




The History of the Political Idea of Democratic Money in the United States of America.

This paper explores the history of the political idea of democratic money within the context of the United States of America. To explore this it is necessary to clarify the specific character of democracy within which today’s money came to dominate. This process is most easily examined within the context of the United States. The democracy that emerged from the constitutional debates of 1787 was one that explicitly supported private property and accepted class inequality as natural; any effort to level these inequalities or threaten the existence (or power) of private property was viewed as a threat to liberty. During the period leading up to the writing of the federal constitution there were a number of monetary policies enacted by state legislature’s aimed at promoting the “leveling spirit” that advocates of original democracy favored.
 The Federalists
 framed many of the monetary policies enacted by the states as a threat to liberty, to the rights of private property and persons, to the stability of class relations and finally to the free flow of commerce (Federalist No. 44, in Carey, 2001).  One of the most important consequences of the constitution was a move towards a new monetary regime under the Federalist system; this included ending the ability of individual states to print or mint money or to declare legal tender. This shift in monetary authority marked the beginning of a long and ongoing battle over what it means to democratize money. Under the American capitalist democracy
 this meant that monetary policy would meet the interests of private property and commercial exchange, while causing the least stress to the already existing class relations. 

The U.S. federal government created and reinforced a system of money creation that was compatible with the dominant theory of class relations and the rights of property out of the belief that this would guarantee the smooth operation of capitalist exchange. The argument over what was the most democratic system of money creation permeates all of the historical financial debates, these debates center around ideas of natural and unnatural value, scarce and abundant supplies of money, and the analytical distinction between credit (paper) and money (gold). All of these debates share the central assumption that within the context of the particular American capitalist democracy, the only form of money that guarantee’s its smooth operation is one that perpetuates the free flow of commerce by respecting and not limiting the rights of property nor disrupting already existing class relations. 
With the ratification of the federal constitution a particular view of class became entrenched into American political debates. This view centered on the naturalness of inequality and the belief that one class could act as the representative of all other classes; 

“… the influence and weight, and superior acquirements of the merchants render them more equal to a contest with any spirit which might happen to infuse itself into the public councils, unfriendly to the manufacturing and trading interests” (Federalist, No. 35, in Carey, 2001). 

There it is, laid out, that the role of the merchants, and their natural influence and weight, will serve to protect and enable the needs of manufacturing and trading. A fundamental assumption underpinning this system is one of natural class inequality, both Alexander Hamilton and James Madison had argued for the naturalness of this inequality, claiming that any effort to reduce or change this inequality would only result in a disruption of class relations and heighten tensions within society (a threat to the smooth operation of the political-economy). In this framing there is no solution to this inequality, it is a fundamental part of society and there is no role for government in attempting to shift this inequality. This belief in natural inequality and that attempts by government at reducing this inequality are dangerous and outside of government’s jurisdiction, will filter directly into how money is framed politically over the next couple hundred years and up into contemporary society. 

During the writing of the federal constitution the arguments made against paper money were based on the belief that this form of money would unsettle class relations and that a leveling spirit drove its creation. Clearly the Federalists wanted a type of money that would not unsettle class relations and would act in a way that would not attempt to shift inequalities. Hamilton believed that a necessary element in any federal constitution were, “precautions against the repetition of those practices on the part of the state governments, which have undermined the foundations of property and credit” (Federalist No. 44, in Carey, 2001: 453). Hamilton clearly sided with a type of money that would not threaten already existing class relations, and that this form of money must do nothing to undermine the central role that this class plays in the newly emerging political-economy. Hamilton believed that the, “most productive system of finance will always be the least burdensome” to the manufacturing and trading classes (Federalist No. 44, in Carey, 2001: 453). 

To support this conception of class and the role of finance, an argument is made (mirroring the argument used by the Federalists for the origins of class inequality) that government does not and cannot create true money. This belief rested on the assumption that the origins of the monetary value of gold had nothing to do with the acts of government. The root of this idea of money rests on the belief that money value was, “not socially constructed and that it belonged to an autonomous and natural sphere – the market – in which it was perilous for a polity to intervene” (Babb and Carruthers, 1996: 1580). This was concluded to mean that the source of money’s value was the result not of government’s actions, but of the actions of an individual, who has the right to the fruits of his labor, represented by real material (commodity) money. This naturalization of money’s value led to the conclusion that money was neutral, that its impact on the real economy was insignificant; therefore the introduction of increased supplies of gold (and almost exclusively gold) would not influence the long-term price level. In fact by the 1820’s it was claimed that the long-run price equilibrium was, “determined by the cost of producing the precious metals” used as money (Laidler, 1991: 11). It is the historical role of gold as money that gives it its particular role as money, but critically this value is centrally grounded in the intrinsic and natural value of gold.
 Attached to this idea of natural value is the associated idea of true and honest money whose value, having not being created falsely through acts of government, could be relied on.
 This claim rested on the notion of the disruptive influence of government created paper money, or unnatural money value. This paper money was viewed as deceitful and not actually representing any honest, real or natural value. 

This concept of money is faced with a central tension between an ever-expanding capitalist economy that is dependent on reliable (value and quantity) forms of currency (medium of exchange), and a naturally finite and scarce supply of money. It is this tension between continuous growth and scarce supply, which keeps debates over the creation of money politically relevant. Geoffery Ingham (2004), in his discussions over the history of money has highlighted how, “The scarcity of money is always the result of very carefully constructed social and political arrangements” (Ingham 2004: 8). The Federalists wanted a socio-political system of money that would support their concept of class relations therefore guaranteeing the continued operation of the capitalist democracy. If money is naturally scarce, and government has no power to issue money directly, the focus becomes centered on questions of how to regulate access to and creation of, credit.
 For the entire history of USA (except for the brief but critical Civil War era) the debate over finance has focused on questions related to the democratization of credit. In 1790, gold money was considered compatible with the already existing capitalist democracy, and therefore considered the most democratic form of money. With the democratization of money, at least in the minds of the Federalists and bullion fans, having been settled, the focus turned to questions of what a democratic form of credit would look like.

With the ratification of the U.S. constitution in 1787 the states lost their right to create their own forms of money, but what they had not lost was the ability to issue state bank charters and endow those banks with the right to issue their own forms of credit.
 This was driven by the states’ realization that if they could not issue money (as they had been doing prior to 1787 in the form of paper), but the expanding economy was crying out for additional liquidity (currency or a reliable medium of exchange), the only solution was to increase the supply of credit. This credit was always issued on the assumption that there were equivalent reserves of gold held by the issuing bank. Over the next sixty years the amount of state banks with credit issuing charters grew steadily. From just three in 1790, “their numbers rose to 28 in 1800, 102 in 1810, 327 by 1820 and 584 by 1835” (Sylla, 1998: 85) and by 1840 there were over 800 banks issuing their own forms of banknotes (Rousseau, 2004: 23). During the first half of the 1800’s, banks were, “in the minds of the average citizens anywhere” charged with overcoming “the scarcity of money” (Unger, 1964: 40). This scarcity of money was real and natural, after all gold was a naturally scarce resource. In this way banks for much of this period were viewed as not creating money but as credit issuers, charged with making available the credit needed to enable the free flow of commercial exchange. Despite the great success of these state banks to grow and proliferate throughout the USA, they often failed to issue reliable supplies of credit, experiencing bank runs, which often resulted in varying credit values between individual banks and states. Class interests entered the debates immediately, with many arguments over monetary policy resting on the belief that bankers represented and worked to the benefit of manufacturing and commercial interests, over the interests of the agrarian class.
 These ideas were reinforced by the fact that the majority of the banks were centered in New England and the Middle Atlantic States (both of which were predominantly commercial and industrial economies) (Sylla, 1998: 85). This concentration of money in the northeast was linked with the economic hardships experienced in the predominantly agricultural south. The south, during the harvesting and planting seasons, needed large but periodic increases in the supply of currency but, due to the lack of sufficient reserves of money in southern banks, credit supplies were expensive or unreliable. These problems included one bank not accepting another banks banknote (credit note), or only accepting them at a great discount. The continuous instability of this system of credit issuance would drive the repeated efforts of the federal government to create a system of national banking. Prior to the Civil War this effort was centered on the creation of a national bank that issued its own form of national banknotes (credit). There was no attempt by government, federal or state, to issue new forms of money, all efforts were focused on credit, with gold forming the scarce monetary base, and acting as the only true and natural form of money. 

The U.S. Congress chartered the First Bank of the United States on the 25th of February 1791, supported and driven by the concerted efforts of then Treasury Secretary Alexander Hamilton (Davies, 2002: 471). Hamilton was driven by his belief that having a functioning credit system was the route to the Federal government’s fiscal survival, he was of the “full conviction that banks are essential to the pecuniary operations of the government” (Alexander Hamilton qtd. in Chernow, 2004: 247). In order for the government to survive financially the economy needed to grow; a growing economy would result in a growing tax revenue base, prior to the introduction of the income tax a huge portion government revenues were the result of export/import tariffs. Charles Beard (1915) described Hamilton’s efforts as; 

“… primarily capitalistic in character as opposed to agrarian…and constituted a distinct bid to the financial, commercial, and industrial classes to give their confidence and support to the government in return for a policy well calculated to advance their interests ….He knew that it [USA] had been created in response to interested demands and not out of any fine spun theories of political science” (Beard, 1915: 131).

Hamilton had no intention of attempting to level society or remove property from a given class, but he also recognized that a compromise had to be reached between the needs of the economy, and the need to accumulate sufficient quantities of money to fuel and underpin a reliable form of credit. Hamilton’s solution was the creation of a national bank that would, “issue paper currency in the form of banknotes redeemable for coins” (Chernow, 2004: 348). This was a direct bid by the government to interfere with the allocation of credit, in an effort to fulfill its role of enabling the free-flow of commerce. While at the same time this focus on credit allowed the existing ideas of money to remain in place, with no threat to the ownership or reliability of money’s value or the wealth of the money holding classes. The First Bank was capitalized with ten million dollars worth of gold, while the average bank at the time held less then one million dollars in capital (Chernow, 2004: 348). This difference in capitalization gave the First Bank a disproportionate influence over the issuance of banknotes, with the potential that federal banknotes would drive out the existence of state banknotes. The potential influence that the federal government would gain by being able to control the supply of credit, met with the fear that the government would issue credit to its own advantage and interests.  Therefore, Hamilton was careful to limit the government’s ability to manipulate or control this national bank: 

“To attach full confidence in an institution of this nature, it appears to be an essential ingredient in its structure that it shall be under a private not a public direction, under the guidance of individual interest, not of public policy” (Alexander Hamilton qtd. in Chernow 2004: 349).

This model of private control, with limited government influence, would act as the model for all future federal attempts at building a national banking system. By 1811 the First Bank of the United States had failed and lost its congressional bank charter, in great part the result of political conflicts and certainly not due to a lack of financial success (Chernow, 2004). Within five years the, Second Bank of the United States was chartered, however this too would fail by 1841, a victim of President Andrew Jackson’s “bank wars” of the 1820’s and 1830’s (Davies, 2002: 475-478).
 Both of these national banks failed due to political forces, but they also highlighted and reinforced the government’s commitment to a theory of money that was based on the belief that the federal government had no ability to create money, but could only influence the issuance of credit. The belief at the time was that credit, and its issuance, only had short-run impacts on price levels, but because it was not money, it did not influence the long-run price level and therefore had a limited direct impact on inflation levels (Laidler: 1991). 

Up until the 1860’s the separation between the creation of money and the issuance of credit was accepted as the only way of creating sufficient supplies of currency and lubricating the overall economy. Since the debates over paper and gold money had essentially been settled with the ratification of the federal constitution there had been no serious conversation about the source of money’s value, it had been accepted that its value was natural and intrinsic and separate from any action taken by government. If there were debates they centered on the potential inflationary impacts of increasing the quantity of money by allowing, for example, silver to be money. All of these conversations were concerned with the impact that shifts in the supply of money would have on the overall functioning of the capitalist economy. It was viewed by most writers and thinkers of the time, that an increase in the supply of money would result in inflation and that this would have negative effects on property owners and merchants.
 The decision by the federal government in 1862 to issue non-redeemable paper money that was enshrined with the rights of legal tender, led to a series of illuminating and challenging debates. For the second time in the history of the United States, a discussion opened up over the source of money’s value and the role of government in the creation of monetary value.
 These debates for the first time, “established that the way in which that institution [of money] worked was itself the result of human intervention” (Laidler, 1991: 188). During this brief moment, government’s role in the creation of money’s value, not just in the supply of credit, was established and confirmed. Those that supported the right of the federal government to issue this paper money would attempt to marshal arguments that placed the source of money’s value, and therefore the supply of money, in the hands of government. This argument challenged the very foundation of the theory of money and threatened, in the eyes of many, the existing class relations and therefore the entire operation of the American political-economy. 

The first Legal Tender Act went into affect on the 25th of February 1862, giving the right to the United States Treasury to print, for the first time, paper money (United States Congress, 1862: 345). The second and third acts were issued in 1863 and under them a total of $450 million in paper money was issued (Davies, 2002: 487). This paper money (a single paper note became known as a ‘greenback’) was officially issued at a one-to-one relationship to gold – this meant the paper was to have the same purchasing power as gold.
 The important point to note is that when this paper money was originally issued it was not redeemable in specie.
 The federal government and most banks had suspended specie payments in 1861 at the outset of the Civil War; “A supply of gold and silver coin could in no way be depended on. It has been noted that hoarding had begun even before the suspension of specie payments” (Sharkey, 1959: 34). This hoarding of gold, lead to the suspension of specie payments, placing massive constraints on the supply of money, and reducing the ability of banks to issue credit. The federal government was not able to sell Treasuries to raise funds, and banks were not willing to lend or create banknotes. If the banks did issue banknotes the reliability of their value was greatly questioned because the supply of the banks gold money base was not trusted. All of this resulted in a real shortage of available credit and without a national bank system in place (no access to liquid supplies of gold money and no guaranteed purchaser of government treasuries or lender of last resort) there was very little the government could do to increase the credit supply. The decision in the end was taken to protect the continued operation of the economy, “it seems that the “necessity” of the situation was not in protecting the credit of the government but in supplying a medium of payment, in other words a currency”, allowing exchanges of goods to occur (Sharkey, 1959: 33). The only choice the federal government had at the time, was to issue money directly into existence.

Despite the fact that the Federal government had now claimed the ability to produce money at will, it had signaled to the banking and creditor classes that it had not given up on gold or of a naturally scarce supply of money. The Legal Tender Act included the following clause stating that the federal government’s paper money, 

“shall be receivable in payment of all taxes, internal duties, excises, debts, and demands of every kind due to the United States, except duties on imports, and of all claims and demands against the United States of every kind whatsoever, except for interest upon bonds and notes, which shall be paid in coin, and shall, also be lawful money and legal tender in payment of debts, public and private, within the United States…” (United States Congress, 1862: 345) (Italics added). 

The truth of the government’s actions are betrayed by this clause, a clause that would be included in the two subsequent acts authorizing the issuance of paper legal tender (United States Congress, 1863: 709, 822). By guaranteeing that bondholders and lenders to the federal government would be paid in gold, it was clear that the government was not attempting to end the power of the banking or merchant classes. Nor was the federal government attempting to end the role of natural money, it was not attempting to level society or take any direct action at influencing the structure of class relations. The federal government was attempting, in a time of crisis, to save the political-economy. The federal government assumed that it would continue to need access to gold, and that paper would not, and had not, historically held its value. And, in this way, the issuance of a federal paper money (which became known as ‘greenbacks’) is at first understood as a temporary war measure. Banks are assured that if they continue to lend gold money to the government, they can expect to receive interest in that same form of money; thereby, safeguarding the banks from having to accept depreciated paper money in return for government debt obligations. 

Despite the federal government’s commitment to gold, the Legal Tender Act’s met with the immediate protests from the banking and merchant classes.
 The advocates of the gold money system resorted to arguments centered on the immorality of paper, the fact that it held no intrinsic value, that it would have inflationary impacts on the price levels, and finally (and very importantly) that it represented a loss of property. George Curtis (1862), a lawyer who argued against the legality of the Legal Tender Act’s said, “It is apparent that no question of greater magnitude, touching the rights of property” has come before Congress, and the idea that, “Congress can compel a private creditor to receive his debt in the latter, when this debtor contracted to pay only according to the former standard”, is of grave concern (Curtis, 1862:5). Representative Blair, a member of congress, claimed that even if the government were to demonetize gold, by ending its legal tender status, it would retain its value (Blair, 1876). Blair is highlighting the belief that gold was money, by virtue of it being gold, and not because it had been endowed with the power to “be” money through any act of government. Representative Blair goes on to say that, “real money, which is property, and not a creation of government; …. being universally used as such by civilized people” (Blair, 1776).
 In this understanding of money any attempt to reduce its value or threaten one’s ownership of it, can be presented as a violation of the right’s of property. This is exactly what Blair does when he says that the, “essential and inalienable right of every man to the ownership of that which his labor has produced and to dispose of it as his inclination of wants require” is of paramount importance and applies to money (Blair, 1876). The clause in the Legal Tender Act’s had said nothing about private debts contracted between private citizens, and it was argued by Curtis, Blair and others that the government was forcing people to give up gold (property with a natural value) for paper (not a commodity and with no natural or intrinsic value). 

The belief that this effort would result in negative socio-economic consequences, and ultimately upset the structure of society and government formed part of Curtis’ (1862) argument: 

“The passing of such tender-laws was expressly prohibited to the States. It was not expressly prohibited to Congress, because it never was imagined that a government, on which was imposed the duty of creating and maintaining a metallic standard of value, could do anything so inconsistent with the purpose of its own existence as to make the market value of paper a measure of the legal obligations between creditors and debtors”(Curtis, 1862). 

Curtis goes on to say that, “this law lies outside of the measure of the authority given to Congress…it is repugnant to a great trust and duty imposed upon Congress” (Curtis, 1862). According to these views the federal government was attempting to do something that was completely outside of the bounds of its authority, and was threatening its very existence. For Curtis and others this creation of paper money, of unnatural value, was a threat to the very roots of the American capitalist democracy. For Curtis and Blair democratic money is gold money, it is money that is scarce, and that holds natural value, value that is not legislated but is rather endowed in the commodity. In 1868, an advocate for gold said, 

“We may invent, and devise, and try to circumvent the natural laws on this subject to the end of time, and we shall end just where we began. There can be but one universal standard of value, and the attempt to substitute anything else for it will inevitably fail” (Pike qtd in Babb and Carruthers, 1996: 1572). 

These arguments, and the reinforcement of gold as money, seemed to have won when Congress passed the Public Credit Act in March 1869. This act affirmed the Treasury’s commitment to paying all principle and interest to bondholder’s in gold (Unger, 1964: 43). And, on the 14th of January 1875, Congress passed the Specie Payment Resumption Act, which stipulated that all greenbacks be returned to the Treasury and redeemed for gold, at face value, by the 1st of January 1879 (Davies, 2002:496). 

The passage of the Specie Resumption Act and the possibility that the supply of currency in circulation would contract led advocates of paper money to form a political party that would go on to make some of the most nuanced arguments for paper money. Their effort was driven by the concern that a reduced volume of currency would have a negative impact on the overall economy. They based much of this argument on the dominant quantity theory of money. In the process of making their argument they will challenge several of the fundamental assumptions at the center of the arguments made by advocates of gold money. These individuals would go on to form the Greenback Party in 1875, securing “over a million voters and returned fourteen members to Congress” by 1878 (Davies, 2002: 496). Representative William Keeley, an advocate for paper money and a member of the Greenback Party, argued that the addition of the greenback was a positive development, having saved the economy of the USA; 

“It may have been unwise to use that ‘great enemy of the nation, the greenback,’ and thus increase the volume of money and enhance prices; but let it remind gentlemen, who say that the greenback is an enemy to the country, that they decry their country’s savior” (Keeley, 1877). 

The goal according to Keeley was not to overturn the government, or even the dominant financial interests it was to enable those that wanted to work, to work. And, to do this government was being asked “to maintain a familiar medium of exchange whereby capital and enterprise may pay labor for its work” (Keeley, 1877). 

Even though it is evident that Keeley and the Greenback’s are pro-capitalist there is a subtle but critical shift in their understanding of source of money’s value; by assuming government has the ability to create the necessary money needed to fuel business, the source of value is being socialized, or consciously politicized, or to put another way it could be said that the source of money’s value is being denaturalized. According to Keeley’s line of thinking the ability of people to get work, for business to obtain the necessary credit (currency) to operate, is within the government’s control. Keeley states that the government must: 

“Allow the millions of working men and women who are living in despair to go to work upon our raw materials, and supply each others’ wants, while the merchant, who makes the exchange between them, shall levy toll for profit as he did before this madness seized upon us” (Keeley, 1877). 

Keeley, unlike those arguments made in the late 1900’s, sees the inflationary impact of increased monetary supply as a positive force on the operation of the economy and the ability of workers to obtain work, “[T]here is an inflexible law regulating the relation between prices and the volume of money in circulation” and with increased prices come increased profits leading to increased ability to do business and purchase labor (Keeley, 1877). 

In a pamphlet published around 1870, the author says, “we do not need gold or silver for money, as a basis for paper currency. All the money we need is legal tenders issued by the government” (Smith, circa 1870). The Greenback’s attempt to clarify the ‘true’ role of money by pointing to money’s role in canceling debts, “All money, whether it be gold, silver or paper, derives its chief value from the fact that governments do enact arbitrary laws declaring it money for the payment of debts, thereby creating the chief demand for it” (Ensley, 1877 qtd. in Babb and Carruthers, 1996: 1570). Ensley is arguing that the value of money, and its ability to complete exchanges (to cancel debt/credits), requires an authority. Despite the fact that the era of paper money, not backed by specie, would be short-lived, not to return until the late 1900’s, the advocates of the greenbacks introduced a set of ideas about value and the role of democratic government that had not been part of earlier debates. They had made a subtle shift, focusing attention on the source of value and raising the question of what it means to have democratic control over monetary policy, “the greenback debates contested the nature of monetary value and the proper role of democratic government in finance” (Babb and Carruthers, 1996: 1573). In 1877, Representative Ewing, claims that, “business distress was least when currency was fullest, and that the contraction of the currency,… arrested prosperity” and that this shook, “the firm foundations of order and prosperity” (Ewing, 1877). Ewing and Keeley are challenging the notion that paper money disrupts society, or that it is somehow immoral in its impact. If this addition of new money to the overall volume of money had these positive effects how could it be immoral? The immorality, for advocates of gold, emerged from a belief in a naturalized origin of money’s value, a true and honest value. This source depended on a separation between government and the creation of money value, but supporters of paper money did not accept this separation. The democratic role of government, framed in this discussion, is of one that enables the economy to function, by allowing people to sell their labor to willing buyers. According to the Greenback’s the democratization of money must result in a sufficient amount of currency circulating throughout the economy thereby enabling the sellers of labor to find willing buyers. In this equation part of the responsibility of government within this capitalist democracy is to help create the conditions, which enable employment. One of these conditions is a sufficient supply of money, which will enable business to operate. For the Greenback’s this limit, or scarcity of money, is not natural but is the result of a social decision, one that can be shifted or overridden. The goal for the Greenback Party is not to overthrow society, or level society, but to make sure the capitalist economy continues to operate and thereby create employment for the working class. The Greenback’s argued that the value of money has everything to do with the legal authority of government, and nothing intrinsic in the form of (gold) money, “Money is a creature of law, it is created and upheld by law” (Wolcott, 1876 qtd in Babb and Carruthers, 1996: 1572). The notion that government (through acts of law) creates money challenged the theory of natural money by placing the source of value in government’s hands.
 This conclusion raised deeper questions of what democratic control over money creation means:

“We, the people, make the government. We give the government power to make, provide and issue money under proper rules and regulations…We make our money, we issue it, we control it. We regulate it” (Wolcott 1876, qtd in Babb and Carruthers, 1996: 1572). 

The advocates are not claiming their own right to create money, nor the right of the individual states to create money, but are rather attempting to place the entire right squarely in the hands of the federal (democratic) government. 

At the same time that they make this argument for democratic control, the type of democratic control they are pursuing is one that will guarantee the free-flow of commerce, not create new class relations or a more sustainable economy. Keeley had argued that they wanted increased supplies of money so that labor could be purchased; they were not pursuing a radical economic agenda, nor attempting to disrupt class relations. In fact it could be viewed, as Sharkey (1959: 33) had claimed, that all of the debates including the radical ideas of the Greenback’s, were aimed at perpetuating the already existing political-economy and was not about disrupting class relations. However, it did raise a deeper question and highlighted the long running tension between scarce monetary supplies and an expanding economy. The solution that the Greenback’s were pursuing was one aimed at expanding the capitalist economy by expanding the volume of money, not by increasing the volume of credit. This is an important distinction because it tried to place the responsibility for sufficient supplies of money on the government not on the banks and it attempted to breakdown an idea that the creation of money was outside of government’s control. The Greenback’s central argument, according to Babb and Carruthers (1996) was that, “economic value could and should be subject to conscious, democratic control” (p. 1573) and that money and its value was not to be alienated and removed from the central role and obligation of government. Supporters of gold money were emphatic in their arguments against attempting to place the source of value in government. General Garfield, a Civil War hero and future president of the United States believed that, “Money is a reality, a weight, of a certain metal, of a certain fineness. But a paper dollar is simply a deed, the legal evidence of the title that I hold to a dollar” (Garfield qtd. in Babb and Carruthers, 1996: 1568). Henry Blair, a member of the House of Representatives, sums up the dominant understanding of gold, and the source of its monetary value, in a speech he made to Congress on May 18, 1876. He argued that the money value of specie (gold) is “independent of and more necessary than any government”, because it “possesses value as a commodity” while there are those on the side of paper who are claiming that, “real money is not intrinsically property, but a mere token or sign, endowed with power to cancel debts” (Blair, 1876). Highlighted in this distinction is the perceived difference between an assumed and natural source of value, belonging to gold, verse the legislated or assigned value of paper money. In the report presented by the National Monetary Commission to U.S. Congress in 1877, it was stated that value, “inheres in the quality of a material thing, and not in mental estimation” (Carruthers  and Babb’s, 1996: 1567). 

The 1st of January 1879 came and went, and over three hundred million dollars worth of greenbacks remained in circulation (Davies, 2002: 496). Due to their legal tender status, these greenbacks retained a privileged status as a form of credit that could be used to settle all debts and taxes with the government, and private creditors.
 This was very different from state banknotes, which could not reliably be used to pay federal taxes or customs, and often would be greatly discounted when redeemed at a non-issuing bank. The result of this privileged type of credit was that it started taking on money like characteristics,
 since it held its value on par with gold, and it started to build confidence in the ability of the government to issue reliable and controlled quantities of money. There is something critically important about this – the remaining money flowing around as paper, but retaining its value on par with gold – and it helped support and give evidence to some of the emerging theories of managed money systems while allowing people to get used to the idea of paper as money (Laidler 1991: 198). At the time many theories of credit and money were still limited. There was a clear line between credit and money within almost all academic and theoretical monetary circles. In fact, prior to John Maynard Keynes’s work in the 1920’s the assumption was that credit did not have any impact on the long-run price equilibrium, though it certainly was recognized to have short-term impacts on the economy and price levels (Laidler 1991: 198).  Keynes himself had built his ideas off the earlier works of Knut Wicksell, and other quantity theorists of the late 1880’s and 1890’s, who had begun to work hard on theorizing credit and exploring non-specie based monetary systems (Laidler 1991: 198). 

Despite the fact that these greenback notes would retain their value and continue to circulate well into the 1900’s the concern within the banking class persisted. In a speech given during a Banking Association meeting in 1885, the argument persisted that, “History overflows with instances of suffering and disaster occasioned by governments experimenting with the money of the people” (Haven 1885:42). In early March of 1900, the Gold Standard Act was passed. This act confirmed that, “gold monometallism had, belatedly, legally captured what was to be its most powerful convert” (Davies, 2002: 499). Seven years later, in 1907, the American economy experienced another of a long series of banking crises. This one started in New York City and spread through the entire country’s banking system, “which demonstrated that just being on the gold standard was no guarantee of either monetary stability or of the safety of the banking system” (Davies, 2002: 500). What had occurred since 1870 was a massive increase in the concentration of money in six banks, all based in New York City. These banks held over seventy-five percent of the country’s gold reserves, up from forty percent in 1870 (Davies, 2002: 502). During the two years that marked the crisis two of the largest financial banking trusts collapsed, further highlighting the problems with the banking system could just as easily be caused by large financial institutions, and not just by smaller supposedly less reliable state banks. Once again the scarcity and hoarding of gold had caused the banking system to tumble, and from the perspective of those that would come to design the solution the need was for an elastic currency, a currency that would increase and decrease as the economy demanded, without causing runaway inflation or deflation and protecting the value of money. What was critical is that this system would not threaten the already existing class relations, if this could be achieved then the economy would continue to operate and any threat of political disruption could be greatly limited. 

In an effort to build a viable banking system, and by viable I am referring to a system that would be compatible with the already existing political-economy, the U.S. Congress created the National Monetary Commission, which was part of the Aldrich-Vreeland Act, passed in May 1908 (Davies, 2002: 503). The second part of the act was the creation of National Currency Associations, which could “issue temporary currency up to a maximum for the country as a whole of $500 million” (Davies, 2002: 503). This highlights the government’s willingness again to be involved in the creation of credit. It is important to note that the government was not threatening to issue money, or create new money. The federal government had accepted the argument of the banks, and would do nothing to threaten their role or existence. Quoting President Wilson, the Federal Reserve System was created, “to furnish an elastic currency, to afford means of re-discounting commercial paper, to establish a more effective supervision of banking” (Wilson qtd. in Davies, 2002: 503). To emphasize the point that this solution was not aimed at destroying the banks or limiting their ability to operate profitably, President Woodrow Wilson, when debating the act, stated that, “We shall deal with our economic system as it is and as it may be modified, not as it might be if we had a clean sheet of paper” (Wilson qtd. in Davies, 2002: 503-4). 

In a letter that President Wilson wrote to a senator a few months before the passing of the Federal Reserve Act on the 23rd of December 1913, he described the effort at creating a national banking system:

“Suffice it here to say [that]…it provides a currency which expands as it is needed and contracts when it is not needed: a currency which comes into existence in response to the call of every man who can show a going business and a concrete basis for extending credit to him.

More than that, the power to direct this system of credits is put into the hands of a public board of disinterested officers of the Government itself who can make no money out of anything they do in connection with it. No group of bankers anywhere can get control; no one part of the country can concentrate the advantages and conveniences of the system upon itself for its own selfish advantage. The board can oblige the banks of one region to go to the assistance of the banks of another. The whole resources of the country are mobilized, to be employed where they are most needed. (Wilson, 1913).

As is made clear, the passage of the act was about retaining the already existing system of finance. This system, founded on a scarce monetary base (gold), with an expansionary and flexible system of credit (paper), was believed to be the most compatible with the political-economy.
 It was viewed that this system would not threaten any one class’s wealth or property, while at the same time it was designed to give greater and equal access to credit. With the passage of the act President Wilson claimed that the creation of the Federal Reserve represented the “democracy of credit” (Wilson, 1913). There are several assumptions that underlie this simple phrase. The first is that money was already democratized, and that this democratization was achieved by it retaining its natural and historical form as gold (scarce and alienated). This is despite several developments during the late 19th and early 20th centuries that showed the benefits of a paper money system that completely dispensed with gold (Laidler, 1991: 187). The fear at the time of these realizations was that these conclusions, if carried out, could result in too much discretionary power being given to government and policy makers (Laidler, 1991: 188).
 This point by Laidler (1991) is important to highlight because some of those people who had intellectually recognized the advantage of a monetary system not dependent on a scarce commodity, were hugely influential in policy circles. They included the likes of Irving Fisher and Alfred Marshall, who as “leading quantity theorists also understood how a managed currency could be made to work” but they “stopped short of advocating it” (Laidler, 1991: 188). Within forty years of the creation of the Federal reserve the economist, Joseph Schumpeter, would highlight the importance of this system of credit to the overall existence of the capitalist economy, 

“Credit operations of whatever shape or kind do affect the workings of the monetary system; more important, they do affect the workings of the capitalist engine – so much so as to become an essential part of it without which the rest cannot be understood at all” (Joseph Schumpeter, 1994 [1954]: 318; qtd. in Ingham 2000: 80). 

By 1913, despite the brief period of government created money, the U.S. financial system was returned to one that was built off a scarce monetary base and an abundant system of credit. This system of money and credit creation was believed to be compatible with already existing class relations and the overall capitalist democratic political-economy. The belief was that credit in no way would threaten these class relations, but that its democratization (increasing ease of access) was necessary to guarantee the continued smooth existence of those class relations. One of the most critical assumptions underpinning and driving the return to a system of scarce money was the idea that class inequality is natural and not the result of any government action. To emphasize this, the argument is made that any attempt by government to intervene in this inequality (to level society) is both unnatural and dangerous to the smooth operation of class relations. This money is believed to be gold, which is framed in much the same way as class – as natural and existing as money prior to any action taken by government. And, to emphasize this point, any attempt to create a more abundant form of money is viewed as disruptive to class relations and a threat to the already existing set of political-economic arrangements. This approach relied on the continued reinforcement of natural and alienated value, separating the government and society from money’s source of value and production. To do this the federal government had to entrench and reinforce ideas of gold as money, and build an institutional system that could provide the types of credit that were understood as necessary to the overall functioning of the economy. 

Over the almost 260 years since Hume’s essays on money the theory of the importance of the source of money has stayed essentially the same, with late 20th century orthodox economists clinging to their “model of money supply” which “was, in effect, an empirical generalization of a naturally constrained supply of a metallic monetary base provided by a central authority (the mint) that was outside the market” (Ingham 2004: 21). One realization that had not shifted was that “a necessary condition for control over the general price level is control over the money supply” (Laidler, 1991: 33). If the amount of money was critical to controlling the price level, and inflation was detrimental to the overall capitalist political-economy, and especially threatening to the merchant class, a type of money needed to be chosen that was naturally limited. This led to the continued reinforcement of the gold standard despite evidence that bimetallism or government managed paper money systems were far more preferable (Laidler, 1991). The fact that policy lagged behind theory serves to highlight the role of particular interests, political and economic, and the forward momentum of existing philosophies and theories of money.  

In the 1980’s and 1990’s, like those of the 1860’s and 1870’s, there is again an effort to challenge the ideas of money and the necessity of a scarce supply and its associated system of credit. During the 1860’s the efforts of the Greenback’s were focused on ending a particular regime of money, by claiming the source of money’s value resided in the actions of government. In the 21st century the community currency movement is attempting to do the same thing, by claiming that the people, directly, have the right to create their own money. According to the work of Babb and Carruthers (1996) the Greenback’s had, 

“collectively ‘remembered‘ the social construction of money, thus raising the possibility of alternative monetary arrangements; second, they questioned the assumption of the collective benefits of this institution, arguing that money entailed important distributive consequences” (Babb and Carruthers, 1996: 1560). 

In the 21st century the growing community currency movement has picked up these arguments. These advocates of community currencies are arguing for the democratization of money, and they see little necessity for a scarce supply of money and often believe that the system of credit is deleterious to the economy, causing it, in part, to have to continuously grow and go through boom and bust cycles. Whether their analysis of the impacts are correct or not, what they are doing is claiming the right to create money, and are attempting to end the idea of scarce and alienated sources of money value. However, their central claim t is that this process results in the democratization of money, but it is not clear how this is done or what it means within an already existing democracy. In this case the particular democracy that we operate within is one that relies on a scarce monetary base to support the political-economy. Any threat to this or any major shift could result in the collapse or breakdown of the existing political-economy. To assume that you can shift the supply or creation of money from a scarce to an abundant source, fails to acknowledge this journey of money creation. Money has been continuously democratized, and this democratization has been aimed at perpetuating the continued operation of the American capitalist democracy. To shift the way in which money is created would require a fundamental reconfiguration of our political-economy. The creation of the USA, and its political-economy, is dependent on a vision of class that accepts inequality as natural. If the goal of the community currency movement is to reduce this inequality, by utilizing money, it is also a threat to the entire political-economy. Do the community currency advocates engage with this historical role of money and debates over its democratization? All earlier efforts, baring those of the 1780’s, were focused on the perpetuation and continuation of the capitalist economy. Community currency advocates claim to want to develop sustainable economies based on abundant supplies of money. But, is this even possible within the context of today’s already existing political-economy? Can the system of representative democracy developed by the Federalists actually operate under this concept of money? This leaves the community currency movement with the heavy burden of having to provide a viable alternative form of democracy that is built on a political economy that can survive and operate with abundant supplies of money. This conclusion calls for a deeper and rigorous analysis of the relationship between already existing systems of democracy and money and how the alternative or newly imagined democracy will look like and operate under systems of abundant money.
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� When I refer to original democracy I am drawing on one of the central ideas of Athenian democracy which is described by E. M. Wood (1995) as having no separation between political and economic freedom meaning that political equality “substantially modified, socio-economic inequality” (Wood, 1995: 212).


� The Federalists were those that supported the ratification of the US Federal Constitution.


� Wood (1995), when describing the Federalist form of democracy, states that “it meant that something hitherto perceived as the antithesis of democratic self-government was now not only compatible with but constitutive of democracy: not the exercise of political power but its relinquishment, its transfer to others, its alienation” (Wood, 1995: 216) (italics added).


� I choose to focus on gold as the central discussion in this paper. I am fully aware that there were large debates around the introduction of silver as a form of money and many books have been written exploring this theme. However, the debates over the merits of silver as money are often similar to those associated with gold – namely that silver, like gold, is a real and tangible commodity extracted through labor, and not easily printed. The reasons for the failure of silver to be the central form of money are as much about American politics as it is about global politics, and the abundance of silver in terms of supply. The debate over silver money does not introduce anything of particular uniqueness into our understanding of money.


� See Honest Money League, 1878; Fonda, 1895; Dwinell, 1946. All of these publications feature a range of documents and pamphlets that explore ideas of honest and true money.


� Again we see a similarity between the way in which class has been theorized and money. Government has no power or influence over the creation of class/money but it can regulate/mediate these inequalities by giving every citizen access to elections/credit. The democratization is formal in both instances, and certainly not substantive. Giving you access to elections/credit neither guarantees nor protects you from the fallout of the results (loosing an election/business failing). Government’s role is to make sure everyone can access the right to vote/gain cred, and the government has done this by expanding the suffrage (or by expanding access to credit). Yet, government is still not engaged in questions of the origin of class/money inequality/wealth, and pays not heed to the question of “how?”.


� My use of the term credit applies specifically to banknotes issued by individual banks. These banknotes, prior to the arrival of computers, were issued as pieces of paper, and were supposed to represent real and existing supplies of gold money, in other words they were forms of bank issued credit. 


� For an in-depth look at these class conflicts and the shifting interests see Sharkey, (1959) and Unger, (1964). 


� There has been a large amount of research and analysis into these first two national banks, the politics and power plays that ultimately decided the fate of these banks.  See Chernow (2004), Davies (2002).


� See the Pamphlets of Finance Vol. 1-5 covering much of the debates around money and finance that occurred during the 1800’s.


� The first time being during the years between the American colonies claim to independence and the creation of the federal constitution. These debates, which I have written about in more detail in my Mphil dissertation, “Democratizing Money” Forthcoming 2011, were based on the idea that citizenship fundamentally alters your socio-economic conditions within a democracy. See E.M. Wood (1995) for more detail on the idea of ancient democracy which formed part of the thinking of colonial monetary policy.


� One could also say that paper was issued on par with gold.


� The fact that this paper, issued by the government, could not be redeemed for gold, is what makes it money, and not credit. It was issued as if it were gold.


� The result of this was a series of legal cases that went to the U.S. Supreme Court. The first of these cases, Hepburn v. Griswold (1870), overturned the Federal government’s right to issue legal tender. However, in 1871, the question over the legality of Legal Tender returned to the court. And, in two cases, Knox v. Lee and Parker v. Davis (1871), and, again in, Julliard v. Greenman (1884), the constitutionality of the Legal Tender Act’s were confirmed, resulting in the overturning of the court’s 1870 decision and the retention, by the federal government, of the right to declare and create legal tender.


� Representative Blair, is one of several voices in the House that spoke of gold in this way. A reading of financial pamphlets of the 1870’s and 1860’s will highlight the commonness of these understandings of money. See Financial Pamphlets Vol 1-5.


� Not only did this threaten the idea of natural money, but it also threatened the symbiotic or compatible relationship between the already existing class structure and the system of money creation. 


� The important distinction to recognize is that the paper was now returned to a direct relationship with gold. It was a representation of gold, of money, and not money itself. To obtain money (gold) you had to return the paper to the bank, which, assuming the paper had retained its value, would result in an equivalent amount of gold being given to the bearer of the paper.


� This meant that it retained its value relative to gold. People would just as happily accept the Greenback as they would a gold coin. 


� Despite the appearance that the closing of the gold window by President Richard Nixon’s decision in August of 1971 fundamentally ended the role of a scarce monetary supply the theory was merely modified to account for the switch from gold to paper by saying that, “the stock of government debt, rather then the stock of gold” held by the central bank becomes “high-powered money”  (Ingham 2004: 208). This retains the scarcity of money (the government can not issue debt indefinitely) and it retains a naturalized value in that it is the market that determines the value of the money, not government. The retention of both a naturalized and alienated source of money value and its scarcity means that the overall theory of money and the necessity for credit is retained. 


� This concern has remained central throughout the designing of our financial system. The fear of giving too much discretionary money-making power to the government has remained a constant. The government has worked specifically at limiting its direct power over the creation of money, and this can only be really understood as to limit the potential of the political demands of the citizens claiming the right and ability to control the supply of money. Any banker would seriously shiver in his pants if people suddenly realized that they did have the right, ability and co-creative power to control the overall supply of money. 
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