bread rations, which tokens could have functioned as proto-money. Tokens found in Egyptian fortresses in Nubia were about twenty centimeters in diameter, made of wood, painted, and shaped like various types of bread loaves.31 The symbols bear hieroglyphic inscriptions that indicate the number of loaves and the amount of wheat for which they could be redeemed. Though historians don’t know whether they were traded in great numbers, the carvings may be a personal tally of a ration’s value, which could have served as a claim if there were a disagreement about the value of grain in the ration received. The standard ration for workers was ten loaves and a beer that measured up to two jugs. Higher-ranking officials who staffed temples and palaces were provided larger rations. Calculating rations, like dividing one hundred loaves among ten men, required the use of fractions, which Egyptians are said to have invented.32

Bread and beer served as payment for work completed, but as Egyptologist Rosalie David points out in her Handbook to Life in Ancient Egypt, wheat not only served as a medium of exchange but increasingly became a unit of account in the sixteenth century BC,33 as did other commodities. Egyptians traded with neighboring civilizations for silver, spices, and copper, for instance. Because of the influx of new goods, there was a need to establish a standard, first expressed in terms of wheat, against which other goods could be measured and appraised. Say there was a discrepancy between the value of two goods that were being traded. Some amount of wheat would be allocated to resolve the difference.34

By 1580 BC, silver, gold, and copper were also used as a standard. Egyptians made special units to measure these metals: a deben, which weighed ninety-one grams; and a kite, which was one-tenth of a deben.35 These metals were used to value other goods and facilitate transactions, as the metals themselves rarely changed hands. Tomb drawings show officials using fixed weights in the form of a seated lion to measure a deben of metal, yet the system may not have become widespread, since Egypt’s economy was still mostly informal and pastoral. Nevertheless, merchants traveled with weights so they could conduct transactions more conveniently. As was done in Mesopotamia to make dealing with gold and silver more convenient, these metals were smelted into smaller ingots or rings.36

The evidence that precious metal was precisely measured conveys that Egyptians believed it to have intrinsic worth. The Egyptian word for silver was hedj, which may have also meant “money.”37 Silver was imported from other countries, and for a time was considered more valuable than gold. The Egyptians searched their lands for more precious materials: copper, tin, and alabaster. Many pharaohs dispatched military expeditions to manage the sometimes tens of thousands of workers needed to mine in surrounding lands.38 In approximately 2500 BC, King Sahure dispatched men to Punt, which was known as “God’s Land,” and they returned with vast amounts of ntyw, or myrrh, and various metals. During the twelfth century BC, according to surviving documents, Ramses III “constructed great transport vessels… loaded with limitless goods from Egypt… They reached the land of Punt, unaffected by (any) misfortune, safe and respected.”39 But Punt has long been a mystery to archaeologists, who have been unable to determine its location.

One region they have examined is Nubia, south of Egypt in the alluvial lands near the Nile. It’s an area where Egyptians mined gold.40 The Egyptian word for gold was nbw and may explain the origin of the place-name Nubia.41 Taxes were sometimes collected in gold and then stored in the treasury, which was part of the most important temples.42 The pharaoh’s administration carefully tracked, measured, and weighed the incoming gold before some was provided to artisans to shape into jewelry, masks, and other ornaments. Jewelry pieces made from precious metals weren’t just symbols of status and wealth, but were thought to have magical qualities, protecting against evil. Pharaohs wanted to be entombed with their jewels so they could take them along and be protected in the afterlife.

The pharaohs were certainly accustomed to being surrounded by immense wealth during their earthly lives as well. Technically, Egyptian pharaohs owned everything, including all the bread, beer, and gold. The pharaoh presided over the centralized economy and granted lands to friends and relatives, who became powerful landlords. As in Mesopotamia, temples were centers of enormous wealth, like one that managed almost 100,000 commoners, 500,000 cattle, and hundreds of orchards.43

The middle class was composed of traders, soldiers, artisans, and, most important to the purposes of understanding the role of money, scribes. Up to 5 percent of Egyptians were literate, and many of them were scribes who created papyrus records of taxes, granary inspections, and commercial transactions in which precious metals were weighed.44 However, Graeber says there is scant record of interest-bearing loans, perhaps because papyrus isn’t as durable as coins in the archaeological register.

However, economic historians can still study later Egyptian coins to understand more about the society in which they were issued. One such gold coin exhibits a fusion of cultures: on one side, hieroglyphics, and on the other side, a horse of Greek design. It’s probably from the reign of Nectanebo II, one of the last pharaohs, who came to power in 359 BC.45 The coin shows that Egypt was influenced by Greece. But coins weren’t invented in Egypt.

Coined in Lydia

Located on the Ionian coast of Asia Minor, in what used to be Anatolia and is today Turkey, the Kingdom of Lydia emerged around 700 BC under the Mermnad Dynasty. Not having left behind a copious archaeological record, it would have been a historical footnote if not for the discovery of a few hoards of coins and the writings of the Greek historian Herodotus, who wrote, “Lydia, unlike most other countries, scarcely offers any wonders for the historian to describe, except the gold-dust which is washed down from the range.”46 He is alluding to the wealth of this kingdom, the first to invent coinage in the Western world.

Lydia derived its wealth from three sources: tributes, natural resources, and eventually, coins. Lydian kings conquered several Ionian and Greek cities and received tribute, which helped them to amass substantial fortunes. Lydia was blessed with abundant amounts of natural resources. Legend has it that Phrygian king Midas bathed in the Pactolus River to rid himself of his golden touch and left the golden gift in the waters. But the mines at Tmolus, near the Pactolus and Hermus Rivers, yielded another metal, what Herodotus called “white gold.”47 It was actually an alloy of gold and silver known as electrum, which comes from the Greek word electron, which means “amber.”48

Just like gold and silver, electrum was first traded as bullion. But because the amounts of gold and silver varied in electrum, its value could not be easily determined. Over time, electrum bullion was turned into smaller chunks that were easier to handle—and eventually into coins. Archaeologists discovered more than ninety electrum coins at the ruins of the temple for Artemis, a Greek goddess, at Ephesus; they are estimated to be from 630 BC.49 The hoard includes coins of varying degrees of sophistication, from unstamped metal lumps to flatter ones bearing images of lions.50 Just as Paleolithic hand axes were refined, humans gave coins characteristics that increased their convenience. It wasn’t long until no weighing scale was needed. Electrum coins were standardized, weighing 14.15 grams and given the denomination of the stater. Coins became over time the new criterion against which to measure all other commodities.

Coins are usually assessed by collectors according to their metal composition and the symbols they bear. Many staters have a face value that is up to 20 percent more than the intrinsic value of their metal content. Electrum from western Anatolia has a gold content of 70 to 90 percent, yet Lydian coins had less gold, around 50 percent. Lydians became skilled metalworkers and diluted the amount of gold in coins as an act of seigniorage: a way to profit from the issuance of currency. The difference between the face value of issued coins and the actual market value of the precious metal leads to a profit for the issuer.51 One justification for seigniorage is that the labor that goes into creating a coin may constitute a value-add, resulting in a higher face value.52 Seigniorage also lays bare the historical propensity for the issuer to control the value of money through its manufacture. Minting money is a profitable business, and many governments engage in seigniorage even today.

The symbols on coins offer insight as to who issued them: merchants, bankers, aristocrats, or kings. One coin from this era has a Greek inscription, “I am the sign of Phanes.” Coins that bear the words KALIL and VALVEL have also been discovered.53 These inscriptions may reflect the name of the person or mint that issued them. During the early sixth century BC, the mint in Sardis, the capital of Lydia, probably produced the most coins.

Coins thought to be from ancient Lydia came in several hundred types, with depictions of boars, horses, dolphins, and monsters, among others. The images were a distinguishing mark of the issuer. Coins issued by the Lydian kings bore a lion’s head or paw. The image was etched on a die and then placed on a chunk of electrum, on which it was hammered, leaving an impression.

The last king of Lydia was Croesus, who reigned from 560 BC to 547 BC. He introduced coins made from pure silver or gold and bearing the mark of a lion and a bull. Croesus’s coins marked the inception of bimetallism, a monetary system in which two metals are accepted as money, with a fixed ratio of value between them. According to The Oxford Handbook of Greek and Roman Coinage, during Croesus’s rule the exchange rate between gold and silver was 1 gram of gold to 13.3 grams of silver, and 1 gram of gold to 10 grams of electrum. Issued gold staters weighed 8.1 grams, less than their electrum predecessors.54

The spread of coinage made Lydia an even wealthier kingdom, and Croesus’s wealth became legendary. We still occasionally hear the English phrase “rich as Croesus.” He lavished gifts of electrum bullion and gold on oracles. He eagerly asked an oracle what would happen if he fought the Persians, which precipitated a cryptic reply that a notable empire would perish. Croesus interpreted the remark as a good omen, so he attacked the Persians, but lost badly.55

The Kingdom of Lydia came to an end, but coinage flourished elsewhere in the Mediterranean world and even India and China. Classics professor David Schaps says that the coins made in Lydia, India, and China look different and were made using different technologies. Indian coins were lopsided, their sides cut off to ensure they were the right weight. They also had several punch marks that indicate they were made in a mint. Chinese coins were composed of bronze and shaped like spades, disks, and knives. Some had holes in them so they could be strung together.56

It’s difficult to know whether these civilizations conceived of coins on their own or were influenced by others through trade. Even Schaps vacillates:


Lydia, India, and China probably invented coinage independently of each other; and even if that was not the case, they surely developed the use of coins independently of each other. It is possible that these three independent events had independent causes, and that none of them has any light to shed on the others; but it is surely worthwhile to consider the possibility that there were similar conditions in these particular places that made coinage a plausible and a useful innovation.57



Some scholars make the case that India, for example, developed coinage on its own. They point to silver tokens marked with cuneiform found at Mohenjo-daro, an Indus Valley civilization from 2500 BC, which suggests trade with Mesopotamia. The Rigveda, an ancient Hindu text that dates to 1500 BC, mentions a gold currency, which some have interpreted as coins unique to what’s now India. Yet others contend that coinage was brought to India by the Achaemenian invasion or the eastern expansion of Alexander the Great and his Greek Empire.58

A Democracy of Owls

The people of Lydia and Greece had strong cultural ties. Croesus formed an alliance with Sparta and peacefully incorporated many Greek cities into his kingdom. The Lydian alphabet was derived from Greek. Several artifacts recovered from Lydia, like vases and bowls, were made in a Greek design, and Greek engravers also likely designed Croesus’s coins.

Most Greek coins were made from silver. Greece received silver tribute from its allies, and another rich source of silver was just twenty-five miles away in the mines of Laurion. Roughly 30,000 slaves staffed 2,000 shafts at the mine during its peak of operation.

The Greeks began producing coins in Athens around 546 BC, during the reign of Peisistratus, who needed to compensate mercenaries and finance his ambitious building plans. The unit of account for coins was the drachm, which comes from the Greek word meaning “to grasp” and was first used when measuring proto-money like grain or bullion. One drachm was made of six obols, which is derived from the Greek word that means “spit,” as in iron spits that were used to cook meat. There is evidence from the seventh and sixth centuries BC that spits were used as items in dedication or sacrificial ceremonies. Iron spits were a valuable item that may have functioned as proto-money. The trading of iron spits harkens back to Neolithic man, who relied on food preparation and sharing for survival.59 The drachm was standardized to 4.32 grams of silver, and an obol weighed 0.72 gram.60 Coins of greater value were issued, too. For example, the frequently used tetradrachm was equivalent to four drachmas and weighed 17.28 grams. The decadrachm, equivalent to ten drachmas, was the largest denomination, yet issuance of this coin was limited.

Fourteen types of coins have been discovered from the reign of Peisistratus. The variety of symbols found on the coins, from horses to wheels, suggests they were made by different issuers. But the coin depicting an owl is most famous because of its staying power. It was issued almost continuously for several hundred years, until the silver mines were tapped out. In 525 BC, the image of a gorgon like Medusa, an emblem associated with Athena, was added to the front of the tetradrachm. After a few years, the gorgon was replaced with an image of Athena, and her bird, the owl, on the other side. Most of these owl coins were made at the Athenian mint, which was a large building adjacent to the agora, an open area used as a marketplace.

During the Peloponnesian War, Sparta blocked passage to the silver mine at Laurion, so Athens almost drained its entire silver supply. It minted coins made from the gold of the Nike statue at the Acropolis. The shortage worsened, and Athens issued owls made from bronze and coated in silver. Smaller denominations of owls were issued because there was less metal to use.

In addition to state-led debasement of its coins, there was the problem of counterfeit owls. Athens prohibited cities not fully under its control from issuing owls. The decree wasn’t fully obeyed, so Athens dispatched commissioners to its distant provinces like Egypt to enforce the law and administer a penalty of ten thousand drachmas for violations.

With the kingdom of Alexander the Great the owl coins were supplanted with coins bearing images of Hercules and Zeus. Alexander’s coins also replaced the gold Daric, which had been introduced by Darius the Great around 520 BC and circulated throughout the Persian Empire. The successors of Alexander the Great set up more than twenty mints from Macedonia to Egypt. His coins achieved international circulation and helped to expand his influence throughout the region. As evidence of his reach, his golden staters are among the oldest coins found in Britain.61

However, owl coinage was revived in Athens in the third century BC. Inscribed on them were the initials of Athenian officials administering the issue, and the month of issue. Economic historian Peter van Alfen notes that in 42 BC, after the Battle of Philippi, waged to avenge the death of Julius Caesar, the production of owl coins was halted, since Rome had become the dominant power. Rome’s hard money had become the coin of the realm.62

In parallel with the monetary doctrines, metallists contend that owl coins were intrinsically valuable, made from precious metal. The state merely legitimized what already functioned as currency. Chartalists acknowledge the owls’ intrinsic value: These coins would have little worth without their base metals. However, seigniorage shows that the coin’s value derived from something more than metal. The additional value stemmed from the state, which issued owl coins and enforced their use as acceptable means of payment. Athens issued guidelines for which coins were acceptable in the agora. That it banned counterfeit owls demonstrates that the government recognized that a principal source of value was people’s faith in the currency. People had to believe that the coins were authentic legal tender. Widespread questions regarding the legitimacy of coins could lead to concerns in the agora, a currency crisis, or even the destabilization of power.

Moreover, state expenditure introduced an abundance of coins into circulation. It’s estimated that millions of coins were issued during the fifth through third centuries BC, making coins one of the first mass-produced items in history. The mass issuance of coins coincides with Athens building its fleet to combat the Persians around 480 BC. Coins were needed to pay soldiers for several conflicts, such as the Peloponnesian War. The state also paid more than sixteen thousand drachmas for building the Parthenon temple. It paid jurors and citizens to attend the Assembly, where matters were debated. Even a couple of obols were paid to citizens for going to the theater for religious activities. State spending put more money in people’s hands, including those of foreigners, which created the demand for more goods and services.

Over time, soldiers, workers, and citizens took these smaller coins, their movable fortunes, to the agora, which became a center of life in Athens.63 Coins were an invitation to buy and sell at the agora. They were symbols of civic pride and represented the values of a land ruled by laws. After all, the Greek word for coin, nomisma, is similar to the word for law, nomos, which eventually led to the modern English word for coin collecting, numismatics. Coinage stimulated the marketplace: more money, more people, and more goods. Merchants actively monitored the supply and demand of their goods and adjusted prices accordingly. Nonmerchants and illiterate people who previously relied on brokers and other representatives were now empowered to trade for themselves. No longer was there a need for scales and weights to assess the intrinsic value of basic goods (though the agora still had scales for larger goods). Coins became the standard of value against which almost everything was measured, including other commodities like wheat and barley. But now soft, intangible items like time and labor could also be valued with the same monetary standard.

Credit abetted the adoption of coins. Scholars have debated whether banks, or trapezai, in Athens were more than just moneychangers and pawnbrokers. Yet banks, shops, and temples all issued loans. Classicist Edward Cohen notes that banks were given a prominent position in the agora, recognition of the vital role they played in the economy. Loans were often received in the form of coins, creating more demand for hard money. There is evidence that trapezai extended large amounts of credit to facilitate trade, which introduced more goods and dynamism into the marketplace. For instance, perfume vendors held large inventories and relied on bank credit to stay solvent. Banks also issued loans to help prospectors acquire mining rights and to abet military campaigns. Cohen says that the largest loans were made to finance ships, and were secured against their cargo. Despite credit flowing through Athens, it had become a coin-based economy.64 There wasn’t an easy way to transfer wealth without handling coins, and payments for tolls, custom duties, and rents were mostly made in coins.65

Coins were shaping not just the agora but also the larger Athenian society. Instead of a top-down redistributive system, in which people relied on the central power, aristocracy, or even onerous family relationships, coins had a democratizing effect. Money helped form a web of interdependent relationships without the lingering gratitude-induced obligations of the gift economy.66 Anthropologist Jack Weatherford writes in The History of Money that coins may have even augmented democracy.67 In addition to Solon’s reforms to cancel debts, the leader broadened the criteria of those who were eligible to serve in public office. Wealth became a determining factor, not just whether someone was from a noble family.68

Athenians exhibited entrepreneurial qualities, but to consider Athens a bursting market economy would be to distort the past through a modern economic prism. Moreover, to consider coinage as the only catalyst for liberal reforms is too narrow. In The Economy of the Greek Cities, Léopold Migeotte writes that changing demographics, increasing urbanization, and better transportation routes also played roles in economic growth.69 Nevertheless, money was a democratizing force.

Some notable Greek philosophers didn’t see it that way. Plato and Aristotle were suspicious of money and the marketplace. They discussed the differing forms of money, which convinced some scholars that chartalism and metallism originated from their philosophies. Plato thought money stoked greed and corruption and wanted to ban gold and silver.70 He thought that trade and a retail economy would lead to “deceitful habits in a man’s soul that would sow seeds of distrust among the citizenry.”71 He advocated for strict market regulations. No, he doesn’t appear to be a metallist.

But was he a chartalist? Economist Joseph Schumpeter seems to think so, referring to Plato as the “first known sponsor” of what was later considered chartalism.72 But again, that might be imprudently viewing the past through a more contemporary economic prism. Yet Plato does make a distinction between token money and what he calls real money, or between what one would call soft money and hard money. He says the state issues token money and decides its form and initial value. Therefore, token money will be accepted only within the jurisdiction of the state and not the realm of other states. Real money, hard money, is the currency of the marketplace and can be exported and used in transactions with foreigners.73 No doubt he would be surprised with the role of the US dollar, which is token money but hoarded the world over in the form of the hundred-dollar note and acceptable as official payment in other sovereign nations, such as Panama.

Plato’s pupil Aristotle noted that at least historically, money was “valuable in itself, might easily be passed from hand to hand for the purposes of daily life, as iron and silver, or any thing else of the same nature.”74 Schumpeter credits Aristotle as an originator of metallism and for influencing generations of economists.75 However, it’s not clear Aristotle was a metallist.76 He writes that money is man-made, has a use value, and “owes its existence, not to nature, but to law… and it is in our power to change it and make it void.”77 He acknowledges the role of the state, the law, as key in determining the form of money. If the law changes, so might the form of money. By that logic, money could be soft or hard.

Aristotle was more moderate and matter-of-fact in his analysis of the market than his teacher Plato. But they sound similar when considering the ethical implications of money. Aristotle acknowledges that money facilitates different types of exchange. He describes how eventually man entered the market only with money, looking to buy goods and sell them at higher prices, like a shrewd speculator. Aristotle discredits this type of exchange as unnatural because it was “people taking things from one another.”78 He also condemns usury, the lending of money at high rates, as “reasonably detested… the most contrary to nature.”79 Using money to make money only encourages man’s insatiable desire to acquire more. They both believed greed wasn’t good.

When in Rome

While coinage had a democratizing effect in Greece, it could also be used by authorities as a political tool. During the Roman Empire, to keep up the pace of exorbitant spending, rulers minted more coins and increased the supply of money. At the same time, they reduced the amount of metal within coins, which made the currency less valuable and contributed to depreciation. Roman history highlights a lesson about hard money: Issuers can manipulate the value of money to serve political ends. It’s a lesson that plays out even today.

Roman coinage began around 300 BC. Early coins were inspired by the design of Greek coins, and some were even made in nearby Greek towns to facilitate trade.80 The coins in circulation were the bronze as, the standard monetary unit, and the silver didrachm. Though the standard conversion rate was one didrachm for ten asses, the values of the component metals fluctuated in the market. Say silver appreciated considerably above the official face value stated on a coin. People would hoard it, removing it from circulation. And bronze coins, which were undervalued compared to their official face value, would be left as the circulating coins of the realm. This phenomenon is known as Gresham’s law: Bad money drives out good money.81 And it was a recurring phenomenon throughout the Roman Republic and Roman Empire.

After vanquishing Pyrrhus and the Greeks, Rome started to solidify itself as the paramount power of the region. It began to mint its own coins in mass quantities around 269 BC. The mint that produced most Roman coins was atop Capitoline Hill, a secure location to protect against enemies. The mint was adjacent to a temple for the goddess Juno Moneta, whence the words money and mint likely originated.82 There are several myths regarding how Juno earned the name Moneta. One legend has it that a voice from the temple warned about an earthquake, and the only way to stop it was to sacrifice a pig. Another is that invaders from Gaul alarmed the geese inside the temple, alerting the Romans, who stopped the invaders. The common thread in both stories is that the goddess was a voice of warning; the Latin verb moneo means “to warn.” In addition, it makes sense that the monetary units would be closely associated with this temple, since it’s where other official weights and measurements were kept, such as the pes monetalis, the “monetal,” or Roman foot.83

During the Second Punic War, fought against Carthage from 218 to 201 BC, Rome faced financial difficulties since sustaining the military required vast resources. The regime therefore minted debased silver coins, reducing the metal content from 98 percent pure silver to 36 percent. The end result: more coins to pay soldiers even though each coin was worth less. Despite winning the war and becoming the predominant regional power, much of the value of Rome’s hard money had been lost, and coins of more value were hoarded.84

So Rome started over. Around 211 BC, Roman authorities introduced the denarial system of coinage, which included the silver denarius and the bronze as. Denarius comes from a Latin word that means “containing ten”; one denarius was equivalent to ten asses. The conversion rate eventually changed to one denarius for sixteen asses. The system was composed of four coins made almost completely from pure silver: (1) the denarius, which was the biggest in size, weighed 4.5 grams and had the largest value; (2) victoriatus (three-quarters denarius); (3) quinarius (half denarius); and (4) sestertius (quarter denarius). Many early denarial coins bore an image of the goddess Roma in a winged helmet and the inscription ROMA. Eventually, coins incorporated various other inscriptions and deities.

Julius Caesar left his stamp on Roman monetary history by using the gold treasure he pillaged from Gaul to increase the quantity of the aureus in circulation; they had previously not been issued extensively. These new coins helped Rome cope with a financial crisis in 49 BC during Caesar’s ascension to power, since coins were needed to pay the military. By expanding the supply of money and preventing people from hoarding mass amounts of coins, Caesar’s reforms helped the economy recover.

Caesar’s eventual successor, Augustus, who came to power in 27 BC, faced a similar problem of an economy in need of more money, suffering from deflation, and enduring a depression. Augustus used loot captured from Egypt to spend lavishly on civil projects and enhanced welfare programs. The precious metals from distant lands were melted and paid to soldiers. He followed Caesar’s monetary policy, minting more coins at a furious pace until 10 BC. In time, interest rates dropped from 12 to 4 percent, and the economy recovered. Caesar’s and Augustus’s economic policies were successful and instructive to future Roman leaders.85

One of Augustus’s successors, Emperor Nero, reigned during a prolonged depression in AD 62, and a fire blazed through Rome in AD 64, causing even more damage. Classics scholar Mary Thornton sees similarities between Nero’s initiatives and those of President Franklin D. Roosevelt—she suggests Nero created a “New Deal for Romans.”86 Nero increased food subsidies for the public and spending on civil projects like canals.

President Franklin Roosevelt expanded government spending during the Great Depression, but he also changed the implementation of monetary policy through his gold policies and the gold purchase plan, which was purposefully directed at devaluing the dollar.87 Nero also took an activist approach to monetary policy and worked to expand the money supply. Nero followed the economic playbook of Caesar and Augustus; he enlarged the supply of coins and tampered with their value. He reduced the worth of the denarius by 15 percent, diminished its silver content from 97.5 percent to 93.5 percent, and lowered its weight from 3.9 grams to 3.4 grams. He reduced the aureus by 10 percent and lowered its weight from 8 grams to 7.2 grams.88 His actions expanded the money supply by an estimated 7 percent. In the end, debasing hard money was a monetary policy that helped put the economy on a path to recovery.

The reign of Nero was a turning point in Roman monetary history. Money was losing its intrinsic worth, yet Romans increasingly transacted in these debased coins. However, foreign territories like India refused debased coins, so Rome exported silver, gold, or nondebased coins to facilitate trade.89 The city of Rome didn’t produce many goods. They had to import items, which created a trade deficit that had to be financed, a further drain on the state’s coffers. Furthermore, Nero recognized that his coins were more than just minted metal. They were a symbol of value and an instrument of propaganda. Early Nero coins bore an image of the emperor at age sixteen, the year his reign began, alongside his mother, Agrippina, the power behind the throne. Later coins show him with a beard and crown, as he became his own man.90

The Roman Empire grew in influence and expanded its borders to the Middle East and North Africa, covering more than four million square miles. Its many captured treasures enhanced not only Rome’s income but also its spending. Seized metals were melted and minted into coins to pay the burgeoning military. The surge in state spending also financed the hefty bureaucracy and subsidies for the poor.91 In the second century AD, the Roman budget swelled to more than 200 million denarii per year.

However, profligate spending eventually put downward pressure on the economy. The monetary policies imposed in response to the financial crisis of AD 238 effectively made the denarius disappear, especially as the supply of silver was greatly diminished. The state needed more money, so in AD 214 it created another coin altogether, the antoninianus, which was named after its originator, whose name was Antoninus. Bad money forced out good money. People hoarded the denarius for its higher intrinsic value, and it was effectively removed from circulation. Hoarding contracted the supply of money, which forced Roman authorities to issue even more debased antoniniani. By AD 270, the antoninianus was minted with only 2.5 percent silver. With less “good” money in the system, there was an increase in barter and social debt transactions. To compensate for the diminished value of coins, merchants marked up the prices of goods, eventually sparking aggressive inflation. The economic malaise led to public outcries, including a strike by mint workers in AD 271.

Rome suffered from years of economic misfortune. Prices rose nearly 23 percent per year from AD 293 to 301. Emperor Diocletian followed the economic playbook of Nero in the late third century AD. He enlarged the military and built more roads. He instituted monetary reform, returning to a bimetallic system of silver and gold, with new denominations marked by their fractional weight in bullion.92 Money was yoked back to metal with intrinsic worth. But metal prices moved north, too. Inflation remained, and bad money chased out good money. In AD 301, Diocletian issued an Edict on Maximum Prices, which capped the prices of more than one thousand goods, including wine, grain, and clothes. But it was largely ignored, and inflation became even more rampant.

Scholars have long deliberated the causes of inflation in Rome. Meddling with the supply and value of hard money certainly played a pivotal role. Rome’s experience with debased money should give pause to anyone who thinks hard money is a panacea for economic problems. Yet the debasement of hard money pales in comparison to the devaluation of soft money that goes on today. The dollar isn’t backed by metal, and some have called for a return to the one metal that’s remained a fascination over the ages.

The Golden One

Years ago I descended into a South African gold mine, hundreds of feet belowground. There was a sign near the elevator shaft that read “205 days without an injury.” Hundreds of helmet lights worn by the workers flashed across cavernous passageways. Dozens of trucks and hauling buggies motored past me. Such a laborious operation yields little precious metal. Every ton of crushed rock produces but a few grams of gold. Yet these grams are monitored closely by Wall Street research analysts who adjust their economic forecasting models based on mine production data. The amount of aboveground gold in the world was estimated at about 174,000 metric tons at the end of 2012.93 Meanwhile, global steel production in 2012 alone was 1.5 billion metric tons.94

Gold isn’t the only rare metal. Yet there is an obsession for it. Warren Buffett thinks gold lust is bizarre. He juxtaposes my journeys to the African mine and the New York Fed’s vault when he says, “Gold gets dug out of the ground in Africa, or someplace. Then we melt it down, dig another hole, bury it again and pay people to stand around guarding it. It has no utility. Anyone watching from Mars would be scratching their head.”95

Yet some market strategists say that “gold is money.”96 How did this idea begin? The neurons that register “gold” and “value” wired long ago. Early humans were probably attracted to its shine and luster. Only a few naturally occurring materials, like gemstones, water, and ice, would have reflected light and displayed a natural shimmer.

Even some animals like bright, shiny objects. Monkeys are quick to snatch objects like bangles and camera lenses from unsuspecting tourists. Among bowerbirds, a bird species native to Australia and New Guinea, the males construct elaborate lairs festooned with shiny and colorful natural and found objects such as fruit, stones, glass shards, bottle caps, foil bags, and hair ties. The fancy lair attracts females for mating. Colors are nature’s way of advertising. The color of gold sells.97

Gold has long had a luring effect on humans. The Babylonians linked metals to objects in the solar system, with gold compared to the sun.98 The link between gold and the sun appears elsewhere. The Latin word aurora means “dawn,” when the sun appears, and it is similar to aurum, which means “gold”—and is abbreviated as Au on the periodic table. But the English word for gold comes the Old High German word gelo and the Old English word geolu, which means “yellow.”

Some dig for gold. Others practice the abracadabra of alchemy. Early alchemists tried to transform base metals like copper, iron, and tin into “noble” metals like electrum, silver, and gold.99 Because of its lofty ambitions, alchemy has been associated with the mystical and divine, referred to at times as “the knowledge” or “the art.” The word alchemy is itself a mixture: Al- is of Arabic origin; chemy stems from a Greek word that means “melt” or “mixture.”

Alchemy likely began in Egypt in the third century AD. Egyptians had already been experimenting with metalworking for thousands of years, and it was a natural home to alchemists. There are not many historical texts on alchemy from this period, because they were destroyed. Legend has it that the Roman emperor Diocletian banned alchemy because of the threat it posed to debased Roman money and his monetary reforms. Or he may have been fearful of someone financing an insurrection.100 Nevertheless, some recipes have been discovered. One calls for adding sulfur to silver, causing a reaction that results in a golden hue.101

Alchemists gradually tried to make other metals take on more than a golden tinge. They wanted to transmute fully one metal into another. Chrysopoeia and argyropoeia were the names of the processes for turning materials into gold and silver, respectively.102 Alchemists also wrestled with the issue of what constitutes matter. Alchemy required a deep knowledge of chemical properties, yet alchemists still found that making hard money was difficult.

Alchemy was practiced in many different societies. In The Secrets of Alchemy, Lawrence Principe describes how Arabs became interested in alchemy. In the eighth century, a Byzantine emperor showed an Arab ambassador that copper could be melted and, with a dash of red powder, transmuted into gold. Undoubtedly impressed, the Arabs translated Greek alchemical texts.103 Another culture’s obsession for gold making continued in earnest. Just as in the Roman Empire, leaders in the Arab world criticized alchemy as unnatural and alchemists as frauds, and sought to ban the practice altogether.

During the Middle Ages in Europe, some alchemists saw themselves as practicing a divine art. Jesus Christ’s life was an allegory for alchemy, as he transformed from one state to another. To practice alchemy, then, was to improve oneself.104 Martin Luther’s father was an alchemist who believed the practice was consistent with Christian teachings on self-improvement.

During the European Enlightenment, alchemy was studied as part of chemistry in educational institutions.105 Surprisingly, a scion of scientific thought, Isaac Newton studied and practiced alchemy, proving that trying to create precious metals can attract the most “rational” of minds. Though scientists eventually dismissed alchemy, occult groups incorporated the practice and kept its lore alive.106 Even today, the common use of the word alchemy and the reinterpretation of the practice in popular culture, from literature to movies, suggest that the fascination with gold making remains.

Quality to Quantity

It’s not just the emperors of Rome who have manipulated money for political ends. Today it’s still common practice for central banks to adjust the supply of money to abet political goals. There’s no need to mine metals, since the state can just create more soft money. For example, the central bank of Japan purchases massive amounts of securities to inject money into the banking system, which leads to depreciation of the yen and helps Toyota, Nissan, and other exporters sell their products at cheaper prices in the global marketplace. More sales can spell more jobs, an aim of the Japanese government.

Such monetary strategies and currency manipulations have long been a part of the global economic system. However, the global financial crisis of 2008 sparked an era of large-scale currency adjustments as central banks tried to stimulate their respective economies by creating vast amounts of new money. The story goes that with more money flowing through the economy, prices will rise to reflect the reduced value of the currency, which will spur individuals and businesses to spend now rather than later, leading to a bump in economic activity.

Many pundits and politicians have panned the state’s meddling with the supply and value of money. They reason that the historical debasement of hard money is nothing compared to the large-scale manipulation by the state of money that’s not backed by metal. To return to a gold standard would institute some check, the overall supply of gold, on monetary expansion.

Returning to a gold standard invokes the debate between metallists and chartalists. It’s also a debate between creditors and debtors. Creditors have historically tried to protect their investments, wanting to receive money owed to them that is of the same quality. Debtors, however, have historically looked to grow the money supply so they can make loan payments with money that is less valuable.107

But the nature of money is an ever-shifting issue. It depends not only on whom you ask, but on when you ask them. In the late nineteenth century, bankers resisted attempts to institute bimetallism that would expand the supply of money. They wanted to be paid in full with quality, valuable, hard money. Today few bankers advocate a return to hard money, because it could limit loan issuance and curb business.

The arc of monetary history bends toward soft money. Economist Glyn Davies mentions a “quality-to-quantity pendulum” in which the supply of money has increased dramatically over the centuries, at the expense of money’s value.

The sheer amount of soft money in circulation is enormous, partly because it’s so easy to make. Maybe the state has been practicing another type of alchemy all along.







CHAPTER FIVE

Some Like It Soft

A brief history of soft money


You must know that he has money made for him… out of the bark of trees… Of this money the Khan has such a quantity made that with it he could buy all the treasure in the world. With this currency he orders all payments to be made throughout every province and kingdom and region of his empire. And no one dares refuse it on pain of losing his life.

—Marco Polo1



Money makes money, and the more money that money makes, makes more money.

—Benjamin Franklin2



If you think writing about the fortunes of the stock market is tricky, try getting your arms around currencies.

—Bill Gross3



 

[image: image]

Kublai Khan established the Yuan Dynasty and issued paper money that circulated throughout his Asian empire.



 

The Bloomberg computer terminal blinked bloodred. But Jasper was seeing all green.4 He had worked on Wall Street for only a few short years and never witnessed a day like this before. The markets were going to hell, yet his team was making more money than ever.

Jasper worked at the foreign exchange trading desk of a global investment bank in New York. With the bankruptcy of Lehman Brothers in September 2008, the dollar underwent sharp swings, initially depreciating more than 5 percent in one week and then appreciating 17 percent over the next two months.

But it wasn’t the volatility that surprised him. That’s the nature of the currency market. It was the volume.

Jasper was astonished with the quantity of dollars, the masses of money changing hands.

“We can’t keep up with the flow,” he said exasperatedly.

With global stock and bond markets under siege, money flooded into the currency market, rushing into cash, mostly dollars, like a tidal wave enveloping a coastal city—and stayed there. There was nowhere else to invest. The dollar was a safe haven, a port in the storm.

Money has historically been a means. In Athens during the fourth century BC, people converted foreign currencies into drachmas so they could buy olives at the agora. In recent times, people and institutions have converted currencies for similar reasons. A Brazilian company buys Indian rupees to pay its Indian supplier in its local currency. Or a more sophisticated but perfectly sensible transaction: A French company that generates most of its revenue from Quebec locks in a favorable exchange rate for the Canadian dollar as a hedge against wild market swings that could erase profits.

During the 2008 financial crisis, many investors kept their money in money, moving it from one currency to another. The crisis didn’t start this practice, but it certainly accelerated it. Not wanting to convert their money into other assets, many investors held on to these symbols of value. Even though money is an abstraction from its original evolutionary purpose of helping humans obtain energy to survive, many considered cash a concrete way to protect their financial well-being.

The removal of money’s metal anchor caused currencies to float, their values rippling with the market. Investors fish for beneficial fluctuations and convert them into profits. Currencies are now, in investor parlance, an asset class, an investable group with its own set of attributes similar to stocks, real estate, or precious metals. Instead of dividing your investment portfolio among stocks, you can invest in a basket of currencies. Let’s say an investor allocates 10,000 US dollars: 50 percent in Japanese yen, 30 percent in Australian dollars, and 20 percent in New Zealand dollars. The investor expects a return on his or her basket as these currencies appreciate versus the US dollar for any number of reasons, such as surprising political news or changing expectations about where interest rates are headed.

The currency market has become the deepest, largest, most liquid market in the world. The average daily trading volume of currencies, including more esoteric products like currency derivatives, exploded from $1.5 trillion in the late 1990s to $4 trillion in 2010, which exceeds the volumes traded in the stock market. By comparison, the S&P 500 averages $150 billion in volume per day. Another reason for the currency market’s liquidity is that it’s almost always open: Trading begins on Sunday night in Auckland, New Zealand, and ends Friday evening in New York.

The United States dollar is the most significant currency in this market. That’s because its issuer has been the world’s leading economic (and some say, military) power since World War II. The US dollar is attractive to investors because it’s readily convertible into other currencies through the foreign exchange market. There are more than 170 currencies in the world, but 85 percent of currency transactions involve the dollar. Prices of global commodities like oil and many other tradable goods are set and settled in dollars even if the United States isn’t involved in these transactions; some 81 percent of global trade is settled in dollars.5 Because it’s the dominant global currency, the dollar gives the United States incredible monetary and economic advantages. It’s what Charles de Gaulle’s finance minister famously called America’s “exorbitant privilege.”6 When I was in Marrakech, merchants of pouf cushions preferred payment in US dollars to Moroccan dirham. Shelling out dollars made my life easier, but the local currency exchange shop lost my business. Another advantage for the United States is that it doesn’t have to sell real goods to acquire the liquid and versatile dollars. Economist Barry Eichengreen explains:


It costs only a few cents for the Bureau of Engraving and Printing to produce a $100 bill, but other countries have to pony up $100 of actual goods and services in order to obtain one… About $500 billion of U.S. currency circulates outside the United States, for which foreigners have to provide the United States with $500 billion of actual goods and services.7



Another benefit of issuing the world’s most dominant currency is that the United States can impact monetary systems beyond its borders. In response to the credit crisis, the Federal Reserve created more money and liquidity, which had international consequences. With so many new dollars flooding in, global asset markets started to move up again, causing other countries, notably China, to complain about inflation.

But quantity comes at the expense of quality, as measured by market value. The surge in the value of the dollar during the crisis interrupted a long-term downward trend, which has resumed. A dollar doesn’t go as far as it used to: According to the Bureau of Labor Statistics, since 1971 there has been an 83 percent decline in the purchasing power of the dollar, from $1.00 to 17 cents.8 One primary reason for the decline is supply and demand of money itself—the Fed has created more dollars than the market demands.

Certainly, the renewed weakness in the dollar isn’t bad for all parties. American exporters benefit from a weaker dollar because real prices become lower for customers in foreign markets. But the dollar’s outsized role in the global currency market, and its declining value, gives investors pause, especially since the 2008 financial crisis, which had roots in the US financial system and mortgage market. The United States accounts for 25 percent of the world’s gross domestic product, yet almost 60 percent of foreign central banks’ reserve holdings are still in US dollars. For central banks, there has been a gradual diversification into other currencies, as 70 percent of holdings were in US dollars in 1999. The crisis convinced more foreign central bankers that they need a Plan B, but in recent years good options weren’t obvious because the euro and yen faced their own challenges.

Any currency that’s highly reliable, liquid, and convertible can theoretically serve as the world’s dominant currency. Great Britain’s pound was the world’s leading currency in the nineteenth and early twentieth centuries, until the dollar replaced it. Now the pound is involved in just over 10 percent of currency transactions. Already market prognosticators suggest China’s renminbi is but a decade from becoming a leading if not dominant world currency that will reflect China’s significant economic position in the world.

Many have suggested ways to preserve America’s exorbitant privilege and maintain the dollar as the world’s reserve currency, or at least slow the pace of decline in its share of global reserves. One solution is to bolster the quality of the dollar in terms of value by reducing its quantity, contracting the money supply, even returning to a gold standard. However, history shows that the creation of money has been a temptation few have been able to resist.

The dollar isn’t what it used to be. It’s no longer backed by any gold (and hasn’t been since the early 1970s). It’s soft money. I define soft money as currency that is not backed by commodities like precious metals. A dollar bill has very little intrinsic worth, but it remains a symbol of value. A dollar’s worth is supposedly backed by the faith and credit of the US government. You could also say that the source of the dollar’s value isn’t determined by precious metals underground but reflects the underlying fundamentals of the US economy. But economist Milton Friedman explains it best: “The pieces of green paper have value because everybody thinks they have value.”9

It’s difficult to pinpoint exactly why soft money was created in the first place. But here are a few possible reasons:

First, convenience: A dollar bill is easier to handle than gold bullion and gold coins. Exchange is evolutionarily advantageous, and any tool that significantly helps us trade and cooperate more efficiently has a good chance of being widely adopted.

Second, abstraction: As the human capacity for symbolic thought improved, we no longer had to see or touch the source of value. Money today is an abstraction of its evolutionary purpose of helping us obtain the resources we need to survive. Brain scans reveal that obtaining dollars triggers activity in the nucleus accumbens, part of the reward center, so we clearly understand that pieces of green paper represent something else of value.

Third, universality: As the “super-brain” of society has become more global and interconnected, a common financial system, one supported by institutions that issue soft money, has become the standard. Just as it takes time for the brain to learn something new, it took more than a thousand years for the “super-brain” to widely adopt soft money as the prevailing form of currency.

Last, power: Issuers of soft money can easily alter the money supply to achieve political and economic goals, shaping a society as they see fit. Issuers can design soft money so that it has worth within a jurisdiction; hard money may always have value outside territorial borders, making it a flight risk. Soft money is nothing short of financial alchemy. An issuer can create money out of thin air and fund its agenda without directly taxing its citizens.

This final reason is cynical yet illuminating. Coinage had a democratizing effect in the ancient world. But once Rome’s leaders started to tinker with the value of coins, they realized the political usefulness of being the issuer. The large-scale manipulation of hard money abetted their goals and helped them alter the economy to their liking. “Give me control of a nation’s money supply, and I care not who makes its laws,” said Mayer Amschel Rothschild, the financier who started the Rothschild banking empire.10

Metallists admit that hard money has historically been manipulated. But soft money, they reason, gives more power to the state. Nero was unable to affect uniformly his entire currency at once. When he issued a new batch of debased coins, there were still high-grade coins in circulation. The value of these high-grade coins would appreciate, yet it would take time for them to be hoarded and removed from circulation.11 With soft money, the state affects the value of all its notes simultaneously. When the Fed issues notes, it adjusts the overall money supply, which impacts the value of every dollar. Soft money renders Gresham’s law moot, as all good money becomes bad.

It’s easier for the state to issue and alter soft money. Whereas the denarius was bounded by metal, the dollar is boundless by its absence. As of June 2013, there were 1.1 trillion in circulation, much of which is thought to be overseas.12 Other measures of the money supply are larger: The monetary base, the sum of money in circulation and bank balances maintained at the Federal Reserve, was $3.2 trillion in June 2013, a staggering amount.13 The arc of monetary history bends toward expansion and inflation, especially when encountering difficult economic times. Policies geared toward increasing the money and credit supply became a prescriptive doctrine to reboot the economy during and after the 2008 financial crisis, in an attempt to encourage the extension of credit, as well as to boost certain asset prices and drive investors into riskier investments, further supporting prices.

Borrowers will be less troubled by unexpected increases in inflation because it erodes the value of money over time, which means they will pay back the lender with money that is worth less than it is today.14 Say I borrow $100 with a promise to pay you back next year with no interest. Suppose prices increase 3 percent over the year, so the purchasing power of the dollar decreases. After one year, the $100 holds only about $97 in purchasing power.15 It may not seem like a lot, but it can amount to a huge advantage for large borrowers at the expense of creditors. Say the United States borrows $50 million for a twenty-year term at a fixed interest rate, and prices increase at a faster-than-expected rate of 3 percent each year. At the end of the twenty years (assuming simple annual compounding), the government must pay $50 million, but with money that’s worth approximately $28 million, a good deal for the government.16 Consider the opposite case, in which prices decline unexpectedly by 3 percent each year. At the end of the twenty years the government must repay the $50 million principal to its creditors with money that now represents about $90 million in purchasing power, which is onerous.17

Indeed, issuers that borrow heavily benefit from a system of soft money that is prone to money creation and inflation. But the nature of soft money also presents issuers a Faustian bargain. In the second part of Goethe’s Faust, the emperor doesn’t have enough money to pay his creditors and military. The devil convinces the emperor to issue paper money that is backed by gold that will be mined later. Money remains a symbol of value, but its value has become abstracted. Harvard professor Marc Shell articulates the devil’s viewpoint on this shift: “If one could mine the minds of men for credit then one would not need to mine the earth for… gold.” The devil realizes that the move from hard to soft money first occurs in the brain: Psychological change is antecedent to any economic adjustment. The emperor’s advisers side with the devil because “they are interested not in the source of monetary wealth… but only in becoming wealthy.”18 At first the paper money engenders incredible riches. Both the emperor’s creditors and military are paid. Even tailors see a boost in business activity. But eventually this wealth proves to be ephemeral, and it exacerbates the emperor’s spending problems. High inflation stirs social unrest, and the emperor faces opposition.19

It sounds like a fanciful tale, but Goethe’s story was inspired by real events. He was familiar with events in eighteenth-century France, when soft money was introduced to rescue the ailing economy. It worked for a short period, until it precipitated financial ruin. Over the course of history, and in almost every region of the world, soft money has demonstrated both great promise and peril. It remains to be seen whether Faust foreshadows ominous events in the United States. The Fed expanded the money supply in response to the 2008 financial crisis, which arguably helped to rescue the economy, but uncertainty remains about the long-term consequences of its actions.

Whether it leads to boom or bust, soft money is a powerful tool. It can enable issuers to pursue political goals through monetary measures. The policy decisions of issuers can also instantly affect other parts of the world through the currency markets. In a monetary system unconstrained by limited amounts of metals, soft money has become virtually limitless—supply at the discretion of the alchemists who make it. Issuers have long known what every child learns: Paper beats rock.

Dragon Money

Ts’ai Lun knew he was on to something. He was the head eunuch in Emperor Han Ho Ti’s court during the Han Dynasty in China.20 In AD 105, he informed the emperor of his creation, but he probably didn’t realize how it would forever change money and how governments institute monetary policy. Ts’ai Lun removed bark from a mulberry tree and stripped its fibers, which he then battered into a flat sheet. He created paper—though some historians suggest it may have been invented as early as the second century BC and used to wrap precious bronze items.

The Chinese refined the craft of papermaking over hundreds of years, using fibers from rattan, sandalwood, bamboo, even seaweed. They also are said to have invented ink, and inkmaking was a craft of great repute practiced by artisans, scholars, and statesmen.21 What’s more, the Chinese invented block printing and movable type.22 In place were all the ingredients for making paper money. But until its invention, bronze coins were the prevailing currency throughout.

In the early seventh century, the Tang Dynasty succeeded the brief Sui Dynasty and became, in the words of the Metropolitan Museum of Art, “one of the greatest empires in the medieval world.”23 The Tang period, which lasted through the ninth century, was characterized by relative stability and cultural ferment. Diplomats from distant lands like Persia visited. Musicians from Central Asia toured China, too. The Tang had actually categorized ten types of music, including foreign genres. It was also an environment for robust commerce and innovation. Merchants searched for better ways to serve customers. Shops stored valuable items for patrons, like a bank that rents out safe-deposit boxes, and issued paper drafts or receipts backed by the items. These drafts functioned like money, since they could be traded.24 Elsewhere, tea merchants wanting to communicate and transmit profits between regions used drafts so they didn’t have to carry heavy bronze coins.25

Government officials explored ways in which to make tax collection easier since they needed revenues to finance the military to combat Turkic nomads in the west and Koreans in the east. The state also created drafts, or “flying money,” to minimize the need to lug coins long distances between far-flung provinces and the state capital.26 They were convertible into coins and used in transactions between local and state governments, as well as among merchants. The state realized the need to regulate these notes almost right away. In 811, it prohibited private entities from making flying money, and it instituted strict measures to protect its power.27 Listed on some notes was the penalty for counterfeiters who “shall be decapitated summarily in punishment for the crime; the first informant shall be given… silver.”28 The bills were used for specific transactions and didn’t circulate like a general-purpose currency, yet paper was the ultimate convenience.29

The later Song Dynasty, which reigned from AD 960 to 1279, is often credited as the first to implement a paper-based monetary system. In AD 970, it established the “bureau of credit cash,” which issued money.30 These paper notes flourished partly because of the shortage of coins. It’s estimated that more than 260 billion coins were minted during the reign of the Northern Song Dynasty from 960 to 1127, but that still wasn’t enough to meet the demands of a growing number of merchants and a burgeoning military.31 This “currency famine” was reason enough for the state to consider other options.32 It found one in its western province of Sichuan.

Coins were made from iron in Sichuan because the province lacked abundant amounts of copper and other metals needed to make bronze coins. It also bordered rival states, and the Northern Song wanted to minimize the flow of valuable bronze money to its enemies.33 Iron coins were left on deposit at banks, and customers were issued receipts that could be used in transactions. At the same time, Sichuan was long known for making paper from hemp, and the imperial court used it to issue decrees.34 It was a small step to issue money via paper, which it did around AD 1000.

At first the court tolerated a fragmented monetary system, allowing sixteen banks to issue paper money. But in 1023, the state revoked this permission, realizing that some residents couldn’t work out who was issuing which notes. Moreover, the state could wield more power as the sole issuer. It established the “bureau of exchange medium” and assumed full production of paper money.35 Its notes were named jiaozi and later renamed qianyin, which was backed by iron and then silver. At the outset, the state exercised restraint by instituting an annual quota of paper money that could be made. The quota was meant to stabilize the value of the currency, curb government spending, and prevent inflation. But the limit was disregarded. The state lifted the quota 50 percent in 1072, and that was exceeded, too.36 Each additional issuance further demonstrated the provincial government’s considerable monetary power—and its inability to control its excess.

The Southern Song, which reigned from 1127 to 1279, sought and eventually incorporated this monetary power. But since its northern lands were lost to the Jin through war, at first there was a fragmented monetary system composed of four territories in which different currencies circulated.37 The disunited currency system diminished trade.38 To make matters worse, the Song faced a currency famine because it didn’t possess enough of the metals necessary to make bronze coins.

The Song employed another metal, silver. Already its price had appreciated considerably versus bronze because the northern regions, more abundant in copper, had been lost. The heightened value of silver also reflected the fact that the Song increasingly used it in administrative affairs: Taxes and military salaries were partly paid in silver. And eventually, silver replaced bronze as the standard store of value.39

In 1170, the state recognized the huizi, a paper currency that had started to circulate among merchants. It prohibited private entities from issuing the currency, backed it with silver, and made it the legal tender of the land. Huizi eventually spread throughout the provinces, with the exception of Sichuan.40 These notes were redeemable for new notes as a way to maintain the currency’s value, but this practice was abandoned in the early thirteenth century, as the state needed more money to cover expenses. As more huizi was issued, Gresham’s law was reprised: Coins were hoarded as a store of value and ultimately removed from circulation.41

Huizi was already circulating as a medium of exchange. And increasingly, this paper money was becoming the unit of account. Historian Richard von Glahn points out that prices once listed in the value of coins were marked in terms of huizi.42 As for serving as a store of value, the silver-backed huizi was a claim on a precious metal of intrinsic worth, even though in practice this promise had diminishing credibility as the state issued more notes. It would take longer still for paper money to delink completely from metal. But that time was coming, as the man who would untether paper was preparing for war.

Despite efforts to maintain huizi’s value, its issuance continued almost unabated, even more so as the Song economy started to decline.43 In the early thirteenth century, the Song’s sustained warfare with the Jin left them weakened. In 1231, a large fire swept across the capital, destroying many buildings, which needed to be rebuilt. The state issued more huizi to cover the cost, and the value of the currency subsequently declined. The value of huizi dropped further when the state replaced its high-quality paper made from mulberry trees in Sichuan with locally available paper of lesser quality. To be sure, the state endeavored to restore the value of its currency. It made vouchers for silver and gold to reduce the huizi in circulation, and even mandated that everyone had to acquire a fixed amount of notes.44 But it couldn’t resist the temptation to print more notes to cover its significant expenses, and the Song’s economy deteriorated. After years of fighting, the Song were vanquished by Kublai Khan and the Mongols, who unified China under the Yuan Dynasty in 1279.

During the thirteenth century, the Mongol Empire spanned Asia to Eastern Europe, making it one of the largest in history. The empire was a loose confederation of territories that relied on the leadership of local chieftains and required great administrative oversight. The empire had started to fragment in the mid-thirteenth century because of fighting among successors to the throne. One of those heirs, Kublai Khan, sought to maintain the strength of the empire, but the question was how. He was torn between expanding and controlling his sphere of influence via nomadic military expeditions, or serving in the state capital as the chief administrator and overseeing an expansive bureaucracy.45 He quickly learned that paper was mightier than the sword. He used money to unify the empire, promote trade among different regions, create more wealth for his court, and strengthen his grip on power.

First printed in 1260, Kublai’s paper money, known as zhongtong chao, was issued in eleven denominations, with no expiration date for when it had to be used, and was backed by silver.46 The selection of silver was on the advice of his financial ministers, who had experience dealing with silver-backed paper in other provinces. Moreover, the Mongols had historically benefited from an extensive tributary system in which silver was remitted from provinces to the capital, and silver was seen as a store of value.

Kublai’s innovation was his diktat. He declared his currency the only acceptable currency of the land.47 Counterfeiters were put to death, and whistle-blowers who knew of counterfeiters were rewarded. He forced everyone to use his money or else face punishment. The state issued small denominations to eliminate the use of bronze coins entirely. So that chao would be without rival, Kublai banned the use of gold and silver in trade, and seized the metals of foreign merchants who visited his lands.48 These restrictions were later eased as chao reached wide circulation.

At first, the state administered a careful monetary policy. To promote the notes and reaffirm their credibility, the state occasionally redeemed them in silver. The old notes were destroyed in public so that corrupt officials couldn’t pocket them. The notes spread throughout, unifying the empire under a single currency. They even circulated as far as modern-day Thailand, Myanmar (Burma), and Iran. Historians have suggested that early Western banking institutions were greatly influenced by the Yuan Dynasty’s monetary system.49

However, from 1280 to 1350, the state endured bouts of inflation. The trouble began with the annexation of the Southern Song territories. The Song’s population of 60 million dwarfed that of Jin, the seat of Kublai’s initial power. Adding so many people generated giant demand for Kublai’s notes, and huizi were converted to chao at a rate of fifty to one. The state issued notes at heightened levels and exhausted its silver supply. With less silver, the state printed more paper, which reduced the credibility of the currency, and its convertibility to metal came into question. Ultimately, the value of the chao declined 90 percent, to an unsustainable level.50 To meet its growing expenses, the state sacrificed the value of its currency.

So Kublai started over. In 1287, the state issued a new currency, zhiyuan chao, which was set at five times the value of the old currency, an effort to devalue the old currency into extinction.51 Up until this point, soft money was paper backed by metal. Kublai’s new currency was declared inconvertible to hard money. Soft money had lost its anchor. It was, in the words of economists, fiat money: issued by the state, circulated on faith, and rendered worthless when people lost trust in it.

To increase adoption of the new currency, the state again banned the use of gold and silver in transactions. But that led to further depreciation of the new currency as these precious metals were hoarded, reprising Gresham’s law. The state even banned private vouchers and coupons, anything that could be a threat to the new currency.52 Instead of the old currency vanishing, it circulated in the shadows, and eventually alongside the new currency because in theory it still was backed by silver.

People lost faith in Kublai’s currencies, especially as budget deficits grew. Kublai’s successors experimented with creating new currencies, but it wasn’t enough to restore faith in the monetary system. In 1311, the dual monetary system was restored. Prices were listed in zhongtong chao, and it became the monetary standard, since it was supposedly convertible to silver. The currency of daily transactions was the zhiyuan chao. The reprised system helped to foster years of relative economic calm, until the power of his successors of the Yuan Dynasty eroded in the middle of the century.53

Chinese monetary history illustrates that the stronger the state, the more credible its institutions, the softer the money. The value of money wasn’t derived from its intrinsic metal worth. People had faith in, or even feared, its issuer. A strong leader like Kublai Khan could make monetary decisions without compunction. Yet these early experiments in soft money demonstrate the Faustian bargain. Despite initially having the confidence of its people, issuers fell victim to the temptation of overproduction, which led to higher spending and rampant inflation. The rise and fall of soft money took decades in China. In another part of the world, it would take only four short years.

A Man in France

Some of what we know about Kublai Khan comes from Venetian explorer Marco Polo, who shared stories about how paper money was used in these distant lands. His discoveries may have been what inspired Europe to adopt similar monetary instruments in the fourteenth century. But the West didn’t engage in its elaborate experiment of using soft money to rescue a flagging economy until much later. In one telling example, the French monetary system of the 1710s, different institutions worked together to reboot a sluggish economy. Yet, as was the case in the East, an unchecked soft monetary system precipitated a decline in the value of the currency and high inflation.

The man who orchestrated an early experiment had a colorful background. Born to a goldsmith near Edinburgh, John Law was educated at top schools, developed a fondness for gambling, and was a notorious womanizer. In 1694, at the age of twenty-three, he even killed an opponent in a duel over a woman. He was subsequently arrested, and sentenced to death.54 But with the help of prominent friends, he escaped on a boat that was headed to continental Europe.55

He eventually wound up in Amsterdam, a bustling financial hub, where he learned firsthand of financial innovations like foreign exchange banking, joint stock companies, the stock market, and paper money.56 The Amsterdamsche Wisselbank, or Exchange Bank of Amsterdam, didn’t charge customers for deposits but for withdrawing coins, as much as 2.5 percent to cover the operating costs of the bank. These fees discouraged withdrawals. In 1683, the bank tried to make withdrawals easier and issued receipts against the coins a customer had on deposit. Over time, the bank prevented customers from withdrawing coins, and these receipts turned into a tradable currency. The change enabled the bank to loan money more easily to large borrowers like the Dutch East India Company.57 The bank’s decision wasn’t widely questioned, as outsiders including Adam Smith thought it had a large reserve of precious metals. Already possessing a mind adept in mathematics, John Law now had an idea that he could reformulate elsewhere.58

In 1705, he wrote about this idea in his book Money and Trade Considered, with a Proposal for Supplying the Nation with Money, which he circulated in Scotland with the help of his aunt, who was a publisher. He tried to connect the dots between money and trade, arguing that more money in circulation would lead to more commercial activity. In addition, he linked the money supply with price levels by pointing out that Europe’s importing of precious metals, hard money, would generate an increase in prices. He advocated for countries that were suffering from shortages of money and depressed prices to increase their supply of it. The most expedient way was to abandon hard money for soft, a new twist on alchemy, to turn paper into gold.59 To be sure, paper money wasn’t new to Europe, since its origins have been traced to medieval Italy. John Law synthesized other people’s ideas and proposed the creation of a state bank, analogous to the Exchange Bank of Amsterdam, to issue paper money.60

But no country wanted what he had packaged and was selling. That changed with the death of Louis XIV, who left France with a monetary and financial crisis.61 The Sun King’s incessant wars and profligate spending generated heavy debt, exorbitant interest rates, and high unemployment. France faced bankruptcy and default. Moreover, it lacked enough precious metals to mint coins at levels necessary to facilitate an adequate level of trade. France was enduring a currency famine.62

The Duke of Orleans, who had been elevated to regent, the head of state, invited John Law to France to help resolve the monetary crisis. Law’s prescriptions for France were right there in the title of his book: money and trade. He thought France needed more money, which would end the currency famine. And he believed France needed a large trading company that could absorb the national debt, promote commerce, and mitigate the financial crisis.

In 1716, he put his plan into action by founding Banque Générale, which functioned as a traditional bank in that it accepted deposits and issued loans. It had friends in high places, as the regent was also a customer. The bank was permitted to issue banknotes that were convertible to hard money. In 1717, the state allowed tax payments to be made using these notes, immediately broadening their use value, making them legal tender and a currency.63

In 1718, the regent took over Law’s bank because of its tremendous profitability and turned it into the official state bank, Banque Royale. The new bank issued notes known as livres, the French currency at the time. Law welcomed the takeover because it strengthened his proximity to power, which would give him more leeway to implement the ideas described in his book. Law knew that the stronger the state, the more money could be governed by fiat. Just like in Kublai Khan’s court, the French government prohibited the trade of gold and silver. By 1720, just four years after Law’s arrival, his system had increased the money supply by a factor of four. The currency famine was over, and prices were on the rise.64

But there was still the concern of France’s large debt and high interest rates. Law looked to absorb the national debt into another institution, a company of which he took control and modeled on a Dutch joint stock trading company. In 1717, Law became the head of Compagnie d’Occident (Company of the West), which was financed with 100 million livres.65 Historian Niall Ferguson explains Law’s plan: “He was (not unreasonably) trying to convert a badly managed and burdensome public debt into the equity of an enormous, privatized tax-gathering and monopoly trading company.”66 The company had procured exclusive rights to commercial activity in Louisiana. In exchange, it was to assume part of the French national debt. At first, it seemed like a fair deal. The Louisiana territories at that time stretched north to Canada and held great promise of copious minerals and precious metals—future revenue with which to repay investors. The regent helped the company by giving it plum opportunities to merge with companies that operated in Africa and Asia. The resulting conglomerate was known as the Mississippi Company.67

Banque Royale and the Mississippi Company were intertwined in Law’s system, and they even merged in 1720. Banque Royale was akin to a central bank, and issued money that people used to buy stock in the company. The Mississippi Company continued to sell shares, which were scooped up by the hungry public. The share price doubled. Law experimented with new ways to promote the shares, such as allowing deferred payment plans, as well as pricing the shares at levels affordable to the common man. Eventually, an options market appeared that provided investors opportunities to buy shares with less money up front. To keep demand strong, Law trumpeted the promise of Louisiana, even planning a city named New Orleans in honor of the regent.68

Meanwhile, in mid-1719, Law saw an opportunity to advance his system and oversee a broader portfolio of France’s economy. The Mississippi Company, flush with investors’ cash, loaned the state money to repay the debt balance. The state had lowered the interest rate on its debt issuance from 30 percent to less than 4.69 Investors who held government debt were steered toward buying shares in the Mississippi Company, and its share price again almost doubled in just two weeks. In just two years, a share had risen in price from 150 livres to 10,000 livres. Investors had seen their holdings appreciate considerably, and the term millionaire was first used in 1719.70 The prospect of getting rich quick generated a market mania in which poor and rich folks alike lined up to buy shares. In a sign of the times, a man suffering from a hunchback condition made 35,000 livres by charging traders to use his back as a table, and subsequently bought shares for himself.71

Law’s system was firing on all cylinders: The money supply had expanded, and the share price of his company had exploded. The monetary stimulus worked, in four short years. The renewed confidence in the state spilled over to the French private sector, which was becoming a leader in international trade and commerce. For having turned around France’s economic fortunes, Law was bestowed the title Duke of Arkansas. He converted to Catholicism because he was to become a public official, the Contrôlleur Générale des Finances, similar to the US Treasury secretary, in charge of tax collection and the nation’s finances.72 This Scottish man set an example that inspired others as the British South Sea Company followed a similar course of action, converting state debt for corporate equity.

Everything that goes up must come down, and the markets began to feel the gravitational force of reality. Because the money supply had expanded drastically, there was runaway spending and high inflation, and the value of the French currency depreciated considerably. The faith in fiat money had started to wobble, and more people began to return to dealing in hard money. To make matters worse, Law’s zigzagging policy of whether to allow or ban the use of hard money led to uncertainty. The share price of the Mississippi Company also declined as more people realized that the area resembled more of a muggy swamp than a Promised Land of minerals and precious metals. Louisiana, at that point, was a risky, subprime asset. It wasn’t generating the income to support the high stock price.

Investors panicked. Law tried to slow the decline of the share price, using the bank’s capital to support price levels. But the market had tipped from bull to bear, and the stock price halved. The state issued an edict that steadily lessened the value of paper money and shares, like letting the air out of a balloon. But that only angered investors and quickened the selling.73 Investors wanted out, and the public demanded Law be jailed. To stop the selling, he oversaw open bonfires in which paper money was burned to reduce the money supply and jack up the currency’s value. But it was too late. Law fled France, and left it with a financial mess that slowed its future economic progress.74

Law is the real-life devil who presents the Faustian bargain of soft money to the regent. His system was short-lived, but the interconnectedness of institutions and reliance on paper money provided a glimmer of what was to come.

All About the Benjamins

Born in Boston, Benjamin Franklin moved to Philadelphia at the spry age of seventeen, in 1723. Coincidentally, it was the same year that the Pennsylvania Provincial Assembly first issued paper money. There was a shortage of coins because the colonies didn’t have abundant deposits of precious metals. The British also prohibited the minting of coins in the colonies. To procure coins, the colonies traded goods with nearby Spanish territories for silver coins known as pesos, or Spanish dollars.75

The shortage of money dampened trade and business activity in Philadelphia. The Pennsylvania Assembly decided to experiment with paper money to see if it could help ameliorate the economic situation. But it realized the perils of soft money, which could generate rapid inflation. In order to prevent overissuance of paper notes, the state backed its notes with future taxes and the land of citizens who borrowed notes from it.76 It also put an expiration date on them. The paper money helped to revive the economy as it stimulated manufacturing, construction, and trade. Though he didn’t play an active role in the adoption of these notes, young Benjamin Franklin recognized how paper money was instrumental in reinvigorating the local economy.

As the expiration date of these notes approached, wealthy Philadelphians didn’t want the state to renew them. They recognized the potential dangers of soft money: Overissuance of notes could lead to spending, high inflation, and a depreciated currency.77 Benjamin Franklin defended paper money in a 1729 pamphlet that he wrote, anonymously titled A Modest Enquiry into the Nature and Necessity of a Paper Currency.78 He echoes the viewpoint found in John Law’s book—paper money abets trade. Franklin writes:


As we have already experienced how much the Increase of our Currency by what Paper Money has been made, has encouraged our Trade… And since a Plentiful Currency will be so great a Cause of advancing this Province in Trade and Riches, and increasing the Number of its People… Upon the Whole it may be observed, That it is the highest Interest of a Trading Country in general to make Money plentiful.79



Not only did Franklin believe that paper currency spurred commerce; he also thought it could be more stable than precious metals. Economist Farley Grubb notes that Franklin understood the risks of soft money. It wasn’t enough for money to be backed by something abstract, like faith in government. Because Philadelphia notes were backed by land, he believed that a land bank could ensure that it didn’t issue too many.80 Franklin’s pamphlet helped to convince the legislature to issue more paper money of this kind. Franklin also benefited personally since his printer was selected to make the notes. Over the years, he even helped to improve the notes by inventing new printing technologies and methods.

Franklin thought that paper currency could help all the colonies, not just Pennsylvania. He suggested a common colonial currency backed by land. Yet he recommended that the British operate the land bank and use the accrued interest to finance the British efforts in the French and Indian War. The colonists didn’t want the British to meddle with local monetary affairs, and his plan was not adopted. Grubb points out that Franklin’s proposal was the first to advocate a “national” paper currency across all the colonies.

In the mid-eighteenth century, some colonies, for example New Jersey, were already using paper money or “bills of credit” that weren’t convertible to hard money or backed by land. Facing currency shortages, more colonies like Virginia introduced these types of bills. Many notes were denominated in British units such as pounds, but various colonies had different standards for what constituted a pound.81 The colonies increasingly relied on these bills to finance their debts, like those that arose from military campaigns of the French and Indian War.

The colonies were exhibiting more independence in terms of monetary affairs. But what was happening in the colonial courts irritated British merchants, as well as Adam Smith, who accused colonists of cheating creditors. The courts began to enforce legal tender laws during debt cases. This meant that colonial money could be used for payments to British creditors, with amounts calculated on the basis of the face value of the notes, even though the current market value was lower than the face value.82 The British didn’t want to be ripped off.

The British usurped the monetary power of the colonies. Parliament enacted a series of Currency Acts to prohibit the use of these legal tender laws, which prevented colonists from paying British merchants in these notes. In addition, the British Board of Trade prevented colonies from issuing paper money backed by land. This type of system allowed colonies to use the accrued interest to pay for various administration costs.83 But when it was banned, the colonies had to raise money by direct taxation. The colonists grew angry at these British measures, as well as the prohibitions of trade with other territories.84 In time, these economic grievances added up, and some were listed in the Declaration of Independence, such as “For cutting off our Trade with all parts of the world.”85

Franklin’s vision of a unified currency was soon realized, but it wasn’t exactly as he imagined. American financiers wanted a common currency to unite the colonies and finance the military during the Revolutionary War. The Continental Congress authorized the creation of Continental currency, or “continentals,” which were theoretically convertible in terms of Spanish dollars on certain dates: They were structured like zero-coupon US savings bonds with the full face value realized only at a set future date, so they traded for less than their face value.86 Colonists had transacted in Spanish dollars and were familiar with their consistent and reliable value. The plates used to mint the money were designed in part by Benjamin Franklin.87 However, continentals weren’t backed by land but by the future taxing power of the government—but that future was in doubt.

The British engaged in economic warfare by issuing counterfeit continentals to increase the money supply and erode the currency’s value. In total, the American colonists issued $200 million in continentals in four years.88 All these factors supposedly led to the considerable depreciation of continentals. In 1777, according to the Massachusetts Historical Society, $1.25 of continentals bought $1 of hard money; by 1781 it required $100 in continentals.89 But Grubb maintains that the value of continentals cratered after 1779 because Congress instituted high taxes for the redemption of the notes.90

The poor performance of continentals wasn’t lost on the country’s founders. In 1783, Alexander Hamilton, who would serve as the nation’s first Treasury secretary, wrote about the hazards of soft money:


Indeed, in authorizing Congress at all, to emit an unfunded paper as the sign of value, a resource, which, though useful in the infancy of this country, and indispensable in the commencement of the revolution, ought not to continue a formal part of the Constitution, nor ever, hereafter, to be employed, being, in its nature, pregnant with abuses, and liable to be made the engine of imposition and fraud; holding out temptations equally pernicious to the integrity of Government and to the morals of the people.91



Congress stopped issuing continentals in 1779. But states continued to issue their own money using British nomenclature, which led to confusion among merchants. In 1785, at the urging of Thomas Jefferson, the government adopted the dollar as the standard unit of account. The word dollar came from thaler, a coin minted from silver in Joachimsthal, Bohemia, Germany (modern-day Jáchymov, Czech Republic). The dollar was to be parsed using a decimal system, instead of the Spanish system, which was divided into eighths. One holdover from the Spanish-American peso was its symbol, as “$” became the symbol for the American dollar.92 The Coinage Act of 1792 established the dollar as a coin that was fixed at a certain ratio of silver and gold.93 The founding fathers thought the new nation should rely on a more sound currency—hard money. They prohibited the states from making their own money but permitted the use of gold and silver as legal tender in Article I, Section 10 of the Constitution:94


No State shall enter into any Treaty, Alliance, or Confederation; grant Letters of Marque and Reprisal; coin Money; emit Bills of Credit; make any Thing but gold and silver Coin a Tender in Payment of Debts.95



By restricting the powers of the states, this clause solidified the monetary authority of the federal government.96 In addition, in Article I, Section 8 of the Constitution, the framers gave the federal government the authority to regulate the value of hard, coined money, and to borrow money, which would serve as a basis for the creation of soft money later.97 Though the dollar began as hard money, it didn’t remain that way for long. Benjamin Franklin’s vision for a unified paper currency would eventually be realized, albeit not as money backed by land. It’s only fitting that since 1914 his portrait has graced the one-hundred-dollar bill, the largest denomination of paper money circulating today in the United States.

Getting Softer: The Civil War

Abraham Lincoln made a difficult but necessary decision. During the Civil War, the United States desperately needed funds to finance Union troops. The nation’s finances were meager, with few sources of revenue. He supported the creation of money not backed by land or convertible into precious metals. However, like the nation’s founding fathers, Lincoln understood the perils of soft money. Left unchecked, it could lead to runaway spending, raging inflation, and financial ruin. Though he wanted hard money, he needed soft money. In his annual message to Congress in 1862, Lincoln praised the suspension of convertibility but cautioned there would be a need to return to it:


In no other way could the payment of the troops, and the satisfaction of other just demands, be so economically, or so well provided for… A return to specie payments, however, at the earliest period… should ever be kept in view. Fluctuations in the value of currency are always injurious… Convertibility, prompt and certain convertibility into coin, is generally acknowledged to be the best and surest safeguard against them.98



Lincoln signed the Legal Tender Act of 1862, which authorized the federal government to emit nonconvertible paper money. These “greenbacks,” printed with green ink, were mandated to be used for all debts public and private. Some $150 million of greenbacks increased the money supply and helped the government cover its expenses. Lincoln found what Law and Franklin had experienced: Paper money spurred trade and commerce.

But as in Kublai Khan’s court and Law’s Banque Royale, the Union needed more money to cover its yawning costs: The army had swelled from sixteen thousand soldiers at the beginning of the war to one million at the conclusion, and the nation’s debt had grown to more than $2 billion. Other methods of raising capital, such as issuing war bonds and Treasury notes, helped but weren’t enough. Lincoln signed a Second Legal Tender Act and Third Legal Tender Act, which approved the issuance of $450 million in greenbacks.99 The value of this currency fluctuated with the success of Union troops. Meanwhile, the Confederacy had seen a considerable depreciation in the value of its paper notes. The Civil War was being fought with cannons, gunpowder, and paper.

It was a difficult decision for Lincoln to sign the act, and not just because of the dangers of soft money. He risked angering a powerful constituency: bankers. Before the war, there hadn’t been a unified national paper currency. Instead, state-chartered banks issued notes backed by coins, which generated handsome profits.100 Yet these notes were risky since they depended on the credibility of the issuing bank. If a bank failed, so did its currency, thus notes typically traded below their denominated value. These “wildcat” banks were thought to be taking advantage of the public by issuing unstable, worthless notes. The term may have come from a failed bank in Michigan that had images of wildcats on its bills. Upon learning about the government’s plan for a national currency, northern banks lost even more credibility when they suspended the convertibility of notes to hard money. Without a metal anchor, the volatility of these notes spiked, and the public demanded a change. Realizing the inevitable, bankers successfully lobbied Congress to ensure that gold would still be used in interest payments owed to them. Republican congressman Thaddeus Stevens noted, “A doleful sound came up from the caverns of bullion brokers, and from the saloons of the associated banks.”101

Despite the protests of bankers, Lincoln and the Republicans largely prevailed in reshaping the US monetary and banking system. Lincoln signed the National Bank Acts of 1863 and 1864, which instituted a tax on state bank–issued notes, resulting in banks ceasing the creation of these notes, and which gave the federal government the power to charter banks. The measures also permitted the federal government to keep its reserves in federal bonds, not just in hard money.102 State banknotes were eventually removed, but several state banks survived by creating checking accounts, which became popular.103

With the Union victory, many bankers and creditors thought that the government would retire the greenbacks. The notes were, after all, an emergency measure, and the crisis was over. As we saw above, Lincoln had remarked on the need to return to hard money when he implemented the greenbacks. Creditors and businesses also wanted to retire the notes so that they could be repaid in more valuable hard money. But debtors wanted to keep greenbacks in circulation because of their inflationary effect. The purchasing power of the money they used to repay loans would be less.

The creditors achieved victory in 1875 with the Specie Resumption Act, which restored convertibility of greenbacks to metal in 1879 and retired $300 million worth of greenbacks. Opposition forces organized, even creating the political Greenback Party, which sought to repeal the legislation.104 The government eventually instituted provisions that kept the greenback in circulation but backed it with hard money. In 1879, the Treasury bulked up on metal reserves in anticipation of massive redemptions, but the tidal wave of people looking to convert soft into hard money didn’t materialize. The people had come to rely on the convenience of paper money, whether it was or wasn’t backed by metal. Many had faith in paper money.

The monetary debate evolved from whether paper money should be backed by hard money to which type of metal. Debtors, including farmers and populists, advocated for bimetallism, silver and gold, because it would increase the money supply: more metal, more money, more spending, more inflation. Creditors, including businesspeople and bankers, desired the gold standard: fewer types of metal, more valuable money. In 1900, Congress passed the Gold Standard Act, which established gold as the only metal backing paper money. It would take another emergency to sever the link between precious metals and paper money again.

Getting Softer: The Great Depression

That emergency was the Great Depression, and it showed that the harder the times, the softer the money. During the Great Depression, 25 percent of American workers became unemployed, and many suffered drought and hunger. Trade and GDP declined almost 30 percent. This wasn’t just an American phenomenon; it was a global one. But before we examine the monetary decisions during this period, a bit of history is needed.

From 1880 to 1914, many industrializing countries were in the “classical gold standard,” what economist Murray Rothbard calls the “literal and metaphorical Golden Age.”105 It was an era of robust international trade, price stability, economic growth, and political harmony. The United States experienced a paltry 0.1 percent inflation every year during this period. Great Britain’s exports constituted a higher percentage of GDP then, about 30 percent, versus now, 19.3 percent.106 The gold standard is straightforward and best defined by economist Michael David Bordo:


The gold standard essentially was a commitment by participating countries to fix prices of their domestic currencies in terms of a specified amount of gold. The countries maintained these fixed prices by being willing to buy or sell gold to anyone at that price.107



However, World War I abruptly ended this era. Several European countries left the gold standard so that they could print money to finance their military efforts. After the war, many countries returned to gold because of its prewar success.108 Yet it was a modified system known as the “gold-exchange standard,” which Rothbard explains:


The gold-exchange standard worked as follows: The United States remained on the classical gold standard, redeeming dollars in gold. Britain and the other countries of the West, however, returned to a pseudo-gold standard, Britain in 1926 and the other countries around the same time. British pounds and other currencies were not payable in gold coins, but only in large-sized bars, suitable only for international transactions. This prevented the ordinary citizens of Britain and other European countries from using gold in their daily life, and thus permitted a wider degree of paper and bank inflation.109



Great Britain introduced this standard at the behest of Chancellor of the Exchequer Winston Churchill. The same exchange rate that was used in leaving the gold standard was used in returning to the gold-exchange standard. But the rate didn’t account for the inflation that had occurred during the war, which overvalued the pound. Rothbard writes, “[The British] did so for reasons of… national ‘prestige,’ and in a vain attempt to re-establish London as the ‘hard money’ financial center of the world.”110 Prices plummeted some 50 percent, British exports remained uncompetitive in the global market, and unemployment skyrocketed. Churchill later regretted his decision.111

During World War I, many European leaders realized what Abraham Lincoln understood decades before: Often during an economic emergency, a country needs more money than it has in its reserves of precious metals or cash. Officials also grasped that gold can be restrictive: When an economy bends, gold doesn’t and neither does the exchange rate. In 1929, the US market crashed and the economy spiraled downward. Several countries, including Great Britain, at first remained committed to the gold-exchange standard. These countries raised interest rates to attract investor capital, creating a more restrictive climate for borrowers and global markets. Scholars contend that they should have cut rates to make borrowing and trading easier during these difficult times.112 A gold standard, however, keeps currency exchange rates constant and forces the country to endure price deflation.113

This doesn’t happen today. Because the dollar isn’t moored to metal, it floats against other currencies. Instead of deflation, the dollar can devalue, making exports from the United States cheaper and more competitive in the global market. Policy makers today prefer currency devaluation to price deflation. But a gold standard provides only one option in a contracting economy: deflation.

Mired in depression, Great Britain raised rates to maintain the value of the pound, the world’s reserve currency at the time. But it reluctantly bowed to political realism: The public didn’t want to endure the bitter golden pill of deflation. Great Britain therefore abandoned the gold-exchange standard in September 1931.114 The pound lost its luster as the world’s reserve currency. Soon after, twenty-five countries also left the gold-exchange standard. Investors looked to the United States to see whether it would be next.115

In 1933, when President Franklin D. Roosevelt took office, he realized the restrictiveness of a gold standard. He thought it was partly responsible for bank runs, as people sought to convert paper dollars into hard money, causing banks to fail.116 He instituted policies that sound as if they came from Kublai Khan’s economic playbook. He authorized Executive Order 6102, which mandated that all gold coins, bullion, and certificates (with some exceptions like jewelry and rare coins) be turned over to the government at a rate of $20.67 per ounce. The US Treasury built a bullion depository in Fort Knox, Kentucky, to house the seized gold. Gold hoarding was banned and made punishable by ten years in jail. The government also prohibited gold exports and mandated that gold mining companies sell their gold to the government.

The Gold Reserve Act of 1934 canceled contract clauses that stipulated terms could be settled in gold. The Supreme Court upheld the cancellation of the gold clause by one vote. The act also allowed the government to adjust the exchange rate between the dollar and gold. Roosevelt increased the gold-exchange rate to $35, devaluing the dollar in an effort to kick-start inflation. There wasn’t exactly a scientific method in adjusting the gold price upward. Roosevelt once suggested on a whim that the price be increased by twenty-one cents. His adviser stated, “If anybody ever knew how we really set the gold price through a combination of lucky numbers… I think they would be frightened.”117

During the Great Depression, the US government exercised more control over the monetary system, making it less restrictive and more flexible than under the gold standard, but at the same time bounding closer toward soft money, like the emperor in Faust. It would take one final shock to cut the metal anchor completely.

The Final Shock

In 1944, with World War II coming to a close, officials from forty-four nations assembled at the beautiful Mount Washington Hotel in Bretton Woods, New Hampshire, to hash out an international monetary system. The United States obtained beneficial terms in the new system since it was emerging from the war as the leading world power. One outcome of Bretton Woods was that other countries fixed their currencies to the dollar, which was fixed to gold at $35 per ounce.118 Similar to how other countries set their clocks in relation to Greenwich, England, now they had to set their currencies to the US dollar.

The dollar was the world’s reserve currency: Other countries would hold securities denominated in dollars, and the United States paid interest for these holdings. The United States held gold. In a sense, the dollar became the new gold. However, despite having largely authored the Bretton Woods system, the United States eventually abandoned it.119

A range of factors caused the United States to desert Bretton Woods: growing costs, burgeoning inflation, and a constraining system. During the 1960s, President Lyndon Johnson’s “guns and butter” policies—the Vietnam War and the Great Society domestic programs—required significant amounts of money. The butter, programs to help the poor, children, and elderly, saw an increase in annual spending from $6 billion in 1965 to $12 billion in 1968.120 But these numbers were nothing compared to what was needed to finance the Vietnam War. Instead of instituting an onerous tax on the people, the US government borrowed funds to pay for the nearly two million members of the armed services involved in war efforts. More than 9 percent of America’s GDP was allocated for defense spending, and more than $100 billion (over $700 billion in today’s dollars) was spent.121 The surge in spending negatively impacted America’s fiscal situation, and deficit spending continued.122 President Johnson bemoaned, “That bitch of a war killed the lady I really loved—the Great Society.”123 It would also help to end the Bretton Woods system.

From 1965 to 1971, the money supply increased at an average annual rate of 7.4 percent. In time, with more money came more spending and inflation. Consumer price inflation swelled from just over 1 percent at the beginning of 1965 to more than 13 percent in 1980.124 Economists debate the origin of this period known as the Great Inflation. Some contend that politicians were more concerned with achieving a target unemployment rate of 4 percent and thus used stimulative measures like deficit spending and tax cuts to boost economic activity.125 Economist Benjamin Klein contends that moving from hard money to soft helped to stoke inflation during the 1960s.126 Economist Allan Meltzer, an expert on the Federal Reserve System, asserts that because inflation is a monetary phenomenon, fault lies with those responsible for monetary policy. The Fed dithered in order to build consensus, and it finally raised rates in 1965 to tame inflation.127 But as the economy slowed down, the Fed reversed course and eased rates in 1968, which further stoked inflation.

With more inflation came more questions. Would the United States honor its commitment to keep the dollar pegged to the price of gold at $35 per ounce? Foreign governments that held dollar reserves were increasingly doubtful about America’s ability to convert dollars into gold. In 1965, France and Spain redeemed millions of dollars for gold. In just over a decade, America’s gold reserves had dropped by half. The global economy was expanding briskly, yet the global gold supply couldn’t grow quickly enough.

A gap emerged between the high market price of gold and the low mandated peg of $35 per ounce. In 1961, a group of central banks formed the London Gold Pool, which was intended to defend the Bretton Woods peg mostly by selling gold. But the gap became unsustainable, and the pool eventually collapsed in 1968. The United States provided most of the gold and didn’t want to sell it at such a low price level.128 The dollar needed to devalue, but it couldn’t be accomplished without jeopardizing the entire currency exchange rate regime of Bretton Woods; thus the dollar became increasingly overvalued and a contentious issue globally. For example, the strength of the dollar displeased European officials, since it enabled US corporations to more easily acquire European firms and assets.

Other countries started to detach themselves from the system by revaluing, devaluing, and floating their currencies. For example, the German deutschmark and Dutch guilder were floated against other currencies. The United Kingdom needed to devalue the pound to try to boost exports. There were many attempts to keep the pound strong, but in 1967 it finally devalued more than 14 percent, a large drop during a time of relative currency stability. Investors asked: If the pound could devalue, why not the dollar? They bought gold in anticipation of a dollar collapse.

President Richard Nixon took office in 1969 and was confronted with deficit spending, high inflation, and a constrained monetary system. To make matters worse, in 1970 the economy started to dip into recession, and the market anticipated an imminent devaluation in the dollar, despite denials by the Nixon administration.129 In 1971, he holed up with his economic advisers at a secret meeting at Camp David. Some of these advisers would become luminaries in their own right, including George Shultz, a future Treasury secretary and secretary of state; and Paul Volcker, future head of the Fed. The question facing his team: Should the United States honor an international agreement at the expense of national interest? Bretton Woods had become a monetary noose for the United States, and it became evident that it needed to be chopped and the dollar devalued. Secretary of the Treasury John Connally proposed “closing the gold window” by suspending convertibility of the dollar into gold. Even Congress issued a report that suggested the suspension of the gold standard.

After a vigorous debate, Nixon determined his course of action. On August 15, 1971, he delivered a twenty-two-minute televised speech (on NBC it was just before the start of the hit show Bonanza) in which he blamed international speculators for creating monetary crises and targeting the dollar. He also unveiled his “New Economic Policy,” which called for a ninety-day wage freeze to limit inflation, a 10 percent surcharge on imports that would make foreign products less competitive in the United States, and a temporary suspension of the convertibility of dollars into gold. He translated his plan to the masses by appealing to patriotism:


If you want to buy a foreign car or take a trip abroad, market conditions may cause your dollar to buy slightly less. But if you are among the overwhelming majority of Americans who buy American-made products in America, your dollar will be worth just as much tomorrow as it is today. The effect of this action, in other words, will be to stabilize the dollar.130



His policies became known as the “Nixon Shock” among international trading partners who were surprised by US protectionism. The onerous 10 percent tax acted like an immediate devaluation of the dollar. In response, Japan floated the yen, which appreciated 7 percent versus the dollar, resulting in a dramatic 17 percent increase in the price of Japanese goods sold in the United States, factoring in Nixon’s 10 percent tax.131 In America, the stock market surged and the press applauded Nixon’s measures: “We unhesitatingly applaud the boldness with which the President has moved,” stated an editorial in the New York Times.132

Despite the creation in December 1971 of a new international monetary system known as the Smithsonian Agreement, which reprised a system of fixed exchange rates, it didn’t last, as the United States and other countries wanted more monetary policy flexibility when confronting domestic issues. By 1973, many currencies of the industrialized economies started to float against each other. Bretton Woods was dead. Gold was gone for good. The dollar was and remains soft. Economist Benn Steil notes the significance of these events:


Though the bond between money and gold had been fraying for nearly sixty years, it had throughout most of the world and two and a half millennia of history been one that had only been severed as a temporary expedient in times of crisis. This time was different. The dollar was in essence the last ship moored to gold, with all the rest of the world’s currencies on board, and the United States was cutting the anchor and sailing off for good.133



Central banks now steer this ship. They preside over a vast web of interlocking institutions that alchemize money. Henry Ford, who believed the dollar shouldn’t be manipulated by bankers, wrote in his 1922 autobiography, “It is a serious question how [the people] would regard the [monetary] system under which they live, if they once knew what the initiated can do with it.”134 It’s important to understand how our modern monetary system works so its complexity doesn’t obscure the Faustian bargain of soft money.

Centralized Alchemy

The world’s first central banker was sentenced to death. Johan Palmstruch, whose story predates and eerily anticipates that of John Law, was a foreigner who moved to another country to set up a banking system. Born in Latvia, trained in Amsterdam, he moved to Sweden and convinced King Karl X Gustav to charter Stockholms Banco in 1656. It was one of the earliest European banks to issue paper money. But like Law’s system, it overheated, and Palmstruch was imprisoned and banished to die. Yet he was eventually freed. Despite the bank’s demise, the Swedes weren’t ready to abandon the idea of having a central financial institution. After all, the bank had helped several companies secure financing, and paper money had proven popular with the public because it was convenient to use. The Swedes created Sveriges Riksbank, the world’s first central bank, which is still in operation today.

Central banking has evolved from its wobbly start in Sweden into a central pillar of today’s financial system. Central banks have become the primary alchemists in the modern system of finance. In a monetary system not reliant on metals underground, they proverbially create money out of thin air. This newfangled alchemy doesn’t evoke images of chemists who mix metals but a complex diagram of the interlocking system of banks and government institutions: fewer funnels and more organizational flowcharts.

In the United States, the alchemy of money creation involves the Federal Reserve System, the banking sector, and the Treasury. The Fed was established in 1913 by the Federal Reserve Act in response to the financial panic of 1907, which had led to several bank runs and bankruptcies. At that time, the banker J. P. Morgan came to the rescue of the American financial system. Officials realized that the United States needed a permanent institution to monitor, regulate, and even control monetary issues. The Fed’s role has expanded over the decades to cover several areas, from supervising the banking system to facilitating international payments.135

The Fed is best known for setting interest rates, the price of money. Technically, the Fed sets a target for the “federal funds rate,” the rate at which banks lend to one another. It intervenes in the market to achieve this target rate. If the Fed wants to lower rates, it buys securities in the market, which serves to expand the money supply: more money, lower rates. If the Fed wants to raise rates, it sells some of its securities in an act to contract the money supply: less money, higher rates. Let’s say the Fed wants to lower rates. It buys $1 million of US Treasury bonds from a bank like Citigroup with new money that it creates out of thin air. The $1 million of bonds are added to the Fed’s balance sheet. Citigroup, like all large banks, has an account at the Fed, and its account is credited with the $1 million it received for selling the bonds.

For this new money to circulate more widely through the economy, Citigroup can loan some but not all of it to borrowers. Banks are required to keep a fraction of their deposits, about 10 percent, in the vault or as a deposit with the Fed. Citigroup must keep $100,000 of the $1 million in reserves. It can lend out the remaining $900,000. Let’s say someone borrows the $900,000 and deposits it in her account at Wells Fargo. Then $90,000 must be kept on reserve, and $810,000 can be lent. In this way, the “fractional reserve system” enables a multiple expansion of money, as the initial $1 million can be expanded up to ten times: A little money generates a lot of credit. And that’s how money is made.

Because banks keep only a fraction of deposits on hand, they face the prospect of bank runs if depositors demand more cash than is held in reserves. It’s like when George Bailey confronts panicked customers in It’s a Wonderful Life and explains, “The money is not here… your money is in Joe’s house… and a hundred others.” In modern times, to increase the confidence of depositors, the government insures deposits up to $250,000.

In its monetary operations, the Fed can buy assets from organizations that aren’t banks, such as insurance companies, but in this case new money might not remain in the banking system and would have a lower impact on the economy. The Fed can also use its invented money to buy securities like Treasury bonds directly from the US Treasury in a process known as “monetizing the debt,” an incestuous process whereby the government can raise funds by means other than raising taxes or selling bonds. In this way, increasing the money supply helps the borrower, the government, since the value of the dollar will likely be less in the future. That’s why governments have historically resorted to creating more money; it’s easier than raising taxes. But because more money can lead to inflation, the value of everybody’s money declines, acting as a covert tax on everyone.

As for the movement of tangible money, the Fed acts as the distributor. The Bureau of Engraving and Printing creates paper notes, and the US Mint makes coins. Both are part of the US Treasury. When, say, SunTrust Bank in Atlanta anticipates an increase in cash demand during the holiday season, it asks the Fed for more money. SunTrust has an account at the Federal Reserve Bank of Atlanta, one of twelve regional Federal Reserve banks. The Atlanta Fed has a cash inventory; it debits SunTrust’s account and provides it cash. In 2012, the Fed processed 31.7 billion notes through its twenty-eight processing centers across the United States.

It’s a big operation. Several institutions make up America’s expansive monetary system, and it’s fair to say modern alchemy is contemporary bureaucracy. Despite the complexity and apparent sophistication of the system, the Faustian bargain of soft money still lurks, and it’s incumbent upon the monetary authorities to use their powers wisely and cautiously.

To Invisible and Beyond

Kublai Khan, Johan Palmstruch, John Law, Benjamin Franklin, Abraham Lincoln, Franklin Roosevelt, Richard Nixon, and countless others recognized the benefits of soft money and controlling its levers. It can support a struggling economy by stimulating trade and commerce. It also helps avoid unpopular policy decisions such as raising taxes or reducing spending. But all monetary officials must be alert to the risks of soft money. During the 1970s, the move from hard to soft money likely played a role in generating “stagflation,” characterized by low growth and persistent inflation, which reached 13.5 percent in 1981. To tame inflation, Paul Volcker, who was now head of the Federal Reserve Board, instituted tough measures, raising the federal funds rate during a period of high unemployment.

In the wake of the 2008 financial crisis, the Fed dramatically increased the money supply, yet high inflation hasn’t materialized. Nevertheless, one thousand years of monetary history teaches a convincing lesson: As societies move from hard money to soft money, as the “super-brain” forms new ideas about currencies, those economies risk failure. All of us, not just central bankers, must recognize the perils of the Faustian bargain—especially as money evolves in the digital age. Money is becoming more electronic and invisible. It has become so abstract that we risk forgetting the concrete lessons of history. As long as money remains a symbol of value, some will seek to control it.







CHAPTER SIX

Back to the Future

The future of money


Gold is a way of going along on fear… But you really have to hope people become more afraid in the year or two years than they are now.

—Warren Buffett1



When you’re using the iPad, the iPad disappears, it goes away. You’re reading a book. You’re viewing a website, you’re touching a website… The technology goes away… And the same is true with Square. We want the technology to fade away so that you can focus on enjoying the cappuccino that you just purchased.

—Jack Dorsey2



In our abundant future, the dollar goes further… This happens because of the dematerialization and demonetization… because each step up prosperity’s ladder saves time; because those extra hours add up to additional gains.

—Peter H. Diamandis and Steven Kotler3
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A mobile phone–based payment system, M-Pesa enables millions of Kenyans to transfer money.



 

A fortune cookie once advised me, “The more things change, the more they stay the same.” Not much of a prophecy. But it may describe how fortunes will be made in the future.

Years from now, there will no doubt be new types of money and payment methods. But thousands of years of monetary history can be a guide for what to expect. The more money changes, the more it might stay the same, retaining properties—like being hard or soft—that we’ve already seen. It may also become increasingly digital, invisible, and intangible.

The form of money will depend on how the “super-brain” of society changes. Let’s consider three possibilities of how the world may fare in the future: (1) a “bear case,” in which the world deteriorates because of several disquieting events, from financial crises to devastating terrorist attacks or natural disasters; (2) a “bull case,” in which the world progresses at a brisk pace as technology is developed and incorporated rapidly and broadly, much like it is right now; and (3) a “dream case,” many years in the future, in which the lines are blurred between man and machine.

In the bear case, one could envision that money will return to being hard and intrinsically valuable. Financial writer Nathan Lewis advocates for hard, stable money in his book Gold: The Once and Future Money. During difficult times, people lack confidence in fiat money because they are concerned about the stability of institutions that issue and back it. They return to proto or hard money, like gold, with intrinsic worth and exchange value. Even though dollars still circulated, Americans hoarded gold during the Great Depression until the government prohibited it, largely because they thought it was a better store of value than dollars backed by the US government. What’s more, in periods of monetary uncertainty, people also resort to bartering and even create alternative currencies.

In the bull case, technologists like Jack Dorsey conjecture that money will be increasingly digital, intangible, and invisible. In times of monetary stability, people go about their lives and don’t think twice about the paper, plastic, or electronic forms of payment. They have confidence in the technologies that facilitate transactions, the institutions that issue money, and don’t resort to hoarding or bartering. In this case, people adopt new technologies to make exchanges seamless. It’s a future in which technology enables millions more people to join the global marketplace.

In the dream case, inspired by science fiction, futurists imagine a range of mind-bending possibilities.4 Maybe it’s a future in which new metals and materials are discovered on distant planets, replacing earthly metals like gold as hard money. Perhaps man and machine merge in some capacity: If one can embed a pacemaker in the body, why not a payment device? The blurring of man and money could spawn amazing new markets, currencies, and monetary systems. However, if these technologies are used in malicious ways, such a dream could turn into a nightmare.

Let’s look into the crystal ball.

The Bear Case

Say there’s an asteroid strike or a nuclear world war that renders much of civilization dysfunctional, from roads and telecommunication systems to bank networks and government institutions that oversee the financial and monetary systems. In the bear case, there is hoarding of all valuables and a return to commodity money. With no official entity to issue soft money or mint coins, people revert to a system in which items are evaluated on intrinsic worth, as metallists have always insisted. Other proto-monies like food and furs may circulate, as they did in the earlier civilizations. Money would return to its evolutionary purpose, helping us survive, an immediate source of energy and shelter. It wouldn’t be an abstraction like it is today because we could no longer rely on the “super-brain” of society and institutions to issue and verify money. We would have to depend on ourselves.

“I’m so embarrassed. I feel like one of those end-of-the-world crazies who stock up on toilet paper and canned goods,” said my friend, a portfolio manager who manages billions of dollars. “I just bought gold bars and hid them under my bed,” he explained.

Civilization didn’t crumble during the global financial crisis of 2008, but I glimpsed how people react during an economic crisis. When I heard that my friend lacked confidence in the global monetary system, I feared the worst. He’s not exactly the type of guy you imagine appearing on National Geographic Channel’s Doomsday Preppers, a show about people preparing for the apocalypse.

My friend viewed gold as a safe haven. It doesn’t generate income or dividends, but gold has historically maintained its value in volatile economic and political conditions. It doesn’t depreciate over time like a floating currency with a growing supply. It’s rare, precious, and in high demand. After the fall of Lehman Brothers in 2008, the price of gold soared almost 125 percent, to more than $1,800 an ounce in 2010. The CEO of Bullion Management, Nick Barisheff, boldly predicts the future price in the title of his book $10,000 Gold: Why Gold’s Inevitable Rise Is the Investor’s Safe Haven.5 He points out that after two decades of selling gold, central banks are buying gold to preserve the value of their currencies, balancing the value destruction wrought by printing so much new money. Central banks accounted for 12 percent of aggregate gold demand in 2012, up from the average over the preceding five years of 4 percent. The largest gold producer, China, also imported 209.7 tons of gold in 2010, a yearly increase of 500 percent. China is reportedly trying to exceed the United States’ holdings of gold. It’s not just these global superpowers: Sri Lanka, Ukraine, and Kazakhstan have also increased their gold holdings.6 Market strategists have debated why investors buy gold in such large amounts; maybe it’s an expectation of rising inflation or fear of a market meltdown. Ben Bernanke offered one explanation. While testifying before Congress as chairman of the Federal Reserve in 2011, he said the Fed holds gold because of tradition.7 Whatever the reason, in times of economic turbulence, we trust in gold.

However, it would take an extreme disaster for a commodity with intrinsic value like gold to eclipse the dollar as the primary circulating currency. Even as people amassed hard money during the global financial crisis, they also hoarded soft money. “I keep a roll of twenties in my underwear drawer, just in case,” said another friend during the crisis.

During the crisis, there was more money to go around: The Fed took actions to dramatically increase the money supply and stimulate the economy. The amount of cash in circulation increased 45 percent from 2007 to 2013. After the fall of Lehman Brothers, there was a 10 percent increase in the amount of $100 bills being held by the public.8 Presumably, these $100 bills were “hoarded” because they were still seen as a store of value.

Paradoxically, people lost faith in the banking system but still wanted the money that it created. Maybe my friend hoarded cash because he expected that dollars would always be accepted. US legal tender laws curb Gresham’s law and explicitly state that dollars are acceptable for all debts private and public no matter how much of their value has been lost. My friend could use his underwear money in the United States despite how soiled it was.

Cash is dirty, low-tech, useful for small transactions, and anonymous. Researchers found three thousand types of bacteria on dollar bills: microbes that can cause acne, pneumonia, and staph infections. Dollar bills they obtained from a Manhattan bank had 1.2 billion markers of DNA, only about 50 percent of which came from humans. The rest were from viruses, fungi, horses, dogs, and possibly even white rhinoceroses. Some bills had small remnants of anthrax. In another study, British researchers examined a batch of their country’s notes and found that 6 percent had amounts of E. coli similar to what is in toilets.9

It is also difficult for the government to track cash transactions and collect taxes on them. Many people in the $2 trillion “underground economy” who don’t have full-time jobs, from nannies and construction workers to drug dealers and prostitutes, prefer dealing in cash. The Internal Revenue Service reports the US government lost more than $500 billion in uncollected taxes in 2012 due to undisclosed income.10 Then there are investors who prefer keeping at least a portion of their wealth in cash, particularly the dollar, because it’s liquid and a relative safe haven—remember Jasper’s foreign exchange desk, which helped investors diversify their holdings.

Hoarding gold, and sometimes even cash, is a reminder of money’s role as a store of value. As we have seen, hard money has historically held exchange value in that it can be traded for other necessary items like food and water. In times of monetary uncertainty, when a national currency is under threat or has vanished altogether, people realize the exchange value of hard money by trading and bartering. In the bear case, an informal network of exchange, a barter community, could replace the monetary system. Transactions would be demonetized. Social capital, social debt, gifts, doing favors for each other could become the primary currency. The gift economy, like that found among the Maori or Kwakiutl people, could replace the market. We would resort to new currencies since exchange is likely part of our evolutionary algorithm.

One doesn’t have to look to our ancient past for examples of barter in times of economic hardship. During the recession of 2008 and 2009, small business owner Anne Phyfe Palmer resorted to bartering. She grew up in a middle-class family, and frugality wasn’t foreign to her. In 1996, at the tender age of twenty-six, she opened 8 Limbs Yoga Centers in Seattle. Low on cash, she was flush with another currency: yoga lessons. Though she traded classes for other services like haircuts and massages from the start, in 2004 she stumbled upon BizXchange (BizX.com), an online barter network that operates in cities such as Seattle, Oakland, and even Dubai. The website smooths some of the friction found in bartering. For instance, bartering is subject to taxes, so BizX manages record keeping and account details for its customers.

At first, she found plenty of people wanting yoga lessons, but she couldn’t find items that she wanted. This illustrates the “double coincidence of wants” issue in bartering: In order for bartering to work, both parties must want exactly what the other is offering. The probability of two parties wanting the same thing is low. Let’s say Anne Phyfe has a plumbing emergency, but the plumber doesn’t want yoga lessons. No deal. Hence, some economic historians say money was invented to facilitate exchange and solve the problem of the double coincidence of wants.

With more participants in a barter system, there is a higher chance of a double coincidence of wants occurring. The BizX community grew over the years and now boasts 8,000 individual users and 2,000 business users. Eventually Anne Phyfe’s yoga lessons became a hit, garnering $20,000 in trade value, which she exchanged for things like business signage and bulk mailing. There was also the added benefit that each exchange could generate recurring business. It was a win-win solution: more customers with little cash outlay. And BizX benefits to the tune of $10 million in revenue for facilitating $60 million in trades per year.11

During the global financial crisis in 2008, when business slowed and money was tight, Anne Phyfe put her amassed credit toward a new ceramic tile floor for her kitchen. At the same time as the remodeling, her husband shifted from freelance design to overseeing the construction, so they lost one source of income. The downtown location of Anne Phyfe’s yoga studio revenue declined, too. In sum, their income halved, and they were living on credit. In hard times, she resorted to exchange in a rudimentary form—she bartered.

During the euro crisis in 2010, which was an economic downturn, debt crisis, and currency panic, some European countries saw the rise of barter communities. In Spain, many bartered because they lacked incomes as unemployment reached 26 percent, and 55 percent among young workers.12 Those who had cash savings tried to preserve it. For example, as Spain’s economy flagged, Sabino Liebana, a Spanish online retailer of computer equipment, tried to preserve his company’s cash flow. He got creative with his office rent, paying not in cash but in kind—with printers and computers. Bartering helped him conserve his cash for other important expenditures.

“Because of liquidity problems I think [bartering] is something that will be used by more and more firms, especially in the service industry,” Liebana explains.13

Anne Phyfe initially encountered limited liquidity in the barter economy, but Sabino praised it as an alternative to cash in economic downturns. Liquidity, the ease with which one can buy or sell a good, depends on many factors, from the number of people in the barter network who are able to fulfill the double coincidence of wants, to the viability of other types of currency. In Sabino’s case, there was an economic downturn and debt crisis that was calling into question the viability of the euro. When people lose faith in a soft currency and the institutions that back it, they often take matters into their own hands. Not trusting the issuer, they trust themselves. They barter to survive.

Besides the economic reasons, the creation of barter networks can also be an act of “solidarity through the rough times.”14 Many who barter see the benefits of a “Do it yourself” economic system, instead of one administered by technocrats hundreds of miles away. “I felt liberated, I felt free for the first time… I instinctively reached into my pocket, but there was no need to,” said a man who started a barter network in Greece.15 When national institutions fail, people rely on their communities and neighborhoods. The marketplace becomes local.

Bartering can be an informal exchange without written contracts, and thus difficult to track, so metrics of its use during the eurozone crisis are limited. But some regional numbers exist. During the crisis, in Catalonia, Spain, several dozen barter communities emerged.16 There’s also a small but growing market: One Spanish online barter network grew quickly and facilitated bartered trades with a value of nearly 10 million euros. In 2012, the International Reciprocal Trade Association, a global barter exchange, helped more than 400,000 member companies make $12 billion in revenues by trading excess business capacity.17

For a broad study of bartering during and after economic troubles, consider Russia after the fall of the Soviet Union. Russians had to adjust to free markets and a new price system. But they couldn’t always afford a given good, so they bartered. In free markets, the prices of goods adjust according to supply and demand. But the Russian government prohibited many companies from dropping prices if it meant selling goods at below production costs—even though those costs were too high in the first place. The effects of bartering were felt throughout the Russian economy as businesses took in less cash, and in turn didn’t have enough to pay workers and vendors. It was a bear case, and there wasn’t a viable alternative.

Bartering was a vestige of the old Soviet economic system. For example, in 1991 researchers examined the business practices of a successful Soviet furniture retailer. All the store’s wall units had sold quickly because of their high barter value. There was a significant demand for wall units because every apartment required one. Customers considered furniture as proto-money that could be exchanged for other necessary items. Even the managers of the furniture retailer engaged in bartering.18 Researcher David Woodruff of the Massachusetts Institute of Technology estimates that bartering made up 50 to 70 percent of business transactions in Russia in 1998.19 In Bulgaria, once a satellite state of the Soviet Union, bartering became prevalent as the nation endured an economic crisis. “You can buy almost anything with potatoes,” observed the mayor of a Bulgarian village in 1996.20

Indeed, the bear case may result in an increase in hoarding and bartering. But it could generate a rise in sharing, which seems counterintuitive. During the 2008 crisis, the US government rescued the banks because it needs them. Government allows the banking system to create money, and the banking system allows governments to borrow massively. This partnership has historically led to unchecked spending, inflation, and the destruction of the currency’s value—telltale signs of the Faustian bargain of soft money. Social scientist Mary Mellor says that in the current system money has been partly privatized, administered by a cartel of banks and government, not just in the United States but in most countries. Because banking officials decide who should receive loans, money is not being appropriated like a public resource. Banks distribute money to certain individuals and enterprises through loans, which have interest rates. In other words, the banks make money from the dissemination of money. However, Mellor argues that money should be seen as a public resource, a commons—like water and air.21 During the crisis, it was the public’s money, tax revenue, after all, that was used to save failing institutions. The interdependence of governments and banks, laid bare during the 2008 financial crisis, has eroded people’s faith in financial and governmental institutions. A Gallup poll found that since the 2008 financial crisis, only about 25 percent of Americans have a “great deal” or “quite a lot of” confidence in the banks, down from 53 percent in 2004. This was still a better showing than “big business,” which received 22 percent, and Congress at a dismal 10 percent.22

Even now, after the financial crisis, the public isn’t demanding an immediate reform of the monetary system as we know it, unscrambling the eggs of government and banks. It’s hard to imagine government officials and bankers relinquishing control of the monetary system, let alone playing a diminished role. But let’s say there were an impetus for reform and the bear case realized: After a series of terrible economic crises, an enraged public demands reform of the monetary system. What would such a system look like?

Mellor envisions restoring money as a public utility. The financial and monetary systems could be combined, removed from the auspices of central banks and put under the aegis of elected representatives, or even the people themselves. For example, in Porto Alegre, Brazil, tens of thousands of citizens are involved in a participatory budgeting process, and the World Bank has credited the system for improving the standard of living for the community: The number of households with sewer connections jumped from 75 percent to 98 percent in a decade.23 Mellor proposes that the government could issue money to local communities, cooperatives, or directly to citizens—instead of it flowing first through the banking system. To prevent elected politicians from abusing their monetary authority, another entity staffed with a group of elected officials would determine whether to enlarge or contract the overall money supply. This reformed system, Mellor argues, would likely reduce the amount of money, leverage, and power in the financial system. The electorate would gain power and the ability to prioritize spending for better or worse. Mellor’s ideas may seem counterintuitive for the bear case: Sharing money more democratically is the opposite of hoarding. Yet perhaps a future crisis will generate a rise in neosocialist communities that would try an experiment like this.

Already some communities have taken matters into their own hands and introduced alternative currencies, like BerkShares in the Berkshires region of Massachusetts; Equal Dollars in Philadelphia; and WIR in Switzerland. It’s not illegal to create alternative currencies in the United States, but there are two stipulations: (1) New currencies can’t resemble dollars, to minimize confusion and counterfeiting; and (2) one must pay taxes just as if one were transacting in dollars.

One of the best-known alternative currencies is Ithaca HOURS, which were created by community organizer Paul Glover in Ithaca, New York, during the 1991 recession. He wanted to lessen the impact of the declining national economy on his community and promote local commerce. Glover explains:


In 1991, a lot of people in Ithaca who had talent and time were not being used by the formal economy, and [Ithaca HOURS]… created a network that welcomed their skill. People were either unemployed, underemployed or malemployed. They had skills and passions they wanted to convert into livelihood, and while the classified ads and major employers didn’t care about their special skills and passions, the Ithaca HOURS network celebrated them.24



HOURS are exchanged like dollars for goods and services, such as groceries and doctor’s appointments, and are accepted only within twenty miles of Ithaca. HOURS are printed on paper notes that feature community members. The fronts of some notes read “ITHACA HOURS are backed by real capital: our skills, our time, our tools, forests, fields, and rivers.” The backs of some notes read “ITHACA HOURS stimulate local business by recycling our wealth locally, and they help fund new job creation.”25 HOURS come in six denominations. One HOUR is equivalent to ten dollars, a half HOUR is worth five dollars. More than $130,000 worth of HOURS are in circulation, and more than five hundred businesses accept the currency. Most noteworthy, loans made in HOURS are made with no interest charge. Debtors don’t have to borrow even more in order to cover interest rate payments. In contrast, banks create money by issuing loans that carry interest rates. Debtors who borrow in dollars often must take out even more loans to cover the interest rate charges.

Alternative currencies circulated widely in antebellum America when state banks issued notes during the “wildcat” banking era. Some eight thousand currencies circulated, and the US government oversaw a paltry 4 percent of the money supply.26 The public grew wary of bankers and their dubious banknotes, and as we saw earlier, eventually the greenback was adopted. Another period of wildcat banking, in which subprime loans were issued to those who could ill afford them, led to the 2008 financial crisis. This time the public was irate not just with banks but later with the government for bailing them out.

Unlike the mid-nineteenth century, alternative currencies now may be part of the solution. In his book The End of Money and the Future of Civilization, noted economist and community activist Thomas Greco carefully considers alternative currencies. He readily admits that these currencies often start with much fanfare but eventually lose their novelty and ultimately decline in terms of usage. It’s difficult to predict what currency will catch on in the bear case, but he outlines the properties of a successful alternative currency system. Most important is that any vendor in the marketplace can issue currency, putting monetary power in the hands of its users.

To some degree, this is already happening. Loyalty programs like frequent-flier miles are corporate-issued currencies. In 2005, the Economist determined there were more unspent miles than dollars in circulation.27 Starbucks customers earn Starbucks Star points by paying for items with the Starbucks card or mobile application. In the United States, there are already seven million active cards that are used for 30 percent of Starbucks’ daily transactions.28 These loyalty currencies are issued by nonfinancial institutions. Advertising executive Paul Kemp-Robertson believes that corporations can leverage their trusted brands into creating more dominant currencies, especially at a time when so few people trust banks.29 Right now these currencies have limited use and liquidity. But what if they were more flexible and fungible? You could use Starbucks Star points to pay for a plane ticket to Tokyo and a taxi ride to Koishikawa Botanical Gardens. Starbucks points could be exchanged with Amazon points, just like dollars are swapped for euros. There are already websites where you can convert one corporate currency into another.

Greco believes that a new era is here, one in which technology provides the tools for a digital, alternative currency, combining all the existing corporate currencies or creating a system that links all the regional barter communities or credit-clearing exchanges. These exchanges are business groups that extend credit to each other to facilitate transactions among the community. It’s not unlike what happens today with digital transactions: Money isn’t physically changing hands, but the record of who owns it gets constantly updated.

Looking for a precedent, Greco points out that the US Postal Service monopoly in letter carrying didn’t prevent the rise of email and text messages. He highlights several technologies that may be a threat to the government and banking monetary monopoly: social networking, peer-to-peer credit clearing, systems that evaluate counterparty reputations, and encrypted and secure systems.30 Already start-ups like Lending Club, an online peer-to-peer lending company, have originated more than $2 billion in loans, with only a 3 percent default rate.31 These are loans determined not by bankers but by the community. Greco makes the case that technology can scale monetary networks like never before:


Will eBay or Amazon be able to exploit this opportunity…? The past three decades have seen great progress in the development of private commercial “barter” or trade exchanges that provide direct credit clearing among their business members. Optimizing their design, putting all the pieces together, and taking these networks to scale are the remaining tasks that will revolutionize money and banking and enable the evolution of civilization toward greater peace, prosperity, and sustainability.32



One of the most visible examples of how technology is redefining money is the digital currency Bitcoin. Created in the wake of the 2008 financial crisis by a person or persons with the pseudonym Satoshi Nakamoto, Bitcoin is a decentralized currency that leverages peer-to-peer connectivity. In order to make bitcoins, one must “mine” them. Mining is a process in which computing power is used to solve math problems, and to verify and validate transactions on a public ledger.33 It is unprofitable and untenable to use personal computers for mining anymore because they use up too much electricity without generating commensurate amounts of Bitcoin.34 Instead, many buy specialized mining hardware, and then they download software to start the mining process. Many join pools of other miners, thereby combining computing power and increasing the speed in which they attain bitcoins. Finally, one sets up a Bitcoin wallet to receive the Bitcoin that one has earned. Instead of mining bitcoins, one can also buy and sell bitcoins on several online secondary markets. There is a fixed amount of 21 million total bitcoins that can ever be created, and this won’t be achieved until 2140. The currency doesn’t rely on central banks but rather cryptography, mathematics, and decentralized authentication.

Bitcoin has seen early success. According to Bitcoin.org, the value of bitcoins in circulation exceeded $1.5 billion in 2013.35 Wall Street banks have written favorably about the currency. The foreign exchange strategy team at Bank of America Merrill Lynch writes, “We believe Bitcoin can become a major means of payment for e-commerce and may emerge as a serious competitor to traditional money transfer providers. As a medium of exchange, Bitcoin has clear potential for growth, in our view.”36 Even Ben Bernanke, then head of the Fed, seems to have given a nod to Bitcoin. In a November 2013 letter to the US Senate, he writes:


While these types of innovations may pose risks related to law enforcement and supervisory matters, there are also areas in which they may hold long-term promise, particularly if the innovations promote a faster, more secure and more efficient payment system. Although the Federal Reserve generally monitors developments in virtual currencies and other payments system innovations, it does not necessarily have authority to directly supervise or regulate these innovations or the entities that provide them to the market.37



However, it remains to be seen whether Bitcoin will have lasting power as a currency or fade away like other alternative currencies. It has experienced volatility in its price. In 2013, it seesawed from $20 to $266 and then $130 in just a couple of months. Nobel Prize–winning economist Paul Krugman cites this instability, saying that Bitcoin isn’t a firm store of value, something that money needs to be.38 Detractors say Bitcoin, like gold, is deflationary, unable to expand with growth, and could lead to currency famines in times of economic turbulence if it became a leading global currency.

Bitcoin also has a PR problem. In March 2014, Mt. Gox, a leading Bitcoin exchange, was hacked. It lost almost half a billion dollars’ worth of Bitcoin, which amounted to nearly 850,000 Bitcoin, or 7 percent of the entire circulation.39 In October 2013, the government seized 144,336 bitcoins valued at $28.5 million found on computer hardware operated by the creators of Silk Road, an online marketplace that accepted only bitcoins for various goods like books and illegal drugs. The former vice chairman of the Bitcoin Foundation, an organization that purports to safeguard the currency, was indicted for laundering $1 million in bitcoins on Silk Road.40 Already, the FBI possesses more than 3 percent of bitcoins in circulation.41

The government is the greatest impediment to the widespread adoption of Bitcoin. Thousands of years of monetary history show that issuers want more control over the money supply, not less. Only a few months after Ben Bernanke’s letter, in March 2014, the IRS stipulated that, in terms of taxes, Bitcoin will be treated as property and not currency. According to Bloomberg, “Purchasing a $2 cup of coffee with bitcoins bought for $1 would trigger $1 in capital gains for the coffee drinker and $2 of gross income for the coffee shop.”42 Keeping track of the capital gains is inconvenient and an impediment to the adoption of Bitcoin. Dollars are fungible in that one $10 note can be used in place of another. But the IRS limited the fungibility of Bitcoin because you have to consider the tax implications of using every bitcoin.

The point is that the United States is asserting its monetary power—curbing and controlling the use of Bitcoin. And so are other countries. At first, Chinese monetary officials tepidly supported the participation of its citizens in the Bitcoin marketplace.43 BTC China was one of the largest Bitcoin exchanges in the world. However, in December 2013, the Chinese central bank cautioned payment processors not to use Bitcoin. It threatened to reprimand banks that were involved in Bitcoin transactions.44 As a consequence, BTC China’s Bitcoin trading volume declined 80 percent.45 The failure of traditional monetary institutions would likely happen only during an emergency. Only then, during the bear case, could Bitcoin spread in an unimpeded manner. And even then, electricity and digital networks are needed for Bitcoin to flourish.

But all this discussion of Bitcoin as a currency misses the greater point of recognizing it as a technology. On a recent trip to San Francisco, I met with a friend who runs a company that trades Bitcoin. He put it to me simply: “Even if Bitcoin fails, it can be a success.” He then geeked out on me: “Bitcoin isn’t just a currency, it’s a protocol,” he stated. A protocol is a set of rules that guide how data should be exchanged among computers. For example, the “http” at the beginning of a website address stands for “hypertext transfer protocol,” which lets your Web browser, for example, Google Chrome, talk to a Web server located in California.

Historically, digital currencies have been plagued by the double spending problem: Digital currencies can be easily duplicated, which leads to fraudulent transactions. The Bitcoin protocol, in the words of an economist at the Chicago Federal Reserve, is an “elegant solution” to this problem.46 In short, the Bitcoin protocol enables a digital item, like money or a music file, or any item that can be represented digitally, to be transferred, not copied. Venture capitalist Marc Andreessen explains the significance of this:


Bitcoin gives us, for the first time, a way for one Internet user to transfer a unique piece of digital property to another Internet user, such that the transfer is guaranteed to be safe and secure, everyone knows that the transfer has taken place, and nobody can challenge the legitimacy of the transfer… What kinds of digital property might be transferred in this way? Think about digital signatures, digital contracts, digital keys (to physical locks, or to online lockers), digital ownership of physical assets such as cars and houses, digital stocks and bonds… and digital money.47



He provides a thought experiment in which you own a car, and a key that opens it that is activated by your mobile phone. Let’s say that you sell the car. Immediately the ownership of it is transferred to the person who bought it, and the key on your mobile phone no longer can open the car, as it has been updated to reflect the new owner.48

The way this verification process works is that all Bitcoin transactions are stored in an Internet-wide public ledger known as a blockchain, which, once edited, cannot be amended again. There’s more to this technology, but, in essence, this decentralized network authenticates all Bitcoin transactions.49 The implication is that you don’t need a centralized party like a bank or brokerage to validate the legitimacy of whatever is being transferred.

Instead of diving deeper into the technology, let’s look at the big picture—where Bitcoin and digital currencies fit in the evolution of money. It is worth recognizing how digital technology facilitates both hard and soft monetary systems. Lest we forget, the US dollar is also a digital currency that can be traded without being converted into physical form, although electronic transactions in dollars will be cleared through the banking system. But now modern metallists have something to cheer as Bitcoin’s parameters prevent unlimited currency expansion—even if Bitcoin doesn’t have intrinsic worth. Admittedly, the currency is still in its infancy, but metallists need not decry virtual currencies, even if they find themselves bizarrely aligned with “anarcho-technologists who distrust the government authority and believe in the power of distributed networks.”50

Alternative digital currencies may be the future of money. But it’s hard to see widespread adoption in a way that threatens the major fiat currencies, because the US government can decree what is or isn’t considered legal tender within its borders, just like President Roosevelt did when he banned the hoarding and use of gold. It’s more likely that Bitcoin will prevail as a technology that enables the transfer of anything of value such as deeds, titles, or even the movement of other currencies like dollars.

Even if the bear case was realized and global monetary institutions failed, another of the five ideas that I discussed may be adopted: a return to metal money, increased usage of cash, bartering, money as a public resource, and alternative currencies. Or it might be something else entirely.

The Bull Case

I don’t like coffee. I much prefer tea: Darjeeling blended with Assam. That’s why on my recent trip to San Francisco I initially resisted my friend’s suggestion, more like a demand, that we visit Blue Bottle Coffee. We arrived at the café, located in Mint Plaza, and joined a scattered line of customers waiting to be served. The café has a trendy, bare aesthetic with vintage equipment, like a San Marco lever espresso maker. Customers sip their slow-dripped coffees while they read TechCrunch on their iPads and calmly debate recent trends in typography. One of the mustachioed baristas asked for our order.

“Two New Orleans iced coffees, please,” requested my friend.

Mmmmm. The coffee was soft, chilled, and hit the spot on a temperate summer day. Further adding to my enjoyment (and convenience): Neither of us had to take out our wallets. My friend used Square, the digital payment system that lets small merchants accept credit card payments and enables customers to buy products by using their mobile devices. Sounds like something out of the future. But the future is already here. The technology is simple and revolutionary, something one of the company’s founders, Jack Dorsey, a cofounder of Twitter, has a knack for. But it has also proven to be ephemeral, as Square has since shuttered its “Wallet” application, which enables people to pay using their mobile phones, due to lack of adoption.51

Nevertheless, convenience has proven to be an impetus of monetary innovation: from silver bullion, silver coins, silver-backed paper, to silver-colored phones. Square seemingly demonetized the transaction and removed the friction of cash and the experience of paying altogether. Not seeing money probably minimizes brain activity and the fear of spending (or losing) money. Indeed, some technology companies have gotten into trouble for making it too easy to buy items. Apple settled a class action lawsuit of up to $100 million brought against it by parents whose kids had racked up huge fees while playing games on iPads. For example, one girl bought $200 worth of virtual items without being asked for a password, since her parents’ credit card information was on file.52

It’s difficult to know whether Square, or one of its competitors like PayPal, Google, or Apple, will be the dominant mobile payment company in five or fifteen years. For example, in the early 2000s, there were hundreds of payment start-up companies, and arguably only PayPal has survived and reached mass consumer adoption. Nowadays, however, while the companies themselves may be in doubt, the technology they are leveraging is not likely to be. Square and its competitors are revolutionary because they turn the mobile phone, pervasive from Union Square to Tahrir Square, into a payment device, and expand the number of buyers and sellers in the global marketplace.

But before examining how mobile telephones are reshaping commerce, it’s important to recognize the distinction among money, payment device, and payment network. My coffee was paid for in dollars (as the currency) using Square Wallet (as the mobile application) through the Visa credit card payment network.53 To better understand the bull case, let’s focus on the payment technologies that are crucial now and will also be integral to the future of money especially in the developing world: the credit card and the payment networks.

Looking to the future by revisiting the past is exactly the opposite approach taken by Edward Bellamy, author of the science-fiction book Looking Backward: 2000–1887 published in 1887, the third-bestselling book of the nineteenth century, after Ben-Hur and Uncle Tom’s Cabin. The plot concerns a man named Julian West, who falls asleep and wakes up more than one hundred years later in 2000. He encounters America as a socialist utopia in which people work fewer hours and retire at age forty-five. People use “credit cards,” which are more like debit cards linked to someone else’s bank account, to purchase items at a local store.54 The cards draw upon a share of the government’s wealth, which is distributed to each citizen. Money has become, as Mellor envisioned, a public good.

The creation of the credit card is a case of real life imitating fiction. It wasn’t until the 1920s that cards were introduced by oil companies and hotel operators to facilitate customer transactions, but they couldn’t be used elsewhere. In 1946, more widely accepted cards were introduced by Flatbush National Bank in Brooklyn, with its “Charge-It” card.55 In 1950, a better-known card, the Diners Club card, was an outgrowth of an embarrassing experience of its creator, Frank McNamara, who didn’t have enough cash to pay for dinner one night. In just two short years, there were twenty thousand cardholders. American Express and Bank of America followed suit by introducing cards in 1958. American Express garnered more than one million cardholders in its first five years. By introducing its card in California with its massive population, Bank of America obtained a sizable user base, and other banks joined their credit card network, which was later renamed Visa. In the late 1960s, the card that eventually became known as MasterCard was created by a group of banks to compete with Bank of America. The competitor card received a major lift when First National City Bank, later renamed Citibank, merged its card and joined MasterCard.56

Credit cards are convenient, widely used, and vital to the future of money in the bull case. Instead of carrying and counting cash, swiping a credit card (or entering its number for an online transaction) has proven incredibly expedient. In 2013, there were more than 160 million cardholders in the United States, with 1.1 billion cards, purchasing more than $3 trillion in volume, which translates to about 19 percent of GDP.57 Visa alone processes nearly 50 billion transactions each year.58 Purchasing volume jumps to $15 trillion when adding debit and prepaid card transactions.59 The people have spoken and spent.

The prevalence of credit card usage can be explained by several factors. In short, people like the benefits of increased and immediate spending power, even if that means borrowing against their future income. Credit cards present every user a Faustian bargain, as millions have racked up high amounts of debt they were unable to pay off. Of course, it didn’t start off this way. The credit card was one of the many instruments that democratized debt during the twentieth century. Policy makers crafted laws that helped low-income Americans access affordable housing loans, for example. The Equal Credit Opportunity Act of 1974 banned discriminatory lending practices, and the Community Reinvestment Act of 1977 directed banks to extend credit, in a prudent manner, to those in low-income areas.

In 1978 the Supreme Court ruled unanimously in Marquette National Bank of Minneapolis v. First of Omaha Service Corp. that state interest rate laws couldn’t be applied to banks that were chartered in other states. The deregulation of interest rates helped to spread credit cards to people with lower incomes. The governor of South Dakota, Bill Janklow, realized that states could export their rates: “If South Dakota had a 25 percent ceiling, then you could charge 25 percent, even to a loan in Florida.”60 Losing money with their credit card businesses, many large banks opened divisions in South Dakota, and later Delaware, because these states had lifted or eliminated interest rate ceilings. In exchange, these states benefited from thousands of new jobs. Banks determined their own credit card interest rates and applied them across the country. Because they could charge higher rates and spread the risk, banks issued credit cards to lower-income individuals. The credit card business became very profitable, and issuers continue to spend billions in advertising to attract new customers.61 Credit card companies have certainly engaged in unfair and harmful practices, charging sky-high rates and onerous fees. Nevertheless, the policy objective of democratizing debt helped to make this payment device, the credit card, ubiquitous in the United States.

But it’s not available everywhere. While the United States is saturated with credit cards, penetration levels are low in other parts of the world, and still 85 percent of global retail transactions are conducted in cash.62 For example, China, with a population of 1.3 billion, has only 67 million cards. The Chinese have high savings and have been reluctant to take on debts. That is likely because, according to the IMF, the Chinese government hasn’t historically provided an ample social safety net for its citizens.63 Economists have even found that high saving rates may be the result of households trying to make men appear more attractive in a skewed marriage market, with more males than females reaching adulthood. In one study, the savings of households with sons exceeded that of households with daughters in China. The researchers also found that the saving rate increased in regions that had a higher imbalance between men and women, in other words, a more competitive marriage market.64 Credit card penetration levels are even low in more developed countries like Germany, which has a population of 82 million but only 10 million cards. Like the Chinese, Germans have been historically averse to debt. Even the German word for debt, schuld, translates to “guilt.”65 Credit card companies have taken notice and beefed up their international efforts. If a handful of developed countries reached penetration levels like those found in the United States, it would mean an estimated $2 trillion more in volume for Visa and MasterCard.66 The future of money for hundreds of millions of people around the world is simply to use credit cards and their payment networks.

There are many economic reasons for governments and businesses to encourage credit card adoption. There are positive correlations among credit card penetration, growth, and exports. Moody’s found that electronic transactions added almost $1 trillion in global growth across fifty-six countries from 2008 to 2012.67 Scott Schmith of the US Department of Commerce contends that more credit card users means a larger consumer market. He found that consumer spending grows 0.5 percent when the share of credit card payments increases 10 percent. In 2008, he estimated that if China grew its credit card penetration from 20 percent to 22 percent, based on 2005 levels, that would generate $4.3 billion in new consumer spending.68 Already, consumer spending in China and India is growing faster than in the United States, and developing countries are rapidly coming to represent a larger percentage of global consumption.69 Credit cards also reduce costs. Economists found that electronic transactions cost 30 to 50 percent less than paper transactions (for example, there’s less physical labor involved in an electronic transaction). They estimate that a country could save 1 percent of its annual GDP especially if its banks used credit and electronic payments instead of paper payments.70

But getting all vendors to accept credit card payments has proven difficult. In the United States there are more than 30 million merchants that don’t accept credit cards, usually because of fees and the lag of a few days that it takes for the vendor to receive the money. Even those that accept cards may prefer cash to avoid fees, like taxi drivers in New York City who grunt disapprovingly when customers swipe their cards. Yet small merchants stand to benefit from accepting credit card payments because nearly 30 percent of consumers say that convenience is the most important attribute of a transaction, and 70 percent of consumers ages eighteen to thirty-four say they will shop only at stores that accept multiple types of payments.71 Fortunately, convincing small merchants to accept cards is getting easier.72

In the bull case, the future of money will involve mobile phones and other mobile devices, like tablets, in developed and developing nations alike. That’s because mobile phones have far greater penetration than credit cards. The International Telecommunication Union observes that there are almost as many mobile phone subscriptions, 6.8 billion, as there are folks in the world, 7.0 billion, with 128 percent penetration (many own more than one phone) in developed countries and 89 percent in developing nations.73

Recognizing the pervasiveness of mobile devices, entrepreneurs are building mobile payment systems to get a piece of the $900 billion in revenue that the payment industry generated in 2011, or even to grow this number substantially. Already research company Gartner has found that there are more than 140 million mobile payment users globally.74 Though mobile payment volume is less than 5 percent of that which is physically swiped on cards, McKinsey estimates brisk growth rates ranging from 62 to more than 100 percent in the coming years.75 The future for mobile payments is bright.

The growth of these systems won’t initially come at the expense of the major credit card companies. Just as Facebook and Twitter rely on an existing network, the Internet, so, too, will mobile technologies like Square, PayPal, and Apple Pay depend on the established credit card (or debit card) payment networks administered by Visa, MasterCard, and American Express. Card networks route transactions between banks and help with authorization and settlements. Merchants, even those who don’t accept cards, rarely complain about the reliability, effectiveness, and security of payment networks. To replace a credit card network means building a new network and convincing customers to provide sensitive personal information and bank account details—a tall order.

Instead, new mobile systems will likely facilitate and improve the point of transaction, when the customer buys the product. To better understand the mobile payment space, it’s helpful to divide the technologies among three groups: (1) mobile readers; (2) mobile wallets; and (3) mobile commerce.76

Mobile readers enable mobile devices to accept credit cards. Every day for lunch in New York, several food trucks line up outside my office. While they offer a range of delectable foods, from spicy burritos to tangy meatballs, I rarely frequent them because they don’t accept credit cards, and I seldom have cash. In contrast, whenever I’m in Austin, Texas, a town that is known for its tech savviness, I order lunch from one of many food trucks because they accept credit cards, using a card reader that plugs into any mobile device. The food is tasty and the payment process is painless.

Like Diners Club founder Frank McNamara, who was annoyed by not having enough cash, Square cofounder Jim McKelvey’s frustration was the genesis of the Square reader. A software engineer and glassblower, he lost a $2,500 order for a handblown glass faucet because he was unable to accept credit cards. He turned his disappointment into a company that adds 100,000 merchants per month and completes $15 billion in purchase volume annually.77 Millions of merchants use Square because of its simplicity, transparent pricing, and quick settlement times.78 While Square is the most widely used reader, PayPal’s Here and Intuit’s GoPayment have also made inroads into this market.

Mobile wallets allow customers to use their phone like a payment device. At Blue Bottle Coffee, my friend used the now-defunct Square Wallet to buy our coffees.79 When my friend walked into the coffee shop, the barista’s Square terminal detected my friend’s mobile phone and a picture of him appeared on the register screen. The barista identified my friend based on his picture, confirmed the transaction, billed his credit card, and emailed him the receipt. However, this method of identification is non-anonymous and isn’t as ubiquitous as other technologies, like waving your phone next to a merchant’s payment reader. That technology is known as near-field communication (NFC), and it’s used by Google Wallet. Another type of payment system is text message–based and is widely used in Europe and developing nations. Each mobile wallet is different, but they all replace the need to carry a bunch of cards, and they all rely on the payment networks.

Already the competition is fierce. Apple Pay leverages NFC technology and Apple’s enormous customer base with its Passbook application for iPhones, which stores coupons, gift cards, and credit card details. PayPal’s mobile wallet enables users to order ahead, skip the line, and pick up goods in person from retailers like Radio Shack and Foot Locker.80 Starbucks’ mobile application also helps users to order ahead their Americanos and Macchiatos.81 Even the major credit card companies Visa and MasterCard are leveraging their trusted brands with the creation of their own mobile wallets, V.me and PayPass. Many merchants and banks already count on these credit card companies for their networks and other services. Competition is global as companies in countries with low Internet penetration are building their own mobile payment systems. In Japan, already 20 million people use mobile wallets. Japanese company NTT DoCoMo has partnered with MasterCard to make its mobile wallet technology available in more than forty countries.82 Whichever mobile wallet becomes the industry standard, consumers and merchants stand to win because mobile wallets shave seconds from transaction times, which means shorter lines, increased worker productivity, and potentially more customers. But most of these companies are discovering that consumer behavior is difficult to shift. For example, many folks still swipe their credit cards, even though their mobile phones have NFC chips that enable them to wave their devices and “tap and pay.” But maybe because of the prevalence of the iPhone, Apple Pay will change consumer behavior.

Mobile commerce encompasses a broad range of transactions that happen on a mobile device, from mobile banking to mobile shopping. Though mobile commerce accounts for only about 10 percent of all e-commerce sales, US consumers spend more time shopping (but not yet buying) on their mobile devices than on desktop computers. The gap between time spent and sales is due to the fact that consumers use their mobile phones to locate stores, research products, and find deals. Mobile sales among top merchants are growing quickly, more than 60 percent, to $34.2 billion in 2013.83 Leading online retailers like Wal-Mart, Target, and Amazon have optimized their mobile websites, streamlining the payment process for the surge of mobile users.

Most exciting is how mobile commerce and payments are positively impacting citizens in developing nations. The Economist observes that “paying for a taxi ride using your mobile phone is easier in Nairobi than it is in New York.”84 Kenya has M-Pesa, a mobile payment transfer system started by Safaricom. People deposit and collect money at Safaricom outlets found at shops or gas stations, and their M-Pesa accounts are updated. More than 60 percent of adults in Kenya, 17 million people, use the system. People transfer money to friends, family members, and vendors using SMS messages. That a developing nation has leapfrogged developed ones, in terms of mobile payments, shows that lasting and meaningful monetary innovation doesn’t require the most sophisticated technology but needs only to make easier the most basic of transactions—like paying for a taxi.

“I don’t need to go to the bank when I have the bank in my phone,” says a Kenyan businessman who runs a transportation company.85 Rather than trekking to a bank that might be many miles away, he can instantly pay his employees with a tap on his phone.

In the bull case, money disappears, and everyone, from Nairobi to New York, is connected in the global marketplace. Thanks to technologies like M-Pesa, PayPal, Apple Pay, and Square, which transform mobile devices into payment systems, money will become increasingly digital, intangible, and invisible. People can exchange money without touching or seeing it. Money becomes more abstract from its evolutionary purpose of helping us procure resources to survive. In so doing, the transaction seems more pure, like a familial exchange without the formality of a monetary instrument found in the marketplace. The mobile phone can remove the friction of payments and optimize cooperation. It encourages faster transactions and more exchanges, and helps grow a larger, global consumer base.

New payment systems will lead to new goods and services. Just as coins altered the agora in ancient Greece, turning more people into buyers and sellers, new mobile payment systems will transform the agora of the future.

However, there are some impediments and risks in the bull scenario. Before a mobile payment technology can be adopted universally, it helps if there is standardization. Right now, various mobile wallets are being used in the United States. It may be easy to access whatever emerges as an industry standard, since one can simply download that app. Yet a new industry standard mobile reader or wallet may require one to buy a new mobile device with a special chip or technology. What’s more, there is also the risk that governments and banks will try to block these technologies if they see them as a threat to their interests.

Most worrying are the security implications. Mobile security company Lookout analyzed data from 50 million customers and found that chargeware, adware, and malware were significant threats. Chargeware is an application that charges customers who haven’t given consent, a mobile pickpocket. In 2011, for example, GGTracker, a chargeware app, signed up people for fake services and made fraudulent charges. Lookout calculates a 0.22 percent probability that a user in the United States will encounter a chargeware app during a one-week period. There is a 1.6 percent probability of experiencing adware—obtrusive and unexpected ads.86 These threats are only growing in terms of frequency and potential impact. Also of concern are malware apps that collect a victim’s personal information. In one study, 56 percent of US consumers were concerned about identity theft when using mobile payments.87 The bull case presents great promise, but it also affords new ways for criminals to take financial advantage of others.

The Dream Case

Now for some fun. It’s time to dream about money. No, not what life would be like with more of it, but what money will look like many years, say hundreds of years, from now. To spark the imagination, consider how money is depicted in science fiction. There’s no better place to start than…

A long time ago, in a galaxy far, far away. In Star Wars, a currency known as the “Galactic Credit Standard” or “credit” functioned as money.88 According to Wookieepedia, a website devoted to all things Star Wars, credit was created on Sojourn, a moon on which the InterGalactic Business Clan (IGBC) vacationed. The IGBC was a business group of bankers and lawyers that controlled many assets—yes, even in this distant galaxy, bankers were integral to the monetary system. Credits came in bills, coins, and chips. They were backed by copious minerals found on Muunilinst, also known as “Moneylend,” a planet that was the headquarters of the IGBC.89

Different galaxy, same problems. In Star Wars, there was monetary confusion and competition. Despite being backed by metals, credits were refused by planets during periods of uncertainty, such as the Clone Wars. The credit was later known as the “Imperial Credit” and was used by Luke Skywalker to pay Han Solo for transport to the planet Alderaan. Yet smugglers avoided using state-sanctioned money and opted for precious metals like platinum. Those in the Ferengi Alliance traded gold-pressed latinum, a material that could not be reproduced.90

Even though Star Wars is set in a galaxy “a long time ago,” the idea of a “space currency” is futuristic, and it may be achieved sooner than you think. Virgin Galactic is booking space tourists for its commercial space journeys, and a Russian company is planning on launching a space hotel in the coming years.91 Keen to be part of the conversation, PayPal and the Search for Extraterrestrial Intelligence (SETI) Institute have launched PayPal Galactic—an initiative to create a space currency. It’s mostly an effort to spark dialogue regarding how commerce will happen in space. Perhaps yen or dollars could be put into orbit pods so that space tourists could withdraw money. But a researcher from the University of Leicester says that money we use on earth wouldn’t work in space. Cosmic radiation would damage the magnetic strips on credit cards, and coins or anything sharp would be a risk to the safety of space tourists. Instead, scientists at the United Kingdom’s National Space Centre and other researchers have proposed and built prototypes of “Quasi Universal Intergalactic Denomination,” or “Quid,” to function as a space currency. Quids are spherical in shape, made from polymers, and won’t cut anything while they float in space.92

These proposals may be hype, but space writer Brian Dodson raises a real concern: time. On earth, we are used to quick transactions that are facilitated by a global communications network. In space, there would be a delay in transactions because the distances are far greater. For example, it took six years for the orbiter Galileo to reach Jupiter. Transmission also takes significant time: It would take too long for information to be relayed to earth for each transaction, and such a delay could even be exploited by criminals. A distributed “peer-to-peer” network might have to be built throughout the galaxy, and it’s unclear who would pay for this.93

In 1978, Paul Krugman, who besides being an economist and New York Times columnist is also a science-fiction lover, published “The Theory of Interstellar Trade,” which highlights the same problem. He realized that the theory of relativity would be in effect, as time would be experienced differently by those on different planets and those transporting goods between the planets. Because the time and distance would be great, any space trade would require a heavy amount of investment.94 The Economist summarizes his two theorems of space trade:


1. Interest costs on travelling goods should be calculated using clocks on planets, not ships. This is because the opportunity cost of trade… is calculated using planet-bound clocks, regardless of what relativity does to a businessman travelling alongside his cargo.

2. Though long travel times mean prices on trading planets will never reach parity, interest rates will. If they differed, then investors could buy bonds on the more attractive planet, driving its rates back to parity with those on its trading partner.95



Coming down to earth, in New York City I once arrived at a restaurant and learned that they had flubbed my reservation. I had started to text my friend that he could take his time, when the host looked at me aghast: “Sir, please don’t write a bad review on Yelp. I will seat you right away,” he said. The restaurateur realized that one bad review could turn away hundreds of potential customers. He knew that reputation drives business. It is a type of currency.

Strategists at companies like American Airlines are trying to leverage our digital interconnectedness to burnish their corporate reputation. The company encourages and rewards customers with large social media followings—in hopes for some positive buzz in return. It occasionally permits those with a high Klout score into the first-class airport lounge.96 Klout is an application that measures a user’s social media influence and assigns a score of 1 to 100. It factors in several social media indicators, for example, the number of Twitter retweets and Facebook likes that you generate. The higher your reputation, the more you profit. This isn’t a dream world. This is our world.

Science-fiction writer Cory Doctorow takes a reputation-based currency further in his Down and Out in the Magic Kingdom. He imagines a twenty-second-century world in which “Whuffie” is the prevailing currency. A person gains or losses Whuffie by doing something that positively or negatively impacts their reputation. Each person has a brain chip that makes them a node in the greater human network, so everyone knows each other’s Whuffie balance. While implanting brain chips seems like a drastic step, it may be a sign of what’s to come.

In a dream case, it isn’t just reputation that could function as a currency but thoughts, emotions, experiences, dreams, ideas—any mental content. Remember that brain scans show that money elicits neural activity in many regions of the brain, such as the nucleus accumbens and insula. As long as future forms of currency activate these regions in a similar manner, we will likely continue to perceive it as a symbol of value. As technology advances, from credit cards to mobile payment systems, money becomes increasingly invisible and abstract. One day, maybe man and machine will merge, as to eliminate the “middleman” of physical money altogether, turning neural activity into a currency itself. Surely, if we can embed pacemakers, we could implant payment systems into the body. Instead of a mobile wallet, we may have neural wallets.

Whether made possible by brain chips, as in Doctorow’s book, or by a linked cloud of all our brains that stores mental content, people could exchange, trade, buy, and sell almost any neural activity—and it could all be authenticated by a decentralized Bitcoin-type protocol. If you were traveling to Paris and wanted to learn French, you could “buy” the knowledge of French from your friend by “selling” her your experience as an Olympic archer. If you wanted a frightening Halloween, you could “buy” the nightmare of a friend; or you could “sell” something she desires, like the memory of a romantic walk on a beach for Valentine’s Day. Maybe instead of trading these memories with others, vendors could create and sell custom experiences that they insert into your mind as memories, like when you kicked the winning goal of the World Cup. This type of currency could radically change how we deal with one another and how we think about our self-identity.

The neural wallet may even facilitate energy transfers. We could all be “plugged” into a shared grid of energy. If you were hungry, you could buy calories from someone else in exchange for your surplus vitamin D, and your body could be instantly infused with energy. This bears resemblance to the energy currency of the natural world, discussed in the first chapter. When a plant absorbs sunlight or a monkey eats a banana, there is a transfer of energy. Similarly, in this dream case, “money” may simply be what we call neural, chemical, and biological transfers that we’ve always valued and desired—a symbol of value. Exchange would be more “direct,” triggering the same receptors in the nervous system as things we value like money or food. The more money changes, the more it stays the same.

Obviously, a neural wallet raises concerns, ranging from hacking into someone’s mind, like in the movie Inception, to losing one’s identity. The dream case, without the right safeguards, could devolve into a dystopian nightmare. That’s what happens in the film In Time, in which time becomes the dominant currency. Everyone is born with a digital clock on their arm. After they reach twenty-five, the clock counts down to zero, at which point the person dies. Folks can use their time to pay for daily living expenses like a bus fare or trade it with other people. The rich people hoard their time at the expense of the poor. The richer you are, the longer you live.

While brain chips and arm clocks seem like they are decades if not centuries away, Ray Kurzweil, an expert in artificial intelligence, believes the blurring of man and machine is already under way: “But when it comes to actually putting computers in your body and brain, nobody protests. We seem to relish merging with machines. We use them all the time. We created this technology to overcome our limitations.”97 When it comes to money, Kurzweil recognizes its universality: “So even though we may radically disagree on some things—like let’s say the US government and Al Qaeda—they both respect money. So it’s remarkable how we have this universal respect for this very esoteric virtual construct.”98 Because everyone uses and respects it, a drastic change to money is sure to have profound effects on humanity. As much as we try to alter money, it may end up shaping us.

You May Say I’m a Dreamer

Besides being an amusing thought experiment, imagining the future of money may have real economic consequences. For example, researchers studied why people don’t save enough money for retirement, and found a unique solution to the problem. Many “discount” the future, opting for short-versus long-term gains. With life expectancy among Americans increasing, many are in for a rude awakening and will have to adjust to a lower standard of living in retirement. Researchers discovered a way to prevent such severe discounting—by helping people imagine their future. Using virtual reality, subjects dealt with realistic renderings of themselves in which they appeared many years older. Subjects encountered their future vulnerability: gray hair, wrinkles, and other signs of aging. When asked to allocate $1,000, subjects who interacted with their aged avatar placed twice as much money into savings as those who hadn’t dealt with their aged avatar. In fact, researchers found that in several studies, when people see a future version of themselves, it impacts their behavior, and they don’t discount the future as much as they once did.99

Imagination leads to implementation. Even if it’s just a short-term effect, saving an incremental ten dollars by cooking at home is a positive outcome for the eventual retiree. These findings leave one wondering whether virtual simulations can be incorporated into financial literacy educational programs to promote saving for retirement.

There’s been no shortage of imagination when it comes to money throughout history. From iron spits and grains to silver coins and paper notes, money is always evolving yet remaining a symbol of value throughout. Whether it’s a bear, bull, dream, or another case, money will reflect our ever-changing needs and desires.

In thinking about the future of money, my friend suggested that something might be invented to make us “better” with it: spendthrifts more responsible and misers more charitable. But we don’t have to wait for new technologies to induce these modifications in behavior. While the instrument of money is continually changing, the way in which we use it may remain constant—as long as we remember that money can be a symbol of our values.
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CHAPTER SEVEN

Angel Investors

Religion and money


For the love of money is a root of all sorts of evil, and some by longing for it have wandered away from the faith, and pierced themselves with many a pang.

—1 Timothy 6:101



Ben Zoma said… Who is rich? One who is happy with what one has, as it says: “When you eat what your hands have provided, you shall be happy and good will be yours” (Ps 128:2).

—Mishnah, Pirke Avot2



O Bhagavati—who resides amidst lotuses, holds the lotus bloom in her hands, wears white resplendent garments, adorned with fragrant garlands, [Lakshmi], pleasing to the mind, and blessing the three worlds with plenty—shower your benefaction to me.

—Kanakadhara Stotram, verse 153
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Lakshmi, the Hindu goddess of wealth and auspiciousness.



 

I had never met a leper before. But here I was surrounded by several of them at Nirmal Hriday, or “Home of the Pure Heart.” It’s also known as Mother Teresa’s Home for the Dying & Destitute in Kolkata, India. Established in 1952, it is a small hospice for thousands of poor people who are found languishing in the streets. Someone dies there almost every day.

I arrived on an overcast autumn evening. The sick men and women had been gathered into separate areas for supper. The men were dressed in teal shirts, pants, and short-sleeved black sweaters. They were seated close to each other on benches. Near me was a man without legs, quivering on the ground while yellow foam formed underneath his lips. His eyes were fixed in a thousand-yard stare. Another man in a wheelchair began to cough violently, spitting bits of idli sambar, rice cakes and vegetable stew, onto the floor. One of the eight volunteers rushed to remove the food from his mouth so he wouldn’t choke. He put his finger in the man’s mouth, only to have it bitten.

Seated among the sick was an eighteen-year-old volunteer from Toulouse, France. With a brown mop top, he looked like a young Mick Jagger. Hailing from a middle-class background, he recently finished high school, read about Nirmal Hriday on the Internet, booked a one-way ticket to Kolkata, and committed to be a volunteer at the hospice.

He swung his arm over the shoulder of an old man who was suffering from an enormous stomach tumor, as if they were old buddies.

“Time to eat,” he said in French to the man, who probably only spoke Bengali but smiled anyway. Kindness is a common language.

The presence of this vibrant young adult in a room full of old, frail men was curious to me. He was so different not only from them, but also from me. When I was his age, I was burnishing my college application so that I could attend a first-class university. Admission to a good school can mean an opportunity to land a great job. And now that I had a proverbial great job on Wall Street, I continued working at a frenetic pace in order to accumulate more money, which would supposedly take me to higher ground.

This young man wasn’t thinking about any of this. He was unsure when or whether he would attend college at all. It led me to ask: What leads a healthy young man to live among the old and sick, to forgo riches for rags?

“I do as my religion teaches,” he explained. He was raised as a Catholic and his parents regularly read to him the Gospels when he was a child. He then said something I’ll always remember, a paradoxical yet universal insight: “Though everybody here is poor, they are rich in spirit.” His response made me consider another question that has stayed with me: How is it that those who had nothing—at the edge of death—were nevertheless at peace?

Since its creation, money hasn’t been just a measure of wealth; at times it’s been a symbol of our values and a test of our morality. How one handles money has many implications beyond saving and spending, and can demonstrate whether someone honors the moral code of a society: A rich woman who never donates to those in need is judged as stingy, and a poor woman who gives what she can is considered generous. It seems as if the poor person is acting in the “right,” or at least, in a more humane manner. The way in which one uses money may build or destroy one’s reputation and standing in a community, and it certainly demonstrates one’s character. Because money is an expression of value, it matters how it’s expressed.

The manner in which money is expressed depends on one’s motivations. Consider a simple, clarifying way in which to think about our intentions. In the first case, someone wants more money. This view is predicated on the economic logic that more is better. In the second case, someone doesn’t strive for more money, because they have detached from it in search of something else. This view is based on the spiritual logic that less is more or enough is enough, because they are embracing the paradoxical premise that renouncing material wealth will yield spiritual growth and contentment.

Using economic logic, we desire more money because it helps us obtain the resources necessary to survive. Up until this point, this entire book has been predicated on the logic that more is better. Whether it’s our evolutionary algorithm or our reward circuitry in the brain, we are constantly in search of more money, which has come to symbolize attributes like success, status, and privilege. It follows that financial success has become an almost universal goal, and many work diligently in pursuit of this end. A Pew Research Center poll finds that 77 percent of Americans believe that hard work leads to success.4

But wanting more money and status is about “external success,” which shapes and defines many who are engulfed in the competitive “rat race” culture. Yet the pursuit of external success doesn’t always engender personal contentment.5 Gallup measured the job satisfaction of 25 million people across almost two hundred countries and found that only 13 percent were “engaged” or “emotionally invested” in their job. They found twice as many “disengaged” workers, who exhibited negative or harmful feelings, as they did engaged workers.6 The obsession of making money can have deleterious consequences. In Japan, they even have a word for someone who dies from too much work: karo-shi.

When external success becomes a singular focus, one may begin to evaluate everything with economic logic—the more, the better, even the right. Gallup found that those who believe hard work leads to financial success are more supportive of capitalism. Though support among Americans for free markets dropped from 80 percent to 59 percent in 2010 after the financial crisis, trusting the market has been a mainstay of mainstream US economic thought.7 Alan Greenspan and many leading economists long believed that the market is inherently right and self-correcting. The belief that the market is “right” even pervades American literature. In a study conducted by the Library of Congress, Ayn Rand’s Atlas Shrugged was described as “the most influential book on American lives after the Bible.”8 The book supports libertarian views, notes the supremacy of the free market, and maintains that business and markets should be deregulated. Financial writer Justin Fox traces the belief that the market is “right” to the Middle Ages:


Hints of the same attitude could be found in the work of early economists like Adam Smith—and even religious thinkers of the Middle Ages. While some medieval scholars argued that lawgivers should set a “just price” for every good… St. Thomas Aquinas among them, held that the just price was set by the market.9



The first person to reference the invisible hand wasn’t Adam Smith; it was John Calvin, notes Columbia University humanities professor Mark C. Taylor.10 Calvin believed that God’s hand brought order to an otherwise chaotic world. By using this terminology, Smith changed the “source of order” from “God, to internal relations among individual human actors. From this point of view, the market is a self-organizing system that regulates itself,” writes Taylor.11

However, when market values reign supreme, the line between “right” and “wrong” can be blurred. The profitable can be confused for the “right.” These days almost everything has a price. You can pay someone to write your entire doctoral dissertation. You can even pay someone for their virginity. In one public incident, a Brazilian woman auctioned her virginity for $780,000 to a Japanese man. But is it right? She explained it away: “If you only do it once in your life then you are not a prostitute.”12 The deal fell through, and she tried to auction it again. Even Judas sells the sacred and betrays Jesus for thirty silver coins, demonstrating that even the messiah’s life had a price.

Harvard professor Michael Sandel writes that when everything is for sale, anything can be bought and subject to corruption.13 Putting a price on what was once priceless degrades it. These outrageous acts introduce a market norm into a previously nonmarket arena, similar to the example in chapter 3 in which a Mesopotamian man couldn’t sell his wife unless he was settling a debt.

Ironically, yearning for more external success can leave one with less time, satisfaction, and serenity. The economic logic can yield suboptimal results. This prompts the question, is there another way? Invoking the spiritual logic of less is more may yield superior results. If money symbolizes strength and power, then the lack of it represents the opposite: weakness and impotence. Why would someone want these things? Indeed, the spiritual logic is counterintuitive, yet it is the means to a different end, not financial treasure, but heavenly riches. It’s in experiencing vulnerability that one creates the space and need for faith. If money is a sign of external success, then the detachment from it is about attaining inner peace—where the shadow of money ends and the sunlight of God shines.

When it comes to money, many religious leaders champion the spiritual logic of less is more and the paradoxical wisdom that detachment from material treasures can yield spiritual riches. During different periods, as civilization and markets developed, various religious leaders, like Laozi, Buddha, Jesus, and Muhammad, embraced this paradoxical wisdom. They steered their followers away from coveting material things like money and toward a more ascetic path. These religious leaders sought to enlighten man regarding the outsized power of money. They warned their followers about being enveloped by greed. Considered a deity among some Taoists, Laozi once cautioned that “he who is attached to things will suffer much.”14 That so many religious leaders admonished the worship of money and advocated this paradoxical wisdom deserves further attention.

Anthropologist David Graeber points out that influential religious leaders like Pythagoras, Buddha, and Confucius all lived during the sixth century BC in areas where coinage was invented—Greece, India, and China.15 He suggests that it’s not a coincidence that from 800 BC to AD 600 both money and several lasting religions were created. It’s plausible that some organized religions spread as a response to the rising importance of the marketplace. Many of Jesus’s earliest followers, for example, were poor and receptive to his paradoxical, liberating wisdom regarding material wealth.

Here we explore the paradoxical wisdom embodied by the teenager I met in the hospice, but through the lens of the three Abrahamic religions and Hinduism. There are countless interpretations of religious texts from these faiths regarding money. But one can surely make a case that elements of this spiritual logic can be found in each.

No Two Masters

As Jesus traveled through Galilee, he taught and healed the sick. He reserved his most famous teaching for when he came upon a throng of followers and delivered the “Sermon on the Mount,” a meditation on how to live. Most biblical scholars consider it to be a template for life as a Christian. It’s a comprehensive instruction, as Jesus spoke about a range of topics from adultery and divorce to fasting and prayer.

When it comes to money, Jesus’s paradoxical wisdom shines through when he says, “Do not store up for yourselves treasures on earth… But store up for yourselves treasures in heaven.”16 He points out that earthly treasures erode and can lose their value, and are meaningless in the afterlife. What’s the point of being the richest man in a cemetery? Most important, your treasure reveals your priorities, allegiances, and values. Jesus says as much: “For where your treasure is, there your heart will be also.”17 He summarizes his views on money with lucidity: “No one can serve two masters. Either you will hate the one and love the other, or you will be devoted to the one and despise the other. You cannot serve both God and money.”18 His instruction is clear: Reject the pursuit of money; treasure and cherish God.

Jesus doesn’t qualify his instruction. In the Gospel of Matthew, Jesus urges his followers to detach from money entirely—to renounce it. A rich man asks Jesus about achieving the heavenly treasure of eternal life. At first, Jesus advises the man to follow the commandments, yet the rich man insists that he has. Jesus ups the ante and urges the man to embrace the paradoxical wisdom of less is more or even nothing is everything by advising him to “sell your possessions and give to the poor, and you will have treasure in heaven.”19 Upon hearing this, the rich man grows sad because it wasn’t the answer for which he had hoped.

Turning to his disciples, Jesus emphasizes his point: “Truly I tell you, it is hard for someone who is rich to enter the kingdom of heaven. Again I tell you, it is easier for a camel to go through the eye of a needle than for someone who is rich to enter the kingdom of God.”20

Jesus’s remarks undoubtedly surprised the disciples, since the threshold to achieve heavenly treasure is high—to forgo completely earthly riches.21 Because the disciples had given up their earthly treasures and filled their hearts with God’s message, Jesus promises that they will sit “on twelve thrones” and “receive a hundred times as much and will inherit eternal life.”22

There must also be a place in heaven for a certain teenager from Toulouse. By giving up his material well-being and serving lepers, he took to heart the words of Jesus in the Sermon on the Mount: “Blessed are the poor in spirit, for theirs is the kingdom of heaven.”23 To be poor in spirit means that one humbly realizes the need for God, the treasure above all others. This young man subscribed to the spiritual logic that less is more, and that nothing is everything. He believed in the paradoxical wisdom of detaching from earthly treasure in order to receive heavenly riches.

But many find the ethical standard for Christians to be unattainable—the renunciation of material items and external success. We desire more money, status, and material success through the economic reasoning of more is better. In some cases, we even pray for more money. Christian author Bruce Wilkinson wrote a bestselling and controversial book, The Prayer of Jabez, which made famous two sentences in 1 Chronicles:


Jabez cried out to the God of Israel, “Oh, that you would bless me and enlarge my territory! Let your hand be with me, and keep me from harm so that I will be free from pain.” And God granted his request.24



This prayer suggests that it’s okay to ask God for material goods. Wilkinson explains one application of the prayer: “I think God doesn’t want you praying for a pink Cadillac, but he may not say no if you say, ‘I need a new car.’ ”25 Putting the prayer in historical context, Chronicles was written after the Jews had returned from exile to the last remaining province of Israel. Professor Alan Cooper of the Union Theological Seminary says that the prayer makes sense considering the times, as Jews wanted to expand their territories.26

Jabez’s prayer has served as one of the bases of the “prosperity gospel,” which teaches that Christians are rewarded with economic prosperity because of their faith in God. The prosperity gospel is controversial because of the messengers and the message. Many televangelists, some of whom have been implicated in financial scandals, have trumpeted it. The prosperity gospel also runs counter to the teachings of Jesus, who was crystal clear in his call to renounce material wealth.

Jabez’s prayer seems to sanction greed, which, according to the scriptures, is a sin. Paul says that those who practice “jealousy… selfish ambition… envy… will not inherit the kingdom of God.”27 Rev. Daniel Gard, a dean at Concordia Theological Seminary, takes issue with Wilkinson’s book, saying, “American culture is very oriented toward paychecks and big houses. This basically [let’s you] feel good as a religious person and at the same time go after all the stuff in the world.”28 This prayer, this instance of greed, is easy to spot. But the economic logic of wanting more money can also blind us from recognizing greed in ourselves. The blinding nature of greed is a topic that Jesus returns to frequently during his meditations. In the middle of his commentary on money in the Sermon on the Mount, he summons this subject:


The eye is the lamp of the body. If your eyes are healthy, your whole body will be full of light. But if your eyes are unhealthy, your whole body will be full of darkness. If then the light within you is darkness, how great is that darkness!29



Jesus is warning about the blinding nature of greed, according to Pastor Timothy Keller of the Redeemer Presbyterian Church in New York City. Jesus is saying that if you value the right things, and your eyes are working and healthy, you won’t stumble. But if your eye isn’t working, and you treasure the wrong things, you will “darken” your entire body. It’s vital that one’s eye takes in light and works because greed is a sin that’s difficult to spot.

Pastor Keller remembers when he was giving monthly talks on each of the seven deadly sins, such as lust and pride. His wife predicted that his talk on greed would attract a smaller audience. Sure enough, she was right. He concluded that many in the audience thought that greed simply did not apply to them: They couldn’t see their own greed. In his many years of advising church members, he can’t remember a time in which someone confessed the sin of being too greedy or materialistic.30 That’s because, as Jesus indicates, greed has the power to blind us.

When most people think of greed, they envision someone who is wealthier than them. I think of a private equity billionaire I once met who drives a Bentley Continental and owns a Gulfstream V plane. In contrast, I’m a guy in the lower rungs of an investment bank who works hard and saves money for retirement. But it’s all relative. Some friends of mine who don’t earn as much may think of me as greedy or too showy with money.

We infrequently compare ourselves to those who have less. We rarely face the man in the mirror and recognize our own greed and materialism for what it is. In her book The Overspent American, Juliet Schor writes that “the comparisons we make are no longer restricted to those in our own general earnings category, or even to those one rung above us on the ladder. Today a person is more likely to be making comparisons with, or choose as a ‘reference group,’ people whose incomes are three, four, or five times his or her own.”31 As a result, she discovers that many Americans are dissatisfied with their status and financial well-being. The Internet has exacerbated these comparisons. In a study of six hundred Facebook users, almost one-third reported feeling envy because of making upward social comparisons.32 What the researchers call “rampant envy” exposes what can result with economic logic. If we are always comparing ourselves to those with more and chasing external success, is there room for an inner life or any peace?

What is equally troubling is that greed can prevent us from recognizing “right” from “wrong.” Greed can blind us from the problems around us. One of my acquaintances worked at a hedge fund that was accused of insider trading. He told me that he wasn’t personally involved in the alleged crime and frankly didn’t want to know what happened or who was involved. He preferred to turn a blind eye to the suspected crimes in his midst. He’s not alone. When a company engages in improper or illegal activities, an employee who asks unwelcome questions may be committing career suicide. Instead, the employee closes his eye, which darkens the body. In other words, it pays to remain silent, but at a terrible spiritual cost from the Christian perspective.

Many of us subscribe to the blinding economic logic of more is better, and we live in a world in which external success is celebrated widely, but money and greed can still be uncomfortable and unwelcome topics. Jesus didn’t shy away from talking about them. Brigham Young University finds that eight of ten parables in Matthew and nine of twelve parables in Luke reference money in some manner.33 Some of these parables are well-known, like the Prodigal Son, the Good Samaritan, and the Sower.

In the parable of the Sower, Jesus returns to the theme of blinding greed. He describes a man who scatters seeds in various places. Seeds are strewn in fertile areas, rocky regions, and among the thorns. Seeds in fertile areas yield an abundant harvest, as much as a hundred times over. Seeds in the rocky regions grow quickly but don’t have deep roots. Seeds in the thorns don’t flourish.

Jesus interprets the story for his disciples. The seed is “the word of God,” or message of Jesus.34 The identity of the sower is unclear, but one can infer that it’s Jesus who spreads the word of God. In another parable, Jesus refers to the sower as the “Son of Man,” a term he uses to describe himself.35 Each seed has a different outcome, which depends on the conditions. Because Jesus speaks of his message being “sown in their heart,” the soil likely represents the heart. In the case of the fertile soil, the heart treasures the message, which yields heavenly fruit. In the case of the soil in the rocky regions, the heart welcomes the message, but the person lacks commitment and vanishes at the first sign of persecution. Regarding the seed that is thrown in the thorny areas, Jesus says that it represents “someone who hears the word, but the worries of this life and the deceitfulness of wealth choke the word, making it unfruitful.”36

Jesus is again warning of greed’s blinding nature. The worries of the world, such as money, status, and reputation, make blind the eye to the word of God. They darken the body to the message of Jesus so that it cannot be let in. The message is that a mind or heart caught up with earthly treasures is empty of heavenly ones. Money has the power to deceive one from the true path of eternal life and impair recognition of the paradoxical wisdom that renouncing money leads to spiritual wealth.

This paradoxical wisdom is difficult to accept. Yet Jesus doesn’t advocate the easy path; he urges the righteous one. To buck the buck and renounce money would be a significant change to life as most of us know it. Detaching from money even seems unnatural and anachronistic, guidance that may have been easier to implement in earlier, less complicated times. Yet human greed stands the test of time. In one of his first apostolic exhortations in late 2013, Pope Francis took aim at the idolatry of money found in modern society:


We have created new idols… The worship of the ancient golden calf… has returned in a new and ruthless guise in the idolatry of money and the dictatorship of an impersonal economy lacking a truly human purpose.37



He reasons that it’s greed that leads to an “economy of exclusion” in which the poor suffer. The pope is aghast that many focus more on the daily fluctuations of the stock market than on the plight of the poor. The pope makes the same prevailing point as Jesus, who asks a piercing and paradoxical question that shakes the foundation of a society in which market values reign supreme:


For whosoever will save his life shall lose it; but whosoever shall lose his life for my sake and the gospel’s, the same shall save it. For what shall it profit a man, if he shall gain the whole world, and lose his own soul?38



In order to retain one’s own soul, Jesus says, we must subscribe to the spiritual logic of less is more and nothing is everything. For the promise of this paradoxical wisdom is great—heavenly treasure. Though it seems counterintuitive, in the end we must have faith.

I was impressed with the scale of the operation at the Kolkata hospice: copious staff, food, and medicine. All of these things require money, so I asked one of the sisters how they raise funds.

“Providence,” she replied, beaming. I must have looked incredulous, so she further explained, “God’s will. Faith.”

I took out five hundred rupees, about nine dollars, and gave it to her.

“You see, God sent you here. That is the work of Providence. Would you like a receipt?” she asked.

As much as I admire the work of the sisters, relying on “Providence” struck me as an unrealistic way to cover the costs of daily life, from taxes to taxis. Pastor Ben Witherington III notes that Jesus recognized that money and material items were necessary for daily life on earth. This is exactly what Jesus prays for in the Lord’s Prayer when he asks for daily bread, not supplies that last a year.39 Jesus instructs us to ask for that which we need, not what we want. When it comes to material needs, he advises us to consider the present over the future:


So do not worry, saying, “What shall we eat?” or “What shall we drink?” or “What shall we wear?” For the pagans run after all these things, and your heavenly Father knows that you need them. But seek first his kingdom and his righteousness, and all these things will be given to you as well. Therefore do not worry about tomorrow, for tomorrow will worry about itself. Each day has enough trouble of its own.40



In raising these questions, Jesus acknowledges the material needs of daily life—food, water, clothes. Before he began his ministry, Jesus was a woodworker or artisan and was probably remunerated for his work, so he understood the links among labor, money, and sustenance.

Indeed, Jesus promised heavenly treasure while also recognizing the necessity of some material things. He was mindful that money was a powerful force in the human world, and being from a small town, he was aware of the agrarian economy around him. The weather greatly impacted the harvest and the economic well-being of farmers, fishermen, traders, and merchants. Galilee and Judea weren’t societies with an incredible amount of specialization or division of labor. People were self-reliant, having to weave their own clothes and grow their own food. It followed that many prayed for the weather to cooperate. That so many of Jesus’s parables involve farming suggests that he understood that it was the economic lifeblood of the people.

Even the beginning and end of Jesus’s life were marked with monetary exchanges: A wise man offered Jesus material wealth, and a foolish one sold him for some. There were many types of money circulating throughout Judea that are mentioned throughout the New Testament: the Tyrian shekel that bore an image of Hercules; the lepta, a coin of low value made from copper; “procurator” coins that were typically made from bronze and were issued by Roman governors like Pontius Pilate.41 Because Galilee was part of the Roman Empire, Jesus came in contact with Roman money. Jews had to pay various taxes, some of which were passed on to their Roman rulers. An amount of one denarius per year was collected for each boy older than fourteen and each girl older than twelve.42 One type of denarius coin circulating in the first century had the inscription “Nero Caesar the divine son of Augustus.” Each letter was given a corresponding numerical value that added up to 666, or the “number of the beast.”43 According to Rev. George Edmunson, it is “a generally accepted solution” that Nero was the beast mentioned in the book of Revelation.44 Devout Christians would later refuse to carry or transact in coins bearing this image.

The denarius is of special interest because Jesus comments directly about it in the Gospels. One of the large Jewish groups known as the Pharisees repeatedly challenged and tested Jesus. Once they tried to trap Jesus by asking him questions about taxes: “Is it right for us to pay taxes to Caesar or not?”45 It was a loaded, “no win” question. If Jesus opposed paying taxes, they would turn him over to the Roman authorities for sedition. If Jesus answered yes, then he would anger fellow Jews who loathed paying taxes to Roman overlords. First, Jesus calls out their deception. Next, he asks for them to show him the coin in which taxes are to be paid, since he isn’t carrying any money on him. They show him a denarius that has an image of Caesar. Jesus responds:


Render therefore unto Caesar the things which be Caesar’s, and unto God the things which be God’s.46



By sidestepping the question, he provides a politically astute response and again draws a distinction between the secular and the sacred, between earthly and heavenly treasure. The Pharisees can’t blame him for subversion, and the Jewish revolutionaries can’t accuse him of total deference to the Romans. However, by suggesting one should pay Caesar’s taxes, Jesus implicitly recognizes that money is a man-made construct that is difficult to avoid in this world. His answer presents the “spheres of exchange” that were discussed in chapter 3. Just as you don’t pay your aunt cash for cooking Thanksgiving dinner, you can’t buy your way to righteousness. It’s the same line between secular and sacred that Jesus tries to draw when he overturns the benches of moneychangers in the temple courts: “ ‘My house will be called a house of prayer,’ but you are making it ‘a den of robbers.’ ”47 In his comment about paying taxes, Jesus notes the limits of Roman money: The currency of Caesar’s empire doesn’t circulate in God’s Kingdom. Each coin has an image of Caesar, but each person is made in the image of God.

Though it’s the wrong currency for the afterlife, we still need money for earthly life. It is also written in the scriptures that the love of money—not money itself—is the root of all sorts of evil. Money is like blood. You need it to live but it isn’t the point of life. Just as one donates blood, the scriptures instruct believers to share their wealth. Jesus mentions to whom one should give—those in need and even one’s enemies: “Love your enemies… lend to them without expecting to get anything back.”48 His message got through to his followers, who understood that material wealth was to be shared:


All the believers were together and had everything in common. They sold property and possessions to give to anyone who had need. Every day they continued to meet together in the temple courts. They broke bread in their homes and ate together with glad and sincere hearts, praising God and enjoying the favor of all the people. And the Lord added to their number daily those who were being saved.49



Jesus holds up a poor widow as an example of how to share one’s wealth. She gave two coins of low value to the temple. The wealthy people gave larger amounts. Jesus says that the widow gave more than the wealthy: “They all gave out of their wealth; but she, out of her poverty, put in everything—all she had to live on.”50 The poor widow gave all her wealth. She renounced it, which is in line with the ethical standard of total detachment from money for Christians. She embraced the paradoxical wisdom of faith.

Most of us aren’t willing to donate all of our wealth. But maybe we can interpret her actions in a different light—that she sacrificed her financial well-being. Pastor Keller construes sacrificial giving to mean that one should give in a way that sacrifices one’s lifestyle. Perhaps we should follow the guideline of tithing (10 percent), according to the scriptures. Yet Pastor Keller contends it’s important how we answer the question, “Is there a cross in your economic life?”51 Author and Christian theologian C. S. Lewis further describes sacrificial giving:


I am afraid the only safe rule is to give more than we can spare. In other words, if our expenditure on comforts, luxuries, amusements, etc. is up to the standard common among those with the same income as our own, we are probably giving away too little. If our charities do not at all pinch or hamper us, I should say they are too small. There ought to be things we should like to do and cannot do because our charities expenditure excludes them. I am speaking now of “charities” in the common way. Particular cases of distress among your own relatives, friends, neighbors or employees, which God, as it were, forces upon your notice, may demand much more: even to the crippling and endangering of your own position.52



Sacrificial giving would lead to reflection upon how we spend our money and whether it adequately reflects our values. By sacrificing financial well-being, we could move away from money, detach from it, and bound toward a life of freedom from material wealth. By subscribing to the spiritual logic that less is more and nothing is everything, the promise of heavenly treasures could be closer at hand.

God’s Abundance

The Torah begins with God creating the world. “And God saw everything that he had made, and behold, it was very good.”53 Everything that God made, from the birds and the bees, to man and minerals, belongs to God, and he bestows these things as blessings. There is clear instruction on how to receive more of these blessings, too. Moses advises his people that if they obey the Lord, follow his commandments, and live in a righteous manner, they will receive prosperity and abundance: “He will give the rain for your land in its season, the early rain and the later rain, that you may gather in your grain and your wine and your oil.”54

But all too often, humans begin to worship the gift and not the giver, forgetting that we are only temporary custodians for God’s abundance: “As he came from his mother’s womb he shall go again, naked as he came, and shall take nothing for his toil.”55 And as such, we shouldn’t confuse fleeting wealth, hoarding or worshipping it, as an everlasting one. When Moses ascends Mount Sinai, he receives the Ten Commandments, which explicitly cast idolatry, including the worship of wealth, as a sin.


You shall not make for yourself a graven image, or any likeness of anything that is in heaven above, or that is in the earth beneath, or that is in the water under the earth.56



However, while Moses is receiving these instructions, his people are violating them. They gather gold earrings, which Aaron fashions into an idol of a calf, a graven image. The people worship the golden calf as a god, burning offerings next to it. God demands that Moses return to his people, who have been corrupted. Moses admonishes his people for their “great sin” of making “gods of gold,” but he pleads with God to forgive them.57 Instead, God strikes them with a plague.

Not only did they worship false gods, they exhibited greed, which, according to the Ten Commandments, is also a sin. This commandment goes even further than others, since it prescribes not only how someone should act but also how they should think:


You shall not covet your neighbor’s house; you shall not covet your neighbor’s wife, or his manservant, or his maidservant, or his ox, or his ass, or anything that is your neighbor’s.58



As if the commandments weren’t clear enough, the Hebrew Scriptures detail the many problems that result from economic logic, such as arrogance: “But the rich answer roughly.”59 Moreover, material wealth is illusory, as one will always want more: “He who loves money will not be satisfied with money; nor he who loves wealth, with gain: this also is vanity.”60 Most troubling is that greed blinds people from realizing that it’s God who blesses us with abundance. The benefactor is forgotten:


And when your herds and flocks multiply, and your silver and gold is multiplied, and all that you have is multiplied, then your heart be lifted up, and you forget the Lord your God, who brought you out of the land of Egypt, out of the house of bondage… Beware lest you say in your heart, “My power and the might of my hand have gotten me this wealth.” You shall remember the Lord your God, for it is he who gives you power to get wealth.61



The blinding nature of greed is also addressed in the Talmud, an important text of Judaism, which was compiled between the third and the fifth centuries AD. It tells the story of Alexander the Great, who once asked a group of rabbis to present him a gift in order to honor him. The rabbis gave him an eyeball. Alexander weighed it against gold and silver, but the eyeball couldn’t be outweighed. The rabbis explained: “It is the eyeball of a human being, which is never satisfied.”62 The rabbis then covered the eyeball with dust and the precious metals outweighed it.

In this story, dust allays greed, but elsewhere in the Hebrew Scriptures, it’s recommended that we see material wealth as dust. During the trials of Job, in which he is deprived of his wealth, it is said to him to “lay gold in the dust.”63 His material possessions are fleeting, like dust, and in the end amount to nothing.64 Instead Job must realize, “the Almighty is your gold, and your precious silver.”65 This instruction is a rejection of the economic logic that more is better. King Solomon recommends this same path of not chasing riches: “Do not toil to acquire wealth; be wise enough to desist. When your eyes light upon it, it is gone; for suddenly it takes to itself wings, flying like an eagle toward heaven.”66 According to Rabbeinu Bachya, a thirteenth-century Spanish scholar of Hebrew Scriptures, the writings of Solomon discourage those who are consumed with the desire to accumulate riches. One’s ability to acquire riches isn’t dependent on one’s wisdom. Even if one obtains wealth, one may not be able to keep it, as it may depart, like a bird that takes flight.67

But according to Larry Kahaner, author of Values, Prosperity, and the Talmud, the spiritual logic of less is more doesn’t capture what the Hebrew Scriptures state about material wealth. A more accurate description, he says, is enough is enough, or personal contentment. He writes, “What is important is to be satisfied with the money you have and use it for the good of your family and community.”68 One who is content will enjoy the everlasting treasure of God; as it says in Proverbs, “A cheerful heart has a continual feast.”69 According to Meir Tamari, author of The Challenge of Wealth, God will bestow abundance on those who have faith.

For those who have faith and are blessed with wealth, King Solomon urges charity and decries blinding selfishness: “He who gives to the poor will not want, but he who hides his eyes will get many a curse.”70 For what one reaps, he will also sow: “One man gives freely, yet grows all the richer.”71 Because wealth is seen as God’s blessings, and the Torah says poverty is an everlasting problem, wealthy people must act as virtuous custodians, using their resources to help those in need:


For the poor will never cease out of the land; therefore I command you, You shall open wide your hand to your brother, to the needy and to the poor, in the land.72



God instructs his people on charity: how much to give and to whom. A tithe or one-tenth should be given to those in need, especially widows and orphans. A tithe is the first biblical vow that man makes to God. Jacob promises to provide God a tenth of everything he has—if he can escape his brother, Esau, who is trying to kill him.73 In an agrarian economy, God’s instructions on charity pertain to the harvest. For example, one should not reap the corners of the fields, so that there will be some crops for the poor. God also commands that his people should be charitable with moneylending. They should not engage in usury or charge interest rates on loans to fellow Israelites: “Take no interest from him or increase, but fear your God; that your brother may live beside you.”74 Usury is later called an “abomination” in the book of Ezekiel.75

Charity is one of the highest virtues in Judaism. The Talmud states that “charity is equal in importance to all the other commandments combined.”76
Tsedakah is the Hebrew word for charity, which originates from the root for justice.77 The emphasis on charity found in Judaism is exemplified with the tikkun olam, which originates from early rabbinical texts and means “repairing the world.”78 It is the call for Jews to be responsible not just for themselves but for the greater community. Tikkun olam is a strong part of modern liberal Judaism, and has inspired many Jews to donate vast sums of money to charity—to lay their treasure to the dust.

A Test of Man

The deprivation of wealth is one of Job’s trials, but within the Koran, the inverse of this test is emphasized. The abundance of māl, which means “wealth” or “property” is a test in itself.79 For Muslims, life is a test—to live in a virtuous manner, according to the principles of the Koran, and to submit to God.80 Material wealth is part of this fitnah, or “test of faith,” since it reveals the true nature of a person’s heart.

The Koran portrays this test with a parable of two men, a wealthy man and a poor man. The wealthy man’s gardens bear many fruits. He boasts to the poor man, “I am greater than you in wealth.” He dupes himself into thinking that his garden will never perish. The poor man questions and shames the rich man, asking whether he’s forgotten the power of God: “Although you see me less than you in wealth… It may be that my Lord will give me [something] better than your garden.” Then the gardens are destroyed, and the rich man regrets his folly.81 The poor man understood the spiritual logic of less is more in terms of material wealth. By believing the economic logic of more is better, the wealthy man failed the fitnah. The Koran makes it clear that wealth is indeed a fitnah:


And know that your properties and your children are but a trial and that Allah has with Him a great reward.82



Not only does the Koran openly declare that material wealth is a fitnah, but it gives clear guidance on how to pass it—to remember to keep one’s faith in God and not be blinded by greed:


O you who have believed, let not your wealth and your children divert you from remembrance of Allah. And whoever does that—then those are the losers.83



If a person passes the test and submits to God, acting according to his will, then the person will reap the bounty of spiritual riches. Similar to the scriptures already discussed, the Koran uses agrarian terms to portray God’s blessings:


The example of those who spend their wealth in the way of Allah is like a seed [of grain] which grows seven spikes; in each spike is a hundred grains. And Allah multiplies [His reward] for whom He wills. And Allah is all-Encompassing and Knowing.84



But if a person fails this test, and lusts after the earthly treasure of māl, then there will be dire consequences on Judgment Day, even banishment to hell:


If your fathers, your sons, your brothers, your wives, your relatives, wealth which you have obtained, commerce wherein you fear decline, and dwellings with which you are pleased are more beloved to you than Allah… then wait until Allah executes His command. And Allah does not guide the defiantly disobedient people85…

And you love wealth with immense love. No! When the earth has been leveled pounded and crushed—And your Lord has come and the angels, rank upon rank, And brought [within view] that Day, is Hell—that Day, man will remember, but what good to him will be the remembrance?86



Despite being warned about this fitnah, humans are easily susceptible to failing it. The Koran explains people’s obsession of māl in various ways, from wanting to solidify one’s social status to trying to attain immortality:


Woe to every scorner and mocker. Who collects wealth and [continuously] counts it. He thinks that his wealth will make him immortal.87



The temptation of material wealth has always been great. In the seventh century AD, at the time of the Koranic revelations, status in the community was determined by one’s wealth and number of children. Professor of Islamic studies Colin Turner finds eighty-six passages in the Koran that mention māl or the plural amwāl.88 According to Monzer Kahf, a scholar of Islamic finance, the Koran doesn’t prohibit māl. He explains, “[Muslims] don’t condemn wealth and riches.”89 After all, two of Muhammad’s associates were very wealthy, and Muhammad didn’t condemn them.

Some Koranic passages specify how not to misuse māl, as in giving to charity and then reminding others of one’s generosity. Yet several passages caution against obsession with māl.90 That so many passages warn against greed suggests that the community at the time was preoccupied with earthly treasures. The obsession of māl prevented some from recognizing Muhammad, an orphan and once a shepherd, as a prophet. Such a man, devoid of earthly riches, would have difficulty commanding respect in a society that venerates wealth.

Above all, the Koran’s teachings about māl maintain that one must see the clear distinction between earthly and heavenly treasure. The paradoxical wisdom is made clear: Earthly treasure is ephemeral; God’s is eternal:


And do not extend your eyes toward that by which We have given enjoyment to [some] categories of them, [its being but] the splendor of worldly life by which We test them. And the provision of your Lord is better and more enduring.91



Jesus makes a similar distinction in the Sermon on the Mount. Muslims see the Koran as the continuation and conclusion of God’s message that was revealed to prophets like Moses, Job, and Jesus. Many of the Koran’s teachings on how to handle wealth are akin to those found in other Abrahamic faiths. For example, the Koran forbids the worship of graven images. It also recounts the story of the golden calf to illustrate the consequences of idolatry: “Indeed, those who took the calf [for worship] will obtain anger from their Lord.”92 The Koran also maintains that everything belongs to God, as he created the world:


To Him belongs what is in the heavens and what is on the earth and what is between them and what is under the soil.93



God’s gift creates a gratitude-induced obligation for humans, who must serve as the temporary and righteous trustee of God’s abundance. The relationship between God and humans is that of amanah, or trust to do the right thing and fulfill God’s will. Devout Muslims see their blessings, from money to children, as belonging to God, so they try to act in line with the principles established in the Koran. A paramount principle is to “do thou good,” according to the Koran:


But seek, with the (wealth) which Allah has bestowed on thee, the Home of the Hereafter, nor forget thy portion in this world: but do thou good, as Allah has been good to thee, and seek not (occasions for) mischief in the land: for Allah loves not those who do mischief.94



One of the ways to “do thou good” is charity. One of the pillars of Islam is almsgiving, or zakat, which is mentioned in more than thirty passages in the Koran. Every Muslim who has the resources must give to the poor. The root of zakat means “purify” and “growth.” In giving zakat, one cleanses wealth of greed—circulating God’s gift to others, thereby sustaining this spiritual gift economy. The Koran doesn’t denote how much, but tradition set by Muhammad suggests 2.5 percent of one’s income per year. The Koran specifies various groups that should receive these donations, from fuqara, or the poor, to the al-gharimin, those who can’t repay their debts.95

Another way to “do thou good” is not to make someone al-gharimin in the first place. The Koran forbids riba, which has a literal translation of “excess” or “increase” but has come to mean “interest” or any increment over the principal of a debt.96 The Koran describes usury as “consuming of the people’s wealth unjustly” and says that those who engage in it will experience a “painful punishment.”97 At the time of the Koranic revelations, riba was considered to sever the link between labor and capital, since one could make money without producing value for society. Over the centuries, Islamic scholars have debated the translations and meaning of riba.98 If it means zero interest rates on loans, then the standard banking practice of lending with interest goes out the window. In order to comply with strictures on riba, Islamic banks have created at least twenty-one different types of business models, from levying service charges to structuring payment installments.99

Let Go

Indra, the Hindu god of the heavens, was supposed to defend the world against evil spirits known as asuras. He had largely succeeded because Lakshmi, the goddess of wealth and good fortune, was by his side. One day, a wise man named Durvasa came across Indra, who was riding on an elephant. Durvasa gave Indra a garland of holy flowers, which Indra placed on his elephant’s head. The elephant threw the garland to the ground. Durvasa was alarmed to see his gift treated so poorly, and he cursed Indra to lose his powers and good fortune. Lakshmi grew angry at Indra’s arrogance and greed, and she descended into the milky ocean.100 The gods were subsequently defeated in battles against the asuras. The gods reached a rapprochement with the asuras by promising to share the amrita, or nectar of immortality from the ocean. Together they spent a thousand years churning the waters by using a mountain as a pole and a serpent as the rope—which eventually poisoned the asuras.

Finally, Lakshmi emerged standing on a lotus flower and with lotus flowers in her hands. A sacred elephant showered her with holy water from the golden jug it held in its trunk. A renowned craftsman gave her the most exquisite jewelry. All the other deities sang hymns of praise to welcome her. After accepting the gifts, Lakshmi joined Vishnu, one of the primary gods, as his consort. Her presence ushered in an era of prosperity in which the gods reigned supreme.101

This story is laden with symbolism. The milky waters indicate the pastoral, agrarian economy of ancient times, in which milk was an important sustainer of life. The milk also represents the maternal, nurturing aspects of Lakshmi. The lotus flower blooms in the mud, its petals above the water, and it therefore symbolizes beauty and hope. It also represents, according to R. Mahalakshmi, a professor of Indian history, a “womb floating on the primordial waters.”102 The elephants signify royalty and confer regality to Lakshmi.

Over the thousands of years in which stories have been retold about this goddess, there have been various depictions of her. In one familiar portrait, she holds a banana and sugarcane to represent a rich harvest. In another, she has a child in her lap who embodies potential wealth for a family. And in others, she has golden-hued skin, is festooned with golden jewelry and ornaments, and is spraying gold coins from her palms into golden pots.

Hindu mythology is replete with stories of Lakshmi and her various incarnations, because she represents auspiciousness, wealth, and beauty. She is praised as a devout consort to Vishnu, and their relationship represents marital stability. One common depiction is of Lakshmi massaging Vishnu’s feet. In years past, she was held up as an ideal for Indian women, but that is slowly changing.103 Nevertheless, in Bollywood movies, several famous female characters are named after her, and a new baby girl is supposedly the arrival of Lakshmi into one’s family.104 New daughters-in-law also symbolize Lakshmi, and the amount of gold she wears on her wedding day is an indication of how much wealth she will bring to the new family.105 To pray to Lakshmi doesn’t mean that one is a money-grubber. Remember that it was Lakshmi who protested Indra’s greed. Many respect Lakshmi for her virtuousness.

In India, she has inspired some of the biggest festivals and largest temples. Every autumn brings the five-day festival of Diwali, or the “festival of lights.” In some regions, the first day is known as Dhanteras, which involves prayers known as Lakshmi puja. Villagers decorate their cows, the source of their earnings. Families clean their homes and light lamps to welcome Lakshmi and repel evil spirits. Businesses reset their accounting ledgers and ask for blessings in the New Year. Little footprints are drawn on the floor in preparation of Lakshmi’s arrival.106 Many buy gold coins and metal utensils. They also gamble: Every year at this time, my taxi driver in Kolkata plays cards with his five friends. They believe that whoever wins will have good fortunes for the upcoming year. He blamed the card game he lost as the reason why he failed to get a better job as a driver at a top hotel.

In Delhi, I visited the iconic Laxminarayan Temple, which is dedicated to Vishnu and Lakshmi. While I examined one of the wall etchings, a priest put a red tika, or mark, on my forehead.

“Lakshmi will bless you with good fortune,” he said.

A bit surprised, I managed to say, “Thank you.”

He stared at me. I stared back. Then I got the message. I gave him a few rupees and he disappeared.

Lakshmi has long been part of India’s monetary history, too. During the Gupta Empire in the fourth and fifth centuries AD, the kings issued coins with images of Lakshmi on them, in hopes that Vishnu would bless their kingdom.107 In the eleventh century, the Chauhan kings, who ruled much of what is modern-day Rajasthan, India, made silver coins with impressions of Lakshmi.108 During the eighteenth century, French colonists in Pondicherry, India, issued coins with images of Lakshmi. Even today, because of the association of Lakshmi and money, many regard money as a gift from the divine. Some will even apologize if they desecrate money by accidentally dropping it on the floor.

In the Hindu pantheon, Lakshmi serves as a focal point for comprehending the nexus of Hinduism and wealth. But this goddess shouldn’t be the only topic of study. Hinduism is an ancient amalgamation of copious myths and contradictory philosophies that lack a central leader or commandments. Two of these incongruous beliefs, artha and moksha, relate to money and deserve further attention.

According to the Vedas, ancient Hindu texts that date back to 1500 BC, there are four aims of life, known as purusārtha, or “that which ought to be sought”: (1) dharma, duty; (2) artha, wealth; (3) karma, pleasure; and the ultimate goal, (4) moksha, liberation.109 Artha is the accumulation of external successes and earthly treasures like money, image, and status. Moksha is partly about the renunciation of these things and embracing the paradoxical wisdom of spiritual riches. These two aims blur the lines between what is supposedly secular and sacred.110 But the lines must be blurred. Instead of shunning the pursuit of material wealth, Hinduism arguably embraces it: An understanding of artha is that humans need material items like money to live. The economic logic of more is better is necessary up to a point, since nobody wants compulsory poverty. Praying to Lakshmi, a mythological manifestation of artha, should be to avoid suffering wrought by poverty and misfortune. The same can be said for several other regional wealth deities, like the Buddhist goddess Vasudhārā, who is supposed to help alleviate poverty, bestowing material and spiritual abundance.

The larger point is that the purusārtha balance each other and are interdependent. It’s not okay to pursue artha while violating dharma—one’s duty to do what’s morally right. However, without experiencing the limitations of earthly treasure, one is unlikely to recognize the need to renounce it: You need artha to attain the awareness of moksha.111 Without the emptiness that results from the economic logic of more is better, you’ll never realize the need for the spiritual logic of less is more. It’s a gradual process that one undergoes through life. The purusārtha correspond to the four stages life, which are (1) brahmacharya, student; (2) grihastha, householder; (3) vanaprastha, hermit; and (4) sannyasi, renouncer.112 In the first two phases of life, one needs and pursues artha, making money to live. After fulfilling one’s material duties to family, for instance, one seeks moksha in the two final stages of life. Scholars have even suggested that the purusārtha correspond to times of the day: Remembering one’s dharma should be part of morning rituals, and artha should be reserved for the daytime.113 It’s this lesson of interdependence, of artha preparing the way for moksha, that Lord Krishna provides his pupil Arjuna in the Bhagavad Gita, a central text of Hinduism:


Pleasures from external objects are wombs of suffering, Arjuna. They have their beginnings and their ends; no wise man seeks joy among them.114



This suffering is the realization that earthly riches like money are, as Jesus said in the Sermon on the Mount, fleeting and perishable. In Buddhism, suffering is the first of the Four Noble Truths: Life is full of dukkha, which means “pain” or “anxiety.” Money is part of this suffering. It is maya, or an illusion. If you define yourself according to wealth or the lack thereof, you can easily lose your self-worth. It’s this sorrow that leads one to look for something richer. Just as Lakshmi protested and inhibited Indra’s greed, moksha extinguishes artha.

It’s the wise person who seeks moksha. According to the Hindu tradition, humans are caught in a cycle of reincarnation, in which one is reborn as a different being that experiences human emotions and desires—like lusting after money. How one lives in the current life determines the circumstances of the next life. Living righteously, as by donating money to charity, elevates one to a higher plane until one can break free from the maya of the material world—to a place devoid of money, markets, and mankind. This is liberation, or moksha, when a person’s soul merges with the supreme. In Buddhism, moksha is known as nirvana, which means “to extinguish,” as, for example, all desires and material needs.

The Bhagavad Gita mentions various paths to achieve moksha. But the theme that keeps coming up is the paradoxical wisdom of detachment, renunciation, and letting go—only then will humans be liberated and achieve the everlasting:


A man unattached to sensations, who finds fulfillment in the Self, whose mind has become pure freedom, attains an imperishable joy… He who controls his mind and has cut off desire and anger realizes the Self; he knows that God’s bliss is nearer than near… when desire, fear, and anger have left him, that man is forever free.115



In other words, there should come a time in one’s life when one renounces money, external success, and indeed all worldly things, like belongings, status, and image. Renunciation can happen only if one abandons all desires and fears.

Adopting the spiritual logic of less is more is very much an internal mental battle. Neuroscientist Andrew Newberg of the University of Pennsylvania examined the brain activity of Buddhist monks while they meditated, moving toward nirvana, and found that the prefrontal regions activate.116 This brain region is the seat of reason, gives rise to our consciousness, and makes us human. These studies seem to reinforce what spiritual leaders have long known: It’s in forgetting money that we remember ourselves.

Symbolic Attachment

In a world in which almost everything is valued in terms of money, faith can be a refuge, a spiritual dam to the flood of money flowing through the rest of the world. In the humanities, such as religion and art, there is arguably less focus on the accumulation of wealth and more on how one lives—whether one is kind, generous, and content.117 By revisiting ancient religious texts and the teachings of the spiritual masters, we glean rich guidance on how to live with money.

Across these faiths, the spiritual logic of less is more (or enough is enough) is presented as a powerful instruction. It’s this lesson that the teenager at the Kolkata hospice took to heart when he detached from his material possessions and served among lepers. His faith helped him remember what’s important. The lepers, those on the edge of death, showed that those with nothing can be grateful and content. My trip to the hospice helped me see how the economic logic of more is better was shaping and driving me. My research into different religious traditions reveals that the attachment to money can lead to a life devoid of personal contentment. But used in the right way, money is an instrument to be shared, and can promote human flourishing. Paradoxically, the purpose of making money seems to be to share it with others.

But some people have come to see money, the object itself, in a different way. The art on money can tell the story of our shared past. The symbols stamped and printed are a reflection not only of value but of what we have valued, across different societies, cultures, and the entire sweep of modern human civilization. My quest led me to folks all around the world who taught me to look more closely at money, and to consider how it’s a symbol of our values.







CHAPTER EIGHT

Gilt Complex

The art on money


Coin collecting is a hobby for boys, an investment for fathers, and a windfall for grandfathers.

—D. Wayne Johnson1



And the parrot would say, with great rapidity, “Pieces of eight! Pieces of eight! Pieces of eight!” till you wondered that it was not out of breath, or till John threw his handkerchief over the cage.

—Robert Louis Stevenson2



Of all antiquities coins are the smallest; yet, as a class, the most authoritative in record, and the widest in range. No history is so unbroken as that which they tell; no geography so complete; no art so continuous in sequence, nor so broad in extent; no mythology so ample and so various. Unknown kings, and lost towns, forgotten divinities and new schools, if not new styles of art, have here their authentic record. Individual character is illustrated, and the tendencies of races defined.

—Reginald Stuart Poole3
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Sufi Mostafizur Rahman and me at Wari-Bateshwar, in rural Bangladesh. He has found hoards of ancient coins from these ruins that are from an ancient, lost civilization.



 

I had one day to spend in Dhaka, Bangladesh, to learn about the coins from a lost civilization. And I picked the wrong day. The country was in the midst of a political dispute. The opposition party had taken to the streets to protest, creating a citywide blockade that devolved into deadly violence.4

I wasn’t leaving my hotel, so Sufi Mostafizur Rahman, an archaeologist at Jahangirnagar University, visited me. He is leading the excavation of forty-eight archaeological sites that are roughly fifty miles from Dhaka and known as Wari-Bateshwar. The ruins date back to at least 450 BC. He believes that the ruins are of an ancient city, Sounagora, part of Gangaridae, an area near the Ganges River known for trade and referenced by Virgil, Plutarch, and Ptolemy.5

“Ptolemy mentioned many cities on the subcontinent that are now lost. Now archaeologists are trying to find them,” he says.6

Rahman arrived at this hypothesis because of the many artifacts that his team has unearthed, including hoards of coins.

Noticing my intrigue, he whispered, “Would you like to visit the ruins?”

“Yes, but how?” I replied, remembering the blockade.

“We’ll have to start early,” he said.

The next morning, we threaded the blockade with only a few protesters banging on the van door and escaped to the hinterland, where a majestic set of ruins of an ancient walled city awaited.7

“One of the best ways to identify this civilization is to study its coins,” Rahman tells me. He says that it’s from coins that we can learn about a society’s economy, trading routes, political leaders, and cultural traditions.8

More than one thousand silver punch-mark coins have been found at Wari-Bateshwar. The coins are of similar weight at 57.6 grams, which suggests that a central authority with uniform weights made them. The fronts of many of the coins have punch marks, which indicate how they were created. The coins don’t have the names of rulers but bear their symbols. For example, a moon and triple arches are the mark of rulers during the Mauryan Empire. These coins also bear images of boats, fish, flowers, trees, and the sun—more than one hundred symbols. Sometimes these symbols represented the head official at the mint or whoever was in charge of the monetary system. The symbols on the backs of these coins were made by bankers to denote different denominations and give them status as legal tender. Scholars have classified the coins in two groups: janapada (which refers to a series of ancient Indian kingdoms) and imperial. The janapada series were issued from 600 BC to 400 BC, before the Mauryan Empire. The imperial coins were made from 400 BC to 200 BC, during the Mauryan Empire, one of the world’s largest empires during that era.

The janapada series coins are an incredible discovery because they challenge the commonly held belief that civilization didn’t take root in this area until 300 BC. These coins indicate the existence of an urban center that participated in commerce, banking, and trade—with areas throughout the subcontinent, and maybe even the Mediterranean world. “This means it was the earliest state in Bangladesh and in the Indian subcontinent as well,” says Rahman.9 Not only that—these coins were made around the same time as those in Lydia, making them some of the oldest in the world. “These coins are symbols of a lost civilization,” he says.

In the first chapter, we explored Paleolithic cave art from 40,000 years ago. Those symbols are a record of early human expression. They demonstrate man’s capacity for symbolic thought. Symbolic art from this era is the beginning of man’s creative story. Symbolic understanding gave rise to the invention of money. In order to define and denote the various denominations and types of money, we emblazon it with art, images, and insignias that represent us. We put symbols on symbols. It follows that money can be a guide to cultural history and our collective past.

Like a fossil, money can help us remember and understand a society. Because coins are made from durable metals, they survive over the years and provide clues about the place and period in which they were made. People often stored coins in jars and buried them because they didn’t have access to banks or wanted to preserve their wealth from, say, an invading army. Some of these hoards were forgotten, only to be discovered centuries later with their unspoiled coins.

Many scholars see antique money as a type of art, especially because many pieces were designed by artisans and craftsmen. For example, the famous Indian Head cent of the nineteenth century was crafted by portraitist James Longacre, who also served as chief engraver of the US Mint. One of the most widely viewed portraits in the world is of George Washington, which was painted by Gilbert Stuart and is found on the one-dollar bill. A curator at the Museum of Fine Arts in Boston, the late Cornelius Vermeule III, observed that early American coins with patriotic images inspired other artisans to include similar depictions on furniture, glassware, needlework, and even cookie cutters. For example, in 1892, the Central Glass Company made glass tables with a “Coin” pattern, which had replicas of US coins embedded in the design. However, the US government prohibited this line because of counterfeiting concerns.10 Vermeule explains the aesthetic movement: “As the nineteenth century progressed, patriotism, publicity, and national numismatic motifs were intermixed.”11 He writes that money, especially coins, is a type of democratic art, accessible to the people and worthy of study:


The United States coinage represents a great attempt, still in process, to provide democracy with instruments of visual beauty… Coins are the one form of art to which every American is exposed at every moment. They are the only class of sculpture that a large segment of the population ever handles… knowledge that coins… are a form of official, historical art designed to reach citizens in every epoch of United States affairs makes an aesthetic study worthwhile.12



In 1970, UNESCO officially recognized the historical importance of “cultural property” such as coins that are more than one hundred years old, and suggested ways to regulate the trade of them.13

Coin collectors, or numismatists, are especially good at interpreting the symbols found on these cultural properties. Numismatics, the study and collection of money, is an ancient activity. Archaeologists have found coin collections that date back to the Roman Empire. Even Emperor Augustus Caesar, who lived in the first century AD, collected coins from distant lands and gave them to friends. Around AD 250, the Roman mint issued commemorative coins with images of several of the emperors. During the Italian Renaissance, in the fourteenth century, the scholar and poet Petrarch was renowned for his collection of ancient coins. In fifteenth-century Europe, collecting money was called a “hobby of kings,” as many members of royal families and aristocrats built their collections.14 Sixteenth-century collector Guillaume Budé wrote one of the first numismatic texts, Libellus de Moneta Craeca, or “A pamphlet of Greek coins.” In 1834, the first numismatics magazine, Blätter für Münzkunde, or “Hannover’s Numismatics,” was published in Hannover, Germany.15 During the twentieth century, well-known collectors included King Farouk of Egypt and Josiah Lilly, who ran pharmaceutical giant Eli Lilly and Company; a coin that has been owned by a famous collector usually is considered to have a pedigree because of the record of ownership, and is thus more valuable. Also during the twentieth century, this hobby of kings was practiced by the masses, as coin collecting was democratized with the creation of local coin clubs, conventions for traders, and an online market.

According to the US Mint, 147 million people collected coins as part of the 50 States Quarters Program. In 1997, after years of work by numismatists and debate among congressmen, President Bill Clinton signed the program into law; the quarters program was “to promote the diffusion of knowledge among the youth of the United States about the individual States, their history and geography, and the rich diversity of the national heritage.”16 The law also stipulated that the design of each coin was to be “dignified” and something of which US citizens would be “proud.”17 A rigorous process for the selection of each coin’s design was established. Many of the designs were created by professional artists who participated in the US Mint’s Artistic Infusion Program, the website for which says, “The designs on United States coins and medals are more than simple illustrations on small metal discs; they are expressions of the values, aspirations, and shared heritage of our Nation. They serve as illustrations to the world of the essence and the story of America.”18

One of those stories is that of Caesar Rodney. He is on the Delaware quarter, which was the first one issued as part of the program because Delaware was the first state to ratify the Constitution. Caesar Rodney was born in Delaware, and he eventually served as Speaker of the state house and as a state supreme court justice. However, he also suffered from asthma and cancer. In 1776, during the Second Continental Congress, the two members of the Delaware delegation were in disagreement regarding whether to vote for independence. Rodney, also a member, was many miles away, at home. According to Jim Noles, the author of A Pocketful of History, there is a popular legend in which Rodney was notified of the impasse, and despite his sickness, jumped on his horse and galloped in the rain toward Philadelphia, where he yelled to awaiting delegates, “I vote for independence!”19 Rodney’s fateful ride is portrayed on the Delaware quarter.

Every US quarter, and every coin, tells a part of America’s story, from Duke Ellington on the Washington, DC, quarter to Sacagawea on the dollar coin. American numismatist Frank Meyer writes that every citizen should take the time to understand the story that American money tells:


Coins of the United States serve not only as a medium of exchange, but also as an expression of the ideals and aspirations of a people. They contain a symbolism which should be understood and prized by every American citizen. While these coins are commonly used, they carry devices and legends which are little noted or seldom comprehended. It will be, therefore, a profitable experience for all students to study and gain an appreciation for the symbolic significance of the coins of their country.20



But it’s not just US citizens who should look more closely at their country’s coins. People all around the world can enrich their civic and cultural understanding by studying their nations’ past and present money. This is what I tried to do, as the culmination of my quest to understand money and how its history has shaped us.

To discover more about the symbols on the symbols, the story that money tells, I met with numismatists in many countries, in the spare moments away from my day job. Herein are but a few conversations from collectors in Vietnam, Thailand, Philippines, Sri Lanka, and the United States. I asked them to choose a few coins that best symbolize their countries. I sought their opinions for how and why the symbols represented the nation in which they lived. In doing so, I hoped to discover how money can be a symbol of national values. Most of all, I listened to their stories and began to see how collecting coins has shaped them and can reveal much about their countries and cultural identities.

These numismatists helped me see that one may lose oneself in the accumulation of money, but remember oneself in the study of it. If making and understanding symbols are part of what makes us human, then the symbols we put on our money help to tell our collective story.

The Satan of Numismatics

Howard Daniel didn’t attend school until the fifth grade. He had rheumatic fever as a kid, so he was homeschooled. To enliven his history lessons, his parents brought him stamps from around the world, which sparked his curiosity and sense of adventure.

“I grew up poor white cracker trash in Florida,” he explained. We met at a café in Ho Chi Minh City (formerly Saigon), Vietnam, where we sipped sour limon chanh drinks. His mother always seemed to squander money, so he resolved that one day he would be wealthy.

In 1959, at the age of seventeen, he enlisted in the US Army. His career in army intelligence took him all over the world. In 1964, he met a senior enlisted member of the US Air Force in Okinawa, Japan—a numismatist who specialized in Japanese money. He was trying to convince other military personnel to study the money of East Asia. He insulted Howard’s intelligence by saying, “Vietnamese money will be too difficult for you to understand.” Howard doesn’t like to be doubted.

Vietnam became an integral part of his life. Howard was stationed in Vietnam during the war, married a Vietnamese woman, and still lives for half the year in the country.

“In the military, we destroy things; a numismatist creates something,” he explains. Over time, he amassed a collection of thousands of coins, worth at least $400,000, which he keeps in two refrigerators in his home in Virginia. He has 31 gigabytes of digital pictures of money saved on a hard drive. He has authored several books on the money of Southeast Asia and is considered a leading expert on the topic. He would probably be the president of the Numismatics Society of Vietnam—if there were one. But Vietnam’s communist government frowns upon the capitalist hobby of collecting money.

“I’m known as the ‘Satan of Numismatics,’ because I’m brutally honest,” he said.

Once at a money convention in the United States, a dealer with a dubious reputation pestered Howard to do business with him. Instead, Howard yelled at the top of his lungs, “Get the fuck out of my face! You are as worthless as tits on a boar hog!” The dealer left with his reputation in tatters, and Howard left with a new nickname.

He demonstrated his characteristic bluntness during our conversation.

“I like it raw,” he stated. Raw means money that isn’t sealed in a case. Slabbed is money that is sealed in a (usually, plastic) case. It’s a debate that has historically divided numismatists. “I like to touch the money. Collectors like me preserve things better, anyways. In the old days, Vietnam’s museums weren’t equipped to preserve ancient money. The financial history of Vietnam is disappearing, and that’s why I collect money, to help the next generation learn about it.”

With a gap of forty years between us, I am part of this next generation. So I asked him, what coin best represents Vietnam?

“It makes sense to start at the beginning,” he explains.

Dinh Bo Linh coins are Vietnam’s first. After Vietnam was liberated from the Southern Han Dynasty of China in the tenth century AD, its people fell into civil war. Through a series of battles and political maneuvers, one of the chieftains, Dinh Bo Linh, gained power and unified his country, becoming the emperor known as “Thai Binh” and ruling from 968 to 979.21 To unify his kingdom, he issued his own currency: “cash”-style coins that resembled Chinese coins with a square hole in the middle. The coins weighed anywhere from 2.28 to 4.32 grams. Heavier coins indicate the robustness of the economy in which they were issued, since they have a higher content of copper, a rare metal. Coins that weigh less were issued during a less prosperous and wartime era. They had a lower content of copper and higher amounts of zinc and lead, which were less valuable. Lighter coins indicate a period of war because copper and other hard metals were used to make arms.22

These early coins had the ruler’s name, Thai Binh Hung Bao, on the front. On the reverse was “Dinh,” the name of the dynasty.23 On coins from this era, when the characters on the money look clear and in precise calligraphy, it’s considered an indication that the ruler was well educated, surrounded himself with scholars, and was interested in the education of his people. However, if the characters are illegible and the calligraphy is poor, it suggests a ruler who lacked a strong education and was a warlord with a military background. It’s also considered a sign that the ruler wasn’t as interested in the well-being and education of his people.24

At first glance, the coins of this period are nothing more than metal disks with holes in the middle. But on further analysis, they are symbols of economic prosperity and hardship, war and peace, and a clue to the priorities of the ruler. I didn’t learn anything about ancient Vietnamese history in school. But I learned a bit about this country’s past by looking more closely at its money.

From Brooklyn to Bangkok, by Way of Vietnam

A Brooklyn accent is hard to shake. Even if you haven’t been back since 1974. Born in Brooklyn, Ron Cristal completed his law degree and volunteered to serve during the Vietnam War as a judge advocate officer in 1968. After a month in Vietnam, he was sent by train to an eastern province of Thailand to help American soldiers who had been accused of starting a fire that had destroyed a town.

“I knew this was the place for me… I was home here,” he explains in his Brooklyn accent.

His fateful train ride in 1969 started a lifelong commitment to Thailand. He studied the Thai language and speaks enough to get by. He has run a law firm in Bangkok since 1988 and became a Thai citizen in 1998. Ron also changed his name to Ronachai Krisadaolarn, which he picked because it sounded similar to his American name, and it has a grand meaning in Thai, “Victorious Battle, Majestic Power.”

He has been interested in collecting coins since he was ten, and he channeled this passion into learning about his adopted country. He eventually became an expert on Thai money, so much so that the president of the Numismatic Association of Thailand, who is also a Thai police captain, wrote the preface to the book that Ronachai coauthored on Thai money; Thai monetary officials consult him on the design of new Thai money; and the king of Thailand has thanked him for his contributions to Thailand’s cultural legacy.

We met in his office, on the seventeenth floor of a skyscraper in downtown Bangkok. It resembles an old newsroom, with many interior windows but with none of the reporters. Dressed in a half-sleeve button-down shirt, Ronachai ushered me into a room with a giant, off-white colored safe in which he keeps his coin collection. I asked him the same thing I asked Howard. What coins best represent this country?

It’s not an easy question because Thailand has a diverse history, having been ruled by many different kings and influenced by several other civilizations. For example, during the Funan period, from the second to seventh centuries AD, India heavily influenced the region, and coins made by Bengalis circulated in Southeast Asia. Some of these coins had images of Lakshmi, the Hindu goddess of wealth. At the beginning of the nineteenth century, coins with marks in two or three languages were made in the Kra Isthmus, in southern Thailand. After giving it some thought, Ronachai, like Howard, started with his country’s first indigenous money, pot duang.

During the thirteenth century, the first Thai kingdom, known as Sukhothai, was established. King Ramkhamhaeng is believed to have introduced pot duang, or “bullet coins,” which were chunky, made by hand, and looked like bullets. Each bears the symbol of the ruler who issued the coins. For example, the chakra, a Hindu symbol found on pot duang issued between 1782 and 1886, represented the Chakri Dynasty.

Experts still debate where the use of pot duang as a currency originated. Some think that they were made to resemble cowrie shells, which were known to function as currency in China; others believe they derived from money that looked like bracelets circulating in Southeast Asia.25 Whatever the reason for their introduction and shape, pot duang circulated for six hundred years, until 1904. They remain an important part of Thailand’s monetary history.

As Thailand advanced, so did its money. Gold and silver coins with the inscription “Krung Thep” (“city of angels”) were handmade in Bangkok during the reign of King Rama IV. These were flat, modern-looking coins that resemble early English hammered coins.26 It is fitting that King Rama IV introduced these coins because they symbolize the modernity that he embraced. Thailand still issued pot duang during his reign, whereas most other countries minted flat coins. By adopting flat coinage, King Rama IV was helping to modernize Thailand’s monetary system. In addition, he opened his kingdom to Western powers, signing commercial treaties with the United Kingdom and the United States; he was the inspiration for the king in the 1944 novel Anna and the King of Siam and the subsequent musical The King & I.27 Eventually, Queen Victoria gave Rama IV a hand-powered machine for making coins in Thailand.

Ronachai let me hold his prized gold Krung Thep coin.

“By holding it, you can feel Thailand’s cultural history. This coin is art,” he explained.

“Is that why you collect money?” I asked.

“Some people raise orchids, I collect coins,” he deadpanned.28

Two Coins, Four Hundred Years

Two coins can explain four hundred years of Filipino history: Dos Mundos are a symbol of Spain’s ascent as a world power and its conquest of the Philippines; counterstamped coins are symbols of Spain’s descent and exit from the Philippines.

I learned about Dos Mundos coins from William “Willie” Villareal, a leader of the Philippine Numismatic & Antiquarian Society (PNAS), which was founded in 1929. But first he ran me through his thoughts on the state of numismatics in the Philippines. We met at the Polo Club in Manila, where he is a life member. Willie is as sharp as a razor, cracking colorful jokes while holding a tumbler of scotch in his right hand.

“We meet whenever we want to get drunk,” he says with a laugh. “In the old days, we traded wives, but now that we’ve run out of wives, we trade coins.”

Despite his irreverence, Willie sees PNAS as a highly respected organization. The eighty-five-year history of PNAS has made it one of the oldest institutions in the country and a de facto curator of Filipino culture. Amateurs and collectors who occasionally stumble upon a hoard of coins often first consult with PNAS on the legitimacy or significance of the coins before they bring them to the national museum. The PNAS has become a filter and adviser for several museums.

“Soon everyone will be just zeros and ones on a computer chip. We do this to preserve our identities.”

He paused and turned his attention on me.

“The problem with your generation is that you have no heroes—because you haven’t struggled. Do you even know who General MacArthur is?” he asked.

Willie believes that it is through understanding the symbols, portraits, and legends on money that young people can remember a nation’s heroes and its history. By looking at George Washington and Abraham Lincoln, for example, we are reminded of their deeds and the courage they demonstrated in making difficult decisions. We remember what it means to survive and sacrifice—and these are virtues to which citizens should aspire. He believes money not only reflects these historic figures but can connote a larger narrative of an entire era.

“Young man, every coin tells a story,” he declared.

“So tell me one,” I said.

He obliged.

Once upon a time, more specifically in 1732, Spain adopted precise guidelines for the design of a new coin that became known as “Dos Mundos” (“Two Worlds”). These coins were meant to replace previously issued odd-shaped silver or gold pieces, called “cobs,” that bore images of the Spanish shield and the Christian cross, with marks indicating ruler, dates, and mints. Cobs were irregular chunks of metal, cut to certain predetermined weights, but were easily clipped, shaved, debased, and counterfeited due to their irregular shapes.

Dos Mundos were designed for frequent and international usage: consistent weight and purity with a floral edge, a design with flowers on the rims, to protect against debasers shaving the edges. The thoughtful design enabled the coins to withstand counterfeiting, debasement, and the wear and tear of heavy usage, as it became a dominant world currency. Over time, Dos Mundos became one of the most famous coins in history.

The symbols on the coin show Spain for what it was—a proud and supreme power with an empire that spanned the world and on which the sun never set. The front of the coin features the Spanish ruler’s coat of arms and an “8” that signals its denomination. The silver coin became commonly known for its value, referred to as ocho reales, or “pieces of eight.” It also bears the saying D.G. HISPAN ET IND REX, which is translated to mean “By the grace of God, King of Spain and the Indies.” The back of the coin features the date on which the coin was minted, with the words UTRAQUE UNUM—“both worlds are one”—a claim made by Spanish kings that they effectively ruled the old and the new worlds. It also has a mint mark indicating in which colony the coin was struck. In the center are two hemispheres of the world, which overlap underneath a Spanish crown. The hemispheres, floating on an ocean, are flanked by what’s supposedly two pillars of Hercules, representing the promontories that frame the Strait of Gibraltar. These crowned pillars have a ribbon around them that reads PLUS ULTRA, or “There is more beyond.” In the Philippines, as in other Spanish colonies, these coins were also known as columnarias after the two pillars, and as a result, they have also been referred to as “pillar dollars.” In sum, it is a beautiful coin with perfect symmetry.

Dos Mundos coins achieved what the drachma and the denarius did a thousand years earlier—they flowed beyond the borders of the seat of power. One reason that they flowed so freely was that they were intended for use across the vast lands that composed the Spanish Empire. There was also a huge quantity of these coins made. From 1732 to 1772, the Mexico Mint produced 478,305,907 of them.29 They were also minted in smaller numbers in other Spanish colonies, including Chile, Colombia, Guatemala, and Peru. These coins even circulated throughout the British colonies in North America. The coins spread across the Pacific Ocean via galleons, the sailing ships measuring up to 160 feet in length. The galleon trade route between Manila and Acapulco, initiated by Spain in the late sixteenth century, took approximately four months by ship, one way, to link East and West. For hundreds of years, Manila, then known as the “Pearl of the Orient,” gathered and exported spices, ivories, porcelain, and silks on these ships. In return, Acapulco sent European and American goods, as well as silver in the form of Dos Mundos coins.

The galleon trade fueled economic growth in the Philippines. As planned, religious institutions and the Spanish aristocracy gained control of the galleon trade and benefited the most financially from it. Because Dos Mundos were used to buy silk from Chinese merchants for export, they became known as “silk money.” These coins circulated in places like Canton and Macau because of their intrinsic worth and high silver content. In 1772, for fiscal reasons, King Carlos III issued coins with lower silver content and placed his portrait on the Dos Mundos, a precedent that future rulers followed. The several types and grades of coins in circulation caused a degree of monetary confusion such that Chinese merchants occasionally placed a chop mark of a Chinese character on a Dos Mundos coin to denote its authenticity and acceptability.

Because the galleons were carrying so many valuables, the Spanish sent security vessels to accompany them on their long voyages. However, sometimes the galleons would arrive late, be captured by pirates, or capsize because of treacherous weather. In 1690, a galleon named Nuestra Señora del Pilar, en route to Manila, sank near what is now Guam after striking a reef. It’s thought that the ship was transporting up to two million silver Dos Mundos coins, said to be worth an estimated $1 billion.30 When a ship didn’t reach Manila, it caused suffering in the Philippines, since the entire economy rose and fell on the fate of galleons. The lucrative trade route was eventually halted in the early nineteenth century, during the Mexican War of Independence, as the decline of the Spanish Empire accelerated. Another Filipino coin tells this tale.

To learn about this later story, I met with another numismatist, Percival “Boyet” Manuel. He became interested in collecting money when he was eight years old. His father was a marine officer who brought money from his travels back home. Now a youthful-looking forty-year-old intellectual, Boyet remains passionate about numismatics. He has become a leading expert on Filipino money and runs a comprehensive website on the topic.

Dressed in blue jeans and a checkered shirt, he joined me in Manila for a lunch of chicken adobo, french fries with mayonnaise, and carrot juice.

“Preservation is crucial. We have a fragmented past. Money has helped us forge a national identity,” he said.

The Philippines is indeed geographically diverse, composed of more than seven thousand islands. The islands were a Spanish colony for more than three hundred years and then were governed by the United States until 1946, when they became an autonomous nation. The influence of other cultures is everywhere. Filipino food is a mash-up of different cuisines—ground beef picadillo from Spain, fried chicken from America, egg rolls from China. You can ride between the many Manila shopping malls in a festively decorated “Jeepney,” vehicles originally adapted from US military jeeps after World War II.

Even its money has been multicultural. I asked Boyet what money best represents his country. He answered without hesitation: counterstamped coins—they illustrate the decline of the Spanish Empire and the fusion of two cultures. He even took me on a guided tour of the Money Museum at the Philippines Central Bank to see some of these coins.

During the nineteenth century, many Latin American colonies sought independence from Spain. With the cessation of the galleon trade, Spain still needed money for other parts of its empire, so it did the unthinkable. Spain used the “rebel” coins issued by its Latin American colonies that were in the midst of revolutions. These coins were inscribed with revolutionary mottos “Libre” and “Independencia,” but they also entered and circulated in the Philippines. It was embarrassing that the once-proud Spanish crown that had issued beautiful Dos Mundos was forced to use money from colonies in revolt. This would be like the United Kingdom using US dollars for circulation in another British colony like India—after the United States had declared independence. To picture what these counterstamped coins look like, imagine a US quarter. Now envision the top of George Washington’s profile, which is on the front of the coin, and it has been struck over with a small oval that bears another image, say, a British crown.

Spanish officials were also concerned that these coins would stir revolutionary spirits in the Philippines. In 1828, Don Mariano Ricafort, a Spanish official who had jurisdiction over the Philippines, decreed that coins made by “provincias insurectas y gobiernos revolucionarios” would be altered.31 These coins would be stamped over, or “counterstamped,” with slogans like “Habilitado Por El Rey N.S.D. Fern VII,” giving credit to the monarch and sometimes obliterating the revolutionary mottos. They were also stamped with the name Manila to limit the use of these coins to the Philippines, but after five years the die used to make the counterstamp had worn out. Because counterstamps were the indication of legitimacy, sometimes even Dos Mundos were revalidated by counterstamp. In 1834, Spain established a mint in Manila to create local coins. But there weren’t enough trained workers to staff it, nor was there enough precious metal available. Therefore Queen Isabel II’s officials continued the practice of counterstamping coins, which had begun under her predecessor, King Ferdinand VII.

Counterstamps were made by screw-pressing machines in the shape of ovals that bore the seal of Spanish rulers. For example, an eight-Mexican-reals coin made in 1830 was stamped with a large “F.7.” seal of King Ferdinand VII. An eight-escudos from Colombia made in 1826 was stamped with “Y.II.,” a small seal of Ysabella (Isabella) II, the queen of Spain. In some cases, coins were counterstamped twice with the seals of both rulers so that they would be valid during the reign of each.

Spain stopped counterstamping coins in 1836 because the process wasn’t regulated properly and counterfeiters had duplicated the die that was used to counterstamp. Many counterfeit coins were introduced into circulation. The government ceased counterstamping to regain control over the coins in circulation. In addition, as Spain recognized the independence of its Latin American colonies, it lost access to vast amounts of silver. Lacking these resources, Spain permitted other foreign coins to circulate in the Philippines, including American and Latin American coins. By 1852, the peso was introduced in the form of banknotes and fractional coinage.

That Spain had to reuse and counterstamp money from its former colonies highlights what was a deteriorating economic situation made worse by many local factors. First, the Philippines lacked the natural resources to create enough coins locally. Second, there was a plague of smallpox, and an earthquake struck the Philippines during the years when counterstamping colonial and foreign coins was implemented, and so the Spanish needed money to pay for hospitals and medicine. Third, the prolific galleon trade had slowed. Spain recognized that a currency famine could have led to more political instability.

“Counterstamped coins are examples of two clashing civilizations,” Boyet explains. These coins are tangible manifestations of the relationship between Spain and the Philippines—a country and its colony. They show a foreign culture pressed upon an indigenous one.

The mash-up of symbols fascinates Boyet, who collects these scarce coins. He is on the lookout for a rare counterstamped coin from Colombia made from gold.

“It’s more likely that I will be struck by lightning,” he quipped.

A Galaxy of Money

It took an astrophysicist for me to see how universal the symbols on our money can be.

Kavan Ratnatunga left Sri Lanka in 1978 and studied at Australia National University for his PhD in astrophysics. He worked at Princeton’s Institute for Advanced Study (where Albert Einstein worked the last twenty-one years of his life) and the NASA Goddard Space Flight Center. At Johns Hopkins University, he used automated image analysis to study the first quad gravitational lens found with the NASA Hubble Space Telescope (a lensed image is created when the gravitational field of a large entity distorts the image of a more remote entity).32 In 2005, Kavan retired and returned to his native country.

And that’s where we met, in Colombo, the capital of Sri Lanka, on a sweltering, sticky day. As the president of the Sri Lankan Numismatic Society, Kavan was eager to share his research on indigenous money.

“I used to map the universe, now I map the galaxy of Lankan33 money,” he said.

In 1998, he launched his website, which has high-resolution images of more than six hundred Lankan coins, by far the most comprehensive on the Internet. Kavan has become a guru to Lankan monetary officials, who consult with him when they curate their numismatic exhibitions. He also has a degree in museology and is working toward his second PhD, this one in archaeology. This astrophysicist-turned-archaeologist didn’t just come back to earth; he goes beneath it, so to speak, analyzing the metallic makeup of once-buried coins.

Kavan uses a rigorous scientific approach to study the physical properties of coins. He once procured a hoard of one hundred copper coins made during the tenth-century AD reign of Rajaraja Chola I of Lanka. He measured the weight, thickness, and diameter of each coin and graphed the results. He found a correlation between the weight and the thickness. But there was no correlation between the weight and the diameter. This allowed him to infer that the coins were likely struck from cooling drops of molten metal rather than a cold planchet, a metal disk with which coins are made.34 Determining how a coin was made can reveal clues about the society in which it was created—for example, whether coin makers were using primitive technology or advanced techniques learned from trading partners. This astrophysicist is able to turn a hoard of coins into a forensic treasure chest of historical knowledge.

“Archaeology isn’t so different from astronomy. In both cases, you are observing the past and can’t experiment,” he declared. “There are also many astronomical symbols on ancient Lankan money.”

The oldest so-called Puranas coins found in Lanka date back to the third century BC and are made from silver. On the front is the sun, which was the mark of the Magadha Kingdom, which ruled what’s now eastern India. The sun may represent King Bimbisara, a patron of Buddha, or Ashoka, who dispatched his son to Lanka to spread Buddhism.35 There is another coin that blends Kavan’s interests of money and space—a copper one that was issued during the reign of King Mahasena in the third century AD. On the back are four dots inside a circle. Kavan hints that this symbol looks like a quad gravitational lens but it is definitely something else, though it’s too worn-out to determine.36 A more modern coin, one of irregular shape, was made from copper during the ninth century AD and exhibits the influence of the First Pandyan Empire, which lasted from the sixth to tenth centuries AD and stretched from southern India to northern Lanka. On the front is a crescent moon with a bull seated beneath it.37 In the sixteenth century, an even more modern coin, the Venetian gold ducat, which was probably used by the Portuguese who had settled Ceylon (as Sri Lanka was formerly called), was adorned with astronomical symbols, thirteen stars that surround Jesus Christ.

Kavan kept returning to the astronomical symbols that we put on our money, such as the sun, the moon, and stars. These celestial objects are universal, found on money no matter what era, as evidenced by thousands of years of Lankan money, and no matter what geographical area, as in the thirteen stars on the 1838 Liberty Seated Half Dime in the United States, and the sun on the 1813 one-real coin of the Provincias del Rio de la Plata in Argentina. The reasons for using these symbols vary, from honoring a sun god to equating a king with the divine or symbolizing various colonies.

Art historian Rudolf Wittkower explains that the recurrence of symbols isn’t a coincidence but an example of cultural diffusion. For example, he considers the symbol of an eagle fighting a snake, which recurs in many cultures over thousands of years. He traces the symbol to an ancient Babylonian legend known as the Etana Epic, in which the gods choose a man named Etana to be king. However, his wife cannot produce an heir, so Etana must obtain a special birth plant found in heaven. Etana discovers a languishing eagle, which he rescues, and it takes him to heaven.38 The conflict between the eagle and the serpent is a subplot of Etana’s story, as the eagle lives atop a tree and the serpent at the bottom. Though they’ve promised Shamash the Sun God that they will live together harmoniously, the eagle eats the serpent’s young. The serpent hides inside a dead bull’s stomach, and when the eagle feeds upon the bull, the serpent captures the bird and banishes him to die. Etana rescues the eagle, and the eagle helps to restore man’s line of succession.39

Wittkower finds that this symbol first appears in the ancient Near East and, over time, migrated to more distant areas. He reasons that the symbol wasn’t invented anew but was spread from one culture to the next. For instance, the symbol appears on an Indian pendant from 3000 BC but not on jewelry from the regions of Punjab or Sindh, which suggests that it isn’t an indigenous symbol. The eagle and snake images found in India resemble those found in Mesopotamia, and archaeologists have also discovered other links between ancient Mesopotamia and the Indus River civilization.

Similar eagle and snake symbols have appeared across different geographies over thousands of years: a Babylonian seal from 3000 BC, ancient Greek coins, ancient Roman coins, an Indian seal from the fifth century AD, the emblem of Pope Clement IV during the thirteenth century, the current-day seal of Mexico (which appears on the peso), and the state seal of New Mexico.40 The ribbon in the beak of the eagle on the Great Seal on US money resembles a snake. Indeed, the eagle-and-snake myth took on new meanings and interpretations in different cultures. The eagle found on the Great Seal represents power and freedom. In India and Sri Lanka, the symbols came to represent a bird known as Garuda, who carries in its beak a snake known as Naga.

Kavan helped me recognize that some monetary symbols aren’t just astronomical but universal. When you spend a dollar, you aren’t just handing over something with an American emblem; you are exchanging something bearing a symbol that has been used by humans in various cultures over thousands of years. Despite the many ways in which countries try to make their money unique, some symbols continue to shine on.

The Dean

Dorothy had it right in The Wizard of Oz—there’s no place like home. And in the field of numismatics, there’s no place like my adopted hometown of New York City, with its many collectors, exhibitions, and shops. Arguably the best-known coin shop in the world is Stack’s, on West Fifty-Seventh Street close to Carnegie Hall. It was founded in the 1930s by two brothers, Joseph and Morton Stack, who traded almost anything to make ends meet during the Great Depression—statues, stamps, rare coins, and even tooth fillings. They couldn’t afford dealing in all of these items, so they specialized in coins that have intrinsic value and can be melted into base metals. Over the decades, Stack’s has hosted more than eight hundred public auctions, becoming perhaps the leading auction house of rare coins.

One dreary winter morning I visited Stack’s. Inside was only one customer, a man in his mid-thirties who had recently lost his job. He was selling a gold coin that he had owned for fifteen years so that he could pay his bills—he made $350. I wanted to discuss his collection, but I had to move on. Unlike Dorothy, I wasn’t searching for Oz; I was looking for the dean.

At eighty-five years old, Harvey Stack is a human encyclopedia of numismatics, the dean of coin dealers. In the early 1940s, Morton brought his son Harvey into the shop to sort paperwork, wash showcases, sweep the floors, and make runs to the post office. Harvey began working full-time at Stack’s in 1947 and learned from many great numismatists who all worked at Stack’s, such as Henry Grunthal, curator of the American Numismatics Association; and Elvira and Vladimir Stefanelli, curators of the American Numismatics Collection at the Smithsonian. For decades, Stack’s was known as a clubhouse, open on Saturdays so collectors from the tri-state area could meet there. There was much to discuss as World War II soldiers returned home and brought coins to Stack’s that they gathered from bombed-out banks and museums abroad and wanted to sell. Harvey absorbed much knowledge from these conversations, and with it he developed an impressive career.

Harvey’s résumé in numismatics is peerless. He has sixty-five years’ experience as a professional numismatist, has conducted the most auctions in the industry, has been a member of the American Numismatics Association for more than fifty years, receiving the group’s “Numismatist of the Year” honor in 1997, and served as head of the Professional Numismatists Guild.41 In 1995 he was one of the people who testified before Congress to propose the creation of the 50 State Quarters Program.42 I was excited to meet the man behind the money.

“What kind of gun is that?” I asked, surprised to see an armed security guard waiting for me when the elevator door opened.

“A real one,” Harvey said, laughing. “But we tell them not to shoot anyone,” he whispered. He was dressed in a navy coat, gray slacks, silver sweater, and his trademark yellow-tinted eyeglasses. Forty years ago he contracted the measles and developed encephalitis on his optic nerve, so he wears glasses to shield his eyes from bright light. He steered me into his office and offered me a Diet Coke.

I asked Harvey what I asked the others—what coins best represent his country? He had difficulty choosing, and not because of the many options but because of a lack of them. Antebellum coinage such as half cents and large cents were influenced by Grecian and Roman designs because the Greek and Roman eras were seen as periods of high culture. From 1892 to 1916, when Charles Barber was chief engraver of the US Mint, coins had Grecian heads. The symbols weren’t the best representatives of the United States. Moreover, there was a law that prohibited changing the design of coins for a twenty-five-year period so that they could be traded without hesitation across the country. Many nineteenth-century US coins had images of Native Americans, and twentieth-century US coins have depictions of US presidents like George Washington and Abraham Lincoln. But Harvey doesn’t believe these coins are aesthetically riveting, truly representative of America the Beautiful.

Finally, Harvey said with a broad smile, “You can’t go wrong with the double eagle.”

The “double eagle” $20 gold piece, made between 1907 and 1933, is one of the most famous coins in American history, renowned for its beauty. It took the friendship of an artist and a president to make it happen, he explained.

President Theodore Roosevelt was obsessed with extolling the United States. He came of age after the Civil War, during Reconstruction, and he knew many Americans still defined themselves as being from the North or South. As president, he looked to unify the country by trumpeting Americana: He signed the Antiquities Act, which gave the president power to designate public lands for conservation. He used this to create eighteen monuments and fifty-one bird sanctuaries and protect more than 100 million acres of forest.43 He came to the same conclusion as Ralph Waldo Emerson and Walt Whitman, who thought that America should have an indigenous and representative art so that it could unmoor itself from Europe.44

When it came to money, Roosevelt wanted to unify the country with common, triumphant symbols that expressed a national self-identity. He described the US coins designed by Charles Barber as “atrocious hideousness.”45 He turned to his friend the sculptor Augustus Saint-Gaudens for help. Saint-Gaudens had already designed the inaugural medal for then vice president Roosevelt, who said it was “a real addition to the national sum of permanent achievement.”46 In 1904, Roosevelt wrote to the Treasury secretary, “Would it be possible, without asking permission from Congress, to employ a man like Saint-Gaudens to give us a coinage that would have some beauty?”47 It was the first time that a US coin was designed by someone not working for the US Mint and so was a slight to Barber and the rest of the mint staff.

The $20 gold double eagle was initially designed in 1849 by portraitist James Longacre. On the front was Lady Liberty with a tiara surrounded by thirteen stars. On the back was a wreath and an eagle with the denomination and “United States of America” written around the edge. The coin received a lukewarm reception for its shabby appearance, an “imperfectly formed” eagle that looked “ashamed of itself.”48

Saint-Gaudens, who was also a numismatist, was paid five thousand dollars to improve these coins, as well as ones of other denominations. His version would be known as the “MCMVII double eagle.” Not only did Roosevelt authorize Saint-Gaudens, but he provided him artistic input:


How is the gold coinage design coming along? I want to make a suggestion… I was looking up some gold coins of Alexander the Great today, and I was struck by their high relief. Would it be well to have our coins in high relief, and also to have the rims raised? The point of having the rim raised would be, of course, to protect the figure of the coins; and if we have the figures in high relief, like figures on the old Greek coins, they will surely last longer. What do you think of this?49



Saint-Gaudens welcomed Roosevelt’s suggestions and agreed with his analysis. However, Saint-Gaudens was skeptical that the US Mint would approve a high-relief coin because of the technical requirements and Barber’s lingering resentment at being excluded from the design. Roosevelt explained to the Treasury secretary that this was his “pet baby.”50 Roosevelt thought the secretary saw him as a “crack-brained lunatic on the subject.”51 But in the end, the secretary had “no earthly objection to having those coins as artistic as the Greeks could desire.”52

Despite dying in 1907 from cancer, Saint-Gaudens had his work live on through his coins. On the front is Liberty striding with a torch in her right hand, olive branch in her left. On the back is an eagle soaring, facing left, over the rising sun, with the denomination and “United States of America” above. The coins required seven blows from the press to create the dramatic relief that Saint-Gaudens envisioned. His design lacked the words “In God We Trust,” as US law didn’t require its inclusion, which generated controversy, so Congress restored it. As a coin, the double eagle was seen as unequaled in American coinage. Roosevelt was thrilled. The market price of these coins moved sharply higher from a face value of $20 to around $30. The coin remained in circulation until 1933, when Roosevelt’s fifth cousin President Franklin Roosevelt’s Gold Reserve Act required that Americans hand over their gold to the US government.

David Bowers, legendary numismatist and business partner of Harvey Stack, writes, “In the annals of American numismatics, [it] has been a ‘trophy coin’ par excellence… This coin… represents the epitome of American coinage art.”53 Some five thousand MCMVII double eagles exist today, and almost everyone gasps when one comes up for auction. In fact, the 1933 double eagle once held by King Farouk of Egypt, who had bought it for $1,575, was auctioned for $7.6 million (including commission) in 2002, the highest ever for a rare coin.54 The company that helped run the auction? Well, I was sitting in their office, and its dean had just offered me a Diet Coke.

Listen Closely

It’s been said that “money talks,” and indeed it does—through the images and depictions found on it. Every numismatist I met urged me to look closely and study the symbols on the coins. There wasn’t one dramatic takeaway from my conversations, as each collector can interpret a coin differently. But it seemed fitting to end my quest with where I began, examining the creative and symbolic capabilities that we possess that led to the invention of money and drives the reinvention of it. I haven’t started a coin collection as a result, but I examine the unusual coins that I come across and try to work out the meaning of their symbols. These monetary symbols have something to say about our civic and cultural history. They have become symbols of our national values. They are reminders that we can shape money, even as it continues to shape us.







Epilogue

I realized that my quest to better understand money had turned into an obsession when I disregarded the US Department of State’s travel warnings while in Dhaka, Bangladesh. I was determined to see the hoards of coins unearthed at Wari-Bateshwar, even if that meant racing past an angry mob of political protesters. I had become consumed with seeing money in new ways, trying to answer my governing question, “What is it about money that makes the world go ’round?” I circumnavigated the globe in search of answers but also found myself, at times, going in circles trying to understand this all-encompassing topic. I took solace when I learned that John Maynard Keynes spent at least five years in search of the beginnings of money, scouring ancient texts. He wrote that he “became absorbed to the point of frenzy.”1 Keynes even referred to his study as “Babylonian madness.”2

Perhaps the reason for my obsession is that studying money is a never-ending pursuit. It’s always changing, redefined by our needs and reinvented by our imagination. My initial task of writing a black-and-white book on such a colorful topic was to capture the essence of money. Despite looking at this subject through different kaleidoscopic lenses, money can be seen throughout as a symbol of value.

My biological investigation into the origin of exchange suggests that cooperation and symbolic thought led to the creation of this symbol of value. Humans could see items for their potential, symbolic value. The psychological lens shows that a reward region of the brain, the nucleus accumbens, fires at the thought of gaining monetary benefits, obviously registering that money is a symbol of value, something to be desired. From the Maoris of New Zealand to apartment movers in Montreal, anthropologists have discovered that the journey of this symbol through a community can define the shape of human relationships and contours of a society. Regardless of whether it’s hard, soft, or intangible, money remains something that is desired, and for some, an item to be controlled. Across different faiths, even God recognizes money as a symbol of value, providing detailed instructions on how to handle material wealth. Look more closely at money and it reveals a symbol of our values with telling images struck on ancient and modern coins alike.

Regardless of how we look at money, it stares back at us. But it isn’t waiting. It’s always moving, shifting, and encroaching on various parts of our lives, and we often don’t realize it. Only with deliberate reflection can we see how its history has shaped us, from helping to control or democratize a society, to obtaining the resources necessary to live. This symbol of value activates our minds, steers our bodies, and helps determine the fate of our souls.

Because everyone interprets this symbol differently, it takes real, conscious thought to work out what it means to you. But that doesn’t mean I won’t help.

Recently I had dinner with an Iranian American friend. I shared some of my research from this book with him. He mentioned that in 2009, during the political protests in Iran, protesters wrote antigovernment messages on paper money.3 It proved to be a good way to spread a message through the community.

The next day, on my walk to work, I passed by a tall lady wearing a gabardine skirt and an indigo scarf on the street and handed her a dollar bill. She was surprised, at first declining it, perhaps not wanting to take on a debt that she couldn’t repay, but she eventually accepted. I had scribbled a message on it, in hopes that it will find you. In the meantime, until it reaches you, you will just have to look more closely at the money that comes your way.
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