 Ideal Money and Asymptotically Ideal Money

    The special commodity or medium that we call money has a long and interesting history. And since we are so dependent on our use of it and so much controlled and motivated by the wish to have more of it or not to lose what we have we may become irrational in thinking about it and fail to be able to reason about it like about a technology, such as radio, to be used more or less efficiently.

    So I wish to present the argument that various interests and groups, notably including "Keynes-ian" economists, have sold to the public a "quasi-doctrine" which teaches, in effect, that "less 
is more" or that (in other words) "bad money is better than good money". Here we can remember the classic ancient economics saying called "Gresham's law" which was "The bad money drives out the good". The saying of Gresham's is mostly of interest here because it illustrates the "old" or "classical" concept of "bad money" and this can be contrasted with more recent attitudes which have been very much influenced by the Keynesians and by the results of their influence on government policies since the 30's.

   Digression on the Philosophy of Money
    It seems to be relevant to the politics 
of state decisions that affect the character 
of currency systems promoted by states that there are typical popular attitudes in relation to money. Although money itself is merely an artifact of practical usefulness in human societies and/or civilizations, there are some traditional or popular views associating money with sin or immorality or unethical or unjust behavior. And such views can have the effect that an ideal of good money does not seem such a good cause as an ideal of a good public water supply. There is also, for example, the Islamic concept which has the effect of classing as "usury" any lending of money at interest. (Here we can wonder about what sort of inflation rates might have been typical for any major varieties of money, such as Byzantine money, at the times actually contemporaneous with the Prophet Mohammed.)

    In general, money has been associated in popular views with moral or ethical faults, like greed, avarice, selfishness, and lack of charity. But on the other hand, the existence of money often makes it easy to make valuable donations 

of philanthropic sorts and the parties receiving such contributions tend to find it most helpful when the donations are received as money!

    But the New Testament story about "money changers" being driven from the Temple illustrates clearly the idea of putting the clearly mundane and possibly "unclean" utility of money at some distance from where that money would presumably continue to be received when used as a vehicle for donations.

    Economics has been called "the dismal science" and it is certainly an area of studies where "the mundane" is appropriately studied.

    And philosophically viewed, money exists only because humanity does not live under "Garden of Eden" conditions and there are specializations of labor functions. So we are always exchanging, mediated by money transfers, the differing fruits of our varied forms of labor.

               Welfare Economics 

    A related topic, which we can't fully consider in a single lecture, is that of the considerations to be given by society and the national state to "social equity" and the general "economic welfare". Here the key viewpoint is methodological, as we see it. HOW should society and the state author-ities seek to improve economic welfare generally and what should be done at times of abnormal

economic difficulties or "depression"?

    We can't go into it all, but we feel that actions which are clearly understandable as designed for the purpose of achieving a "social welfare" result are best. And in particular, programs of unemployment compensation seem to be comparatively well structured so that they can operate in proportion to the need. And public works projects allow the wealthy to pay through taxes to provide jobs for workers and they can produce valuable works if the projects are well

planned. 

       Money, Utility, and Game Theory

    In the sort of game theory that is studied and applied by economists the concept of "utility" is very fundamental and essential. Von Neumann and Morgenstern give a notably good and thorough treatment of utility in their book (on game theory and economic behavior). The concept of utility (mathematical) does indeed predate the book of Von Neumann and Morgenstern. And for example, as a concept, mathematical utility can be traced back to a paper published in 1886 in Pisa by G. B. Antonelli.

    When one studies what are called "cooperative games", which in economic terms include mergers and acquisitions or cartel formation, it is found to be appropriate and is standard to form two basic classifications:

      (1): Games with transferable utility. 

             (and)      

      (2): Games without transferable utility  

             (or "NTU" games).

    In the world of practical realities it is money which typically causes the existence of a game of type (1) rather than of type (2); money 
is the "lubrication" which enables the efficient "transfer of utility". And generally if games can be transformed from type (2) to type (1) there is a gain, on average, to all the players in terms of whatever might be expected to be the outcome.

    But this function of money in generally facil-itating the transfer of utility would seem to be as well performed by the currency of Thailand as by that of Switzerland. Or the question can be asked "How do 'good money' and 'bad money' differ, if at all, for the valuable function of facil-itating utility transfer?". But if we consider contracts having a relatively long time axis then the difference can be seen clearly.

    Consider a society where the money in use 
is subject to a rapid and unpredictable rate of inflation so that money worth 100 now might be worth from 50 to 10 by a year from now. Who would want to lend money for the term of a year?

    In this context we can see how the "quality" of a money standard can strongly influence areas of the economy involving financing with longer-term credits.

    And also, if we view money as of importance in connection with transfers of utility, we can see that money itself is a sort of "utility", using the word in another sense, comparable to supplies of water, electric energy or telecommunications. And then, if we think about it, we can consider the quality of money as comparable to the quality of some "public utility" like the supply 

of electric energy or of water.

               "Keynesians"

    The thinking of J. M. Keynes was actually multidimensional and consequently there are quite different varieties of persons at the present time who follow, in one way or another, some of the thinking of Keynes. And of course SOME of his thinking was scientifically accurate and thus not disputable. For example, an early book written by Keynes was the mathematical text "A Treatise on Probability".

    The label "Keynesian" is convenient, but to be safe we should have a defined meaning for this as a party that can be criticized and contrasted with other parties.

    So let us define "Keynesian" to be descriptive of a "school of thought" that originated at the time of the devaluations of the pound and the dollar in the early 30's of the 20th century. Then, more specifically, a "Keynesian" would favor the existence of a "manipulative" state establishment of central bank and treasury which would contin-uously seek to achieve "economic welfare" object-ives with comparatively little regard for the long term reputation of the national currency and the associated effects of that on the reputation 
of financial enterprises domestic to the state.

    And indeed a very famous saying of Keynes was "...in the long run we will all be dead ...".

A Critique of the Science of the Keynesians

    It is difficult to make a criticism here because so much of the scientific research work, particularly of American economists, in the years since, say, "the thirties", has been in the area of the study of the topic called "macroeconomics" and most or almost all of this work has a "Keynes-ian" orientation.

    I think there is a good analogy to mathemat-ical theories like, for example, "class field theory". In mathematics a set of axioms can be taken as a foundation and then an area for theoretical study is brought into being. For example, if one set of axioms is specified and accepted we have the theory of rings while if another set of axioms is the foundation we have the theory of Moufang loops. 

    So, from a critical point of view, the theory of macroeconomics of the Keynesians is like the theory of plane geometry without the axiom of Euclid that was classically called the "parallel postulate". (It is an interesting fact in the history of science that there was a time, before the nineteenth century, when mathematicians were speculating that this axiom or postulate was not necessary, that it should be derivable from the others.)

    So I feel that the macroeconomics of the Keynesians is comparable to a scientific study 
of a mathematical area which is carried out with an insufficient set of axioms. And the result is analogous to the situation in plane geometry, the plane does not need to be really flat and the area within a circle can expand hyperbolically as a function of the radius rather than merely with the square of the radius. (This picture suggests the pattern of inflation that can result in a country, over extended time periods, when there is contin-ually a certain amount of gradual inflation.)

    The missing axiom is simply an accepted axiom that the money being put into circulation by the central authorities should be so handled as to maintain, over long terms of time, a stable value.

    Instead of this one can observe, in the context of the popularity of "Keynesian" orient-ations, that it is considered extremely undesir-able that there should ever occur a period of deflation (where wages and prices might be forced to decrease) but that continual inflation is an acceptable consequence (of whatever actually causes it under the effective circumstances of the actual "management" of a national money system). 

    Looking backwards, in the period of time between 1717 and 1931 the Bank of England actually had to operate with the axiom accepted that we 
are viewing as comparable to Euclid's "parallel postulate". The theory of what can be done, in central banking, with a money value axiom being 
in effect is not an empty theory but this is an area which seems hardly to have been studied at all since the advent of "the Keynesians" in "the thirties".

    Another aspect of "Keynesianism", in relation to scientific themes, is that it seems to me to be very much like a school of medical theory and to 

be oriented towards "therapeutic" procedures. But often a school of medical practice can be criti-cized from one or another point of view. For 
example, "What are the long term consequences 
of the continued application of the procedures 
of therapy?"

                Ideal Money 

    Our proposal is that a preferable version of 

a general system for the transferring of utility, thus a "medium of exchange", would be structured 
so as to provide a medium with a natural (and reliable!) stability of value. And this stability of value would be particularly of benefit in connection with contracts or exchanges involving long time periods for the complete performance of the contract or exchange.

    Classically, when gold or silver was used 
as the basis of a standard for exchanges, that objective was consequently achieved (even though neither of these two "precious metals" would be, in fact, perfectly stable in value by comparison with the other). The existence of a standard provided comparative certainty contrasting with the gamblers’ situation that results when a lender

must lend money without much of an assurance that in 30 years the value of it will not have been greatly eroded by inflation. Thus, faced with such value uncertainties, mortgage lenders must learn to lend, if they are lending their own money, 
at sufficiently high interest rates so as to have 
a fair chance of winning their gamble against inflation!

    We published a paper entitled "Ideal Money" in the Southern Economic Journal (in 2002) and it was essentially the text of a keynote lecture that we gave on that topic at the meeting of the Southern Economic Association in Tampa, Florida. Of course, necessarily, on a topic with such a universal relevance to human affairs it is difficult, really, to say something new. But there can be novelty in the details and in terms of the context and the times.

    Our key proposal was/is that an index that can be called an ICPI or "Industrial Consumption Price Index" could be employed as a basis for the stand-ardization of the value of money. This proposal is for an index based on the international prices of specific goods. For example like the prices for

silver or copper as recorded daily at London.

    The commodities or utilities or services for which their international prices could be used in an ICPI index should be wisely chosen so as to avoid those that might have comparatively rapidly changing values. Exactly how an index should be constituted cannot be specified at this point but it can be noted that the problem of constituting 
a suitable index is quite analogous to that 
of constituting index measures for the prices 
of "Industrials" or "Transports" or "Utilities" like Dow Jones has long had for the stocks traded

on the New York Stock Exchange. But of course one doesn’t expect the value measure of a "basket" of commodities to rise as much, over long times, as the value of the Dow Jones Industrials index has risen in the past.

    We also observed that a method of calculation could be employed that would use "moving averages" to achieve that the money value being defined would vary as smoothly and gradually as practic-able with the passing of time. 

    But now we want to mention another possibility that arises because of the present day circum-stances that are relevant to the international interactions of the various national currencies. It could be very difficult, and a slow process, 
to set up such a practical and useful system of conventions as the international metric system 
of measures (of length, volume, and weight). So 
it should not be expected that reform and progress, in the area of systems of money, will be very easily achieved.

    Nowadays we see some new areas of competition between different major currencies of the world since the euro has come into existence and the psychological climate in which the "central bankers" are operating is recently changed by the theme that is next described. 

       The Confessional of Targeting

    It was the observation of a new "line" that has become popular with those responsible for "central banking" functions relating to national currencies that gave us the idea for the theme of "asymptotically ideal" money.

    The idea seems paradoxical, but by speaking of "inflation targeting" these responsible officials are effectively CONFESSING that, notwithstanding how they formerly were speaking about the diffi-culties and problems of their functions, that it is indeed after all possible to control inflation by controlling the supply of money (as if by limiting the amount of individual "prints" that could be made of a work of art being produced as "prints").

    This popularity of the line of "inflation targeting" seems to have started in New Zealand, which is the place, among the USA, Canada, Australia, and New Zealand, which had the most depreciated dollar. And we can note also that New Zealand was hardly a place where any crisis of poverty really forced them to not maintain the value of their dollar but rather just a place where "Keynesian" thinking was probably very influential. 

    If now we think of a world of a number of major currencies and with all of these provided by central authorities that operate under some sort of a ritual of "inflation targeting" then, as things evolve, what SHOULD the targets be?

    It is only really respectable that there should not be an arbitrary, capricious, or steady pattern of inflation, but how should a proper and desirable form of money value stability be defined?

    Rapid inflation is easily measured, on a national level, by a domestically defined "cost 
of living" index. So if the cost of living, as measured by another agency than central banking authorities, were not rising (when expressed in terms of the domestic money) then one could feel assured that there was not a pattern of inflation.

    However this requirement is actually a little too strong (for a properly good money worthy to be called of "ideal" type)! It is actually quite natural for the calculated "cost of living" to be rising, even when measured, say, in terms of gold, whenever there is so much technological progress that the people, without working harder, are lifted to a higher standard of living by the rapid progress, as if each human would become the bene-ficiary of the assistance of 3 robot helpers to do the work of his livelihood.

    So in the last years of the era of the gold standard the "cost of living" measures were gradually rising but it was not appropriate to view that as indicating inflation since the money was not losing value in relation to alternative

options for "treasure hoarding".
    To be quite respectable, in a Gresham-advised sense, money needs only to be AS GOOD as other material commodities that might be hoarded. It does not really need to be so good (as time 
passes) that the cost of living statistic should remain constant.

    But "inflation targeting", unless all major currencies would (somehow!) be able to be adopting and really employing the same target rate, would still provide the opportunity for "connoisseurs 
of quality" to rank the currencies in hierarchies of gradations of quality (like bond rating agencies rank the debt of commercial enterprises or like other rating agencies comparatively appraise various insurance companies). Those really having lower planned inflation rates would naturally be seen as superior in quality. (We should note that the INTERNATIONAL perspective relating to a currency is not how it relates to

domestically measured costs in its home country but how it compares, on the international markets, with other currencies and commodities.)

    What inflation targeting does is to open up the possibility that somehow the various major currencies may evolve to develop stability of value. And in this sense there could be "asymptot-ically ideal money" in that an evolving trend could lead to the value stability that would constitute a major improvement in quality.

         Currencies in Competition

    It is observable that certain types of financial enterprises, such as large internat-ionally operating insurance companies, tend to migrate to national homes where the national currency is of at least comparatively higher quality (such as, e. g., Switzerland).

    In the near future there may be a smaller number of major currencies used in the world and these may stand in competitive relations among themselves. There is now the "euro" and the inflationary tradition of the Italian lira seems to be past history now. And there COULD be intro-duced, for example, a similar international currency for the Islamic world, or for South Asia, or for South America, or here or there.

    And if "inflation targeting" were used as 
a "line" by the managers handling all of these various internationally prominent currencies then there would arise interesting possibilities for comparisons between these major currencies. Each of the currencies managed thusly would have its officially recognized status in terms of inflation as measured by the domestic index of costs of the state of the managers. But also, and this is what is more significant from an internationally oriented viewpoint, the various currencies would have rates of exchange so that they could be realistically compared in terms of their actual values.

    And so the various currencies managed with "inflation targeting" would be comparable by users or observers who would be able to form opinions about the quality of the currencies. And what I want to suggest is that "the public" or the users, those for whom a medium of exchange functions as 
a basic utility, may develop opinions that are critical of currencies of lower "value quality". That is, the public may learn to demand better quality of that which CAN be managed to be of better quality or which can be managed to be 
of the lower quality observed in so many of the various national currencies in the 20th century.

    So we can imagine the evolutionary possibility of "asymptotically ideal money". Starting with 
the idea of value stabilization in relation to a domestic price index associated with the territory of one state, beyond that there is the natural and logical concept of internationally based value comparisons. The currencies being compared, like now the euro, the dollar, the yen, the pound, the Swiss franc, the Swedish krona, etc. can be viewed with critical eyes by their users and by those who may have the option of whether or not or how to use one of them. This can lead to pressure for good quality and consequently for a lessened rate of inflationary depreciation in value.

    Illustrating these optional choices that the public, the users of a money, may have, the people of Sweden recently had the opportunity of voting in a referendum on whether or not Sweden should join the eurocurrency bloc and replace the krona by the euro and thus use the same currency as Finland. The people voted against that, for various reasons. But it cannot be irrelevant whether or not the future quality of a currency is really assured or whether instead that it depends on the shifting sands of political decisions or the possibly arbitrary actions of a bureaucracy 
of officials.

    The voters in the U.K. are expecting to have the opportunity to vote in a referendum relating to the adoption, for the U.K., of the euro (which is already adopted in Ireland). Here they have 
a dramatic conflict, since the pound was the original currency of "the gold standard", with its value pegged to gold in 1717 by Isaac Newton who was then Master of the Mint. (Of course it was 

not irrelevant that George II, the king then, was an early Hanoverian and also ruled territories 
in Germany.)

    In recent years the pound has had a compar-atively good rating with regard to inflation, inferior to the rating of the Swiss franc but superior to most currencies of the world. So 
the British have the alternatives of accepting adoption of the euro when first voting, or after 
a delay, or never.

    We can legitimately wonder how the speediness of its adoption or delays in its adoption might affect the policies operating to control the actual exchange value of the euro. The constitu-tional structure of the authority behind the euro is of the "paper money" character in that nothing is really guaranteed as far as the value of the euro is concerned. But this is typical of all currencies used in the world nowadays. 

    Of course when a currency, for a time, does have a specification of its value beyond that simply depending on supply and demand for a fiat money, like the money of Argentina had a peg to the U.S. dollar a few years ago, then internat-ional observers can wisely distrust the reliabil-ity of such a stabilization of its value. Such forms of value definition are not necessarily unsound, particularly when a small economy, like that of Panama, links its currency to that of 
a larger area like that of the USA. But it is obvious that this sort of thing puts a (paradox-ical) burden on the foundation of the currency that is used as a reference basis.

    For example, if all sorts of non-European countries decided to define the values of their currencies as on a par with the euro, without actually joining into any system of cooperative regulations associated with that, then the effect of that would seem likely to destabilize the stability of the euro if it would otherwise be highly stable and of good value quality.

           Insurance Companies, 
    Commercial Banks, and State Banks

    It can be difficult, psychologically, for good patriots to appreciate the comparison, but state banks, or whatever issues the money used in a state or in a group of states, are logically com-parable to good or bad commercial banks or to good or bad insurance companies.

    And it is observable that internationally operating commercial banks or insurance companies can be favored by being based where the convent-ional money is of relatively higher quality. The same principle also applies to the business of "investment banking" which is a differentiable specialty function of commercial banks or other financial companies. 

        Savings, Savings Institutions, 
             and Savings Rates

    Another area where money quality is very 
relevant is in relation to the "savings rate". How will individual decision makers behave with regard to options for thrifty or more "spendthrift" behavior? It is arguable that the larger classes, in the sense of economically differentiated population strata, should be able to employ thrift options that are not extremely complex in char-acter. And if the quality of the money is really good then simply to save in terms of the ordinary medium of exchange is at least a practical first step. So thus the existence of good money may naturally promote a higher "savings rate".

    The history of "savings banks" and "credit unions" seems to illustrate social and economic developments that occurred during the time of stable money values of the gold standard era. 
Thus forms of financial institutions came into

existence in the climate of "good money" which would not have evolved were the money of an obviously unstable value.

    The process of capital investment by means of which enterprises prepare to have the competence for making successful products in the future naturally relates to the processes recognizable 
as involving savings decisions by individuals and households. And it can become as if paradoxical, when the official "savings rate" is found to be low, how the investment processes are occurring. The truth may be that the mass of the citizens 
of a state with an apparently advanced economy 
can become actually comparable to the people of an area being developed by colonialists and thus not be a leading force in relation to the advancement of the national economy.

     Evolution of Customs and Opinions

    In a large state like one of the "great demo-cracies" it is reasonable to say that the people should be able, in principle, to decide on the form of a money (like a "public utility") that they should be served by, even though most of the

actual volume of the use of the money would be out of the hands of the great majority of the people. But most typically the people would expect to be served by their elected representatives and not 
to make most of the relevant decisions in a direct fashion.

    If it becomes a matter of strong and definite preferences that the money used should have defin-ite characteristics of quality then, in principle, the people can demand that. For example formerly there was the drachma and now there is, in Greece, the euro instead of that. And the people seem to be pleased with the change.

    So the quality of the medium or media of exchange that is/are used can be improved, if the improvement is really desired. Here we speak of quality in the sense of Gresham or like a bond rating agency.

    But the famous classical "Gresham’s Law" also reveals the intrinsic difficulty. "Good money" will not naturally supplant and replace "bad money" by a simple Darwinian superiority of com-petitive species. Rather than that, it must be that the good things are established by the volun-tary choice of human agencies. And these respon-sible agents, being naturally of the domain of politically derived authorities, would need to make appropriate efforts to achieve such a goal and to pay the costs that are entailed before their societies can benefit. And the benefits would come from the improvement in the quality 
of this public utility (money) which serves to facilitate the game-theoretic function of "the transfer of utility".

    An example of an efficiently working global reform (at least in relation to electronic manufactures) is the metric system, with its central Bureau located near Paris. There is an example of a system of yardsticks where inflation is currently NOT in fashion. 

    And on the other hand, in many educational institutions it has been observed that there has been a pattern of "grade inflation" which becomes a critical issue when the students are not just gentlemen acquiring culture and scholarship, or students learning religious teachings, but rather students of various types, maybe of pre-med or pre-law studies, who are critically concerned with getting into the next level of schooling on the strength of seemingly good grades at their immed-iate study level.

  /////////////////////////////////////////////

     Opening for Questions or Debate

          %%%%%%%%%%%%%%%%%%%%%%%%

    My paper that was entitled "Ideal Money" derived originally from my outline for the lectures given at various specific locations 
of the "European School of Economics" in Italy during October 1997. Subsequent to that time, after consulting with some of the economics faculty at Princeton, I learned of the work and publications of Friedrich von Hayek and more recently I learned of the internationally oriented and historically sophisticated perspectives given by Prof. R. A. Mundell. Also I learned of the criticism of the Keynesians by Jacques Rueff.

    Later I spoke on "Ideal Money" in a "keynote lecture" at the meeting in Tampa, Florida of the Southern Economic Association (of the USA). And this lecture formed the basis for my paper on "Ideal Money" published in 2002 in the SEJ journal (of Economics).

    Then more recently the "asymptotically ideal" topic, which is of incidental interest in relation to the euro, has been incorporated as an extension 

and generalization. I first spoke on that theme 
at a talk at the University of Massachusetts at Amherst.

