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Foreword

From earliest times money in some form or another has been central to
organized living. Increasingly it shapes foreign and economic policies of
all governments. It is synonymous with power and it shapes history in
every generation.

Professor Glyn Davies, Economic Adviser to the Julian Hodge Bank
Ltd, and sometime Chief Economic Adviser to the Secretary of State for
Wales, and then to the Bank of Wales, is an ideal person to write the
history of money itself. In his fifteen years as Sir Julian Hodge Professor
of Banking and Finance at the University of Wales Institute of Science
and Technology, Glyn Davies earned worldwide recognition as one of
the United Kingdom’s front line economists. Both the CBI and various
Select Committees of the House of Commons have sought his help.

For over two decades there has been a unique partnership between
Wales’s financial wizard, Sir Julian Hodge, and Professor Glyn Davies.
The genius of Sir Julian is matched by his intuitive caution in matters
financial: it is therefore a high tribute to Professor Glyn Davies that for
two decades he has been Sir Julian Hodge’s trusted Economic Adviser.

This book is a masterpiece of scholarly research which economists
and bankers will find invaluable. Professor Glyn Davies enjoys a rare
gift in being able to present the most complicated issues in clear and
simple terms.

I declare my personal interest in this book because I have proved the
quality of Professor Glyn’s work both when I served as Secretary of
State for Wales and when I was Chairman of the Bank of Wales.

George Tonypandy

The Right Honourable Viscount Tonypandy PC, DCL,
House of Lords, Westminster

1 March 1994
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Preface to the Third Edition

In our technological age too many agree with Henry Ford’s blunt
dictum that history is bunk, though he was far from thinking that
money was bunk. This ambivalent attitude remains prevalent today in
the general approach to economic and financial studies, so that whereas
there is a superabundance of books on present-day monetary and
financial problems, politics and theories, it is my contention first that
monetary histories are far too scarce and secondly that those which do
exist tend in the main to be far too narrow in scope or period.

Because of the difficulties of conducting ‘experiments’ in the
ordinary business of economic life, at the centre of which is money, it is
most fortunate that history not only generously provides us with a
potentially plentiful proxy laboratory, a guidebook of more or less
relevant alternatives, but also enables us to satisfy a natural curiosity
about the key role played by money, one of the oldest and most
widespread of human institutions. Around the next corner there may be
lying in wait apparently quite novel monetary problems which in all
probability bear a basic similarity to those that have already been
tackled with varying degrees of success or failure in other times and
places. Yet despite the antiquity and ubiquity of money its proper
management and control have eluded the rulers of most modern states
partly because they have ignored the wide-ranging lessons of the past or
have taken too blinkered and narrow a view of money.

Economists, and especially monetarists, tend to overestimate the
purely economic, narrow and technical functions of money and have
placed insufficient emphasis on its wider social, institutional and
psychological aspects. However, as is shown in this study, money
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originated very largely from non-economic causes: from tribute as well
as from trade, from blood-money and bride-money as well as from
barter, from ceremonial and religious rites as well as from commerce,
from ostentatious ornamentation as well as from acting as the common
drudge between economic men. Even in modern circumstances money
still yields powerfully important psychic returns (such as an individual’s
social rank and standing or a nation’s position in the GNP league
table), while the eagerness to save or to spend is a fickle, moody,
contagious, psychological characteristic, not fully captured in the
economist’s statistics on velocity of circulation. Thus money, more than
ever in our monetarist era, needs to be widely interpreted to include
discussion not only of currency and banking, but also savings banks,
building societies, hire purchase finance companies and the fiscal
framework on those not infrequent occasions when fiscal policy
conflicts with or complements the operation of monetary policy. In this
regard it is demonstrated that even in medieval and earlier periods these
wider aspects were of considerably greater importance than is
conventionally believed. There are therefore many advantages which
can only be obtained by tracing monetary and financial history with a
broad brush over the whole period of its long and convoluted
development, where primitive and modern moneys have overlapped for
centuries and where the logical and chronological progressions have
rarely followed strictly parallel paths.

Anyone who attempts to cover such a wide range inevitably lays him-
or herself open to criticisms similar to those inescapably faced by map-
makers in attempting to portray the whole or a major part of the globe
on a flat surface. If the directions are right the sizes of the various
countries become grossly disproportional; attempts at equal areas beget
other distortions in shape or direction; while the currently politically
correct Peters projection looks like nothing on earth. Similar criticisms
relate to the selection of historical material from the vast mass currently
available. What some experts would regard as vitally important features
may have been glossed over or omitted, while other aspects which they
might consider trivial have been given undue attention. Selection from
such a vast menu is bound to be arbitrary, depending on the personal
taste of the author. Furthermore any claim to complete neutrality and
unbiased objectivity is similarly bound to be untenable. Every list of
sins of commission or omission would vary, especially among
economists . . . six economists, at least half a dozen opinions.

A further point: where one is dealing with a narrower, more
manageable period or area it is all the more possible (and highly
fashionable) to construct a sophisticated model or theory closely fitting
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the subject under scrutiny. Conversely, only the most loose-fitting (but
none the less useful) garment could possibly cover the variety of models
comprising such a wide range as is examined in this book. One such
simple theory does, however, emerge: the quality—quantity pendulum;
although it must be borne in mind that its repetitional swings become
discernible only where a long period of time is taken into consideration.
The first three chapters look at primitive and ancient money and at
the origins of coined money and its development up to the fall of Rome.
The next two chapters look at the unique disappearance and re-
emergence of coined money in medieval Britain, followed by the great
expansion of trade and finance in Britain and Europe from around 1485
to 1650. We then trace the development of British money and banking
to its dominant position in the gold standard system that eventually
broke down in the period from 1914 to 1931, thereafter analysing the
monetary controversies during the rest of the twentieth century
including the implications of entry into the European Monetary
System. The monetary development of the USA (in chapter 9) provides
a considerable contrast, moving from wampum to world power in less
that two centuries. Only a few of the salient features of money and
banking in parts of continental Europe and Japan are sketched in
chapter 10 but with some emphasis being given to the closer
relationships seen in those countries between financial and industrial
companies and the consequences that this might have for a faster rate of
economic growth than has occurred elsewhere. Chapter 11 deals with
pre- and post-colonial monetary systems, the rise of indigenous
banking in the Third World and the vast problems of international
indebtedness. Chapters 12 and 13 summarize progress towards a
possible universal free market in money, including dollarization, the
revolutionary advance of the euro and the controversial Tobin Tax.
Henry Ford, the father of mass production, unconsciously gave the
world a powerful push towards the goal of global finance where
eventually the colour of everyone’s money will be the same. Fortunately,
that blissful day has not quite yet dawned.
1 June 2002
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The Nature and Origins of Money
and Barter

The importance of money

Perhaps the most common claim with regard to the importance of
money in our everyday life is the morally neutral if comically
exaggerated claim that ‘money makes the world go round’. Equally
exaggerated but showing a deeper insight is the biblical warning that
‘the love of money is the root of all evil’, neatly transformed by George
Bernard Shaw into the fear that it is rather the lack of money which is
the root of all evil. However, whether it is the love or conversely the lack
of money which is potentially sinful, the purpose of the statement in
either case is to underline the overwhelming personal and moral
significance of money to society in a way that gives a broader and
deeper insight into its importance than simply stressing its basically
economic aspects, as when we say that ‘money makes the world go
round’. Consequently whether we are speaking of money in simple, so-
called primitive communities or in much more advanced, complex and
sophisticated societies, it is not enough merely to examine the narrow
economic aspects of money in order to grasp its true meaning. To
analyse the significance of money it must be broadly studied in the
context of the particular society concerned. It is a matter for the heart
as well as for the head: feelings are reasons, too.

Money has always been associated in varying degrees of closeness
with religion, partly interpreted in modern times as the psychology of
habits and attitudes, hopes, fears and expectations. Thus the taboos
which circumscribe spending in primitive societies are basically not
unlike the stock market bears which similarly reduce expenditures
through changing subjective assessments of values and incomes, so that



2 THE NATURE AND ORIGINS OF MONEY AND BARTER

the true interpretation of what money means to people requires the
sympathetic understanding of the less obvious motivations as much as,
if not more than, the narrow abstract calculations of the computer. To
concentrate attention narrowly on ‘the pound in your pocket’ is to
devalue the all-pervading significance of money.

Personal attitudes to money vary from the disdain of a small
minority to the total preoccupation of a similarly small minority at the
other extreme. The first group paradoxically includes a few of the very
rich and of the very poor. Sectors of both are unconsciously united in
belittling its significance: the rich man either because he delegates such
mundane matters to his servants or because the fruits of compound
interest exceed his appetite, however large; the poor man because he
makes a virtue out of his dire necessity and learns to live as best he can
with the very little money that comes his way, so that his practical
realism makes his enforced self-denial appear almost saintly. He limits
his ambition to his purse, present and future, so that his accepted way
of life limits his demand for money rather than, as with most of us, the
other way round. At the other extreme, preoccupation with money
becomes an end in itself rather than the means of achieving other goals
in life.

Virtue and poverty, however, are not necessarily any more closely
related than are riches and immorality. Thus Boswell quotes Samuel
Johnson:

When I was a very poor fellow I was a great arguer for the advantages of
poverty . . . but in a civilised society personal merit will not serve you so
much as money will. Sir, you may make the experiment. Go into the street,
and give one man a lecture on morality, and another a shilling, and see
which will respect you most . . . Ceteris paribus, he who is rich in a civilised
society, must be happier than he who is poor. (Boswell 1791, 52-3)

Johnson’s commonsense approach to the human significance of money
not only rings as true today as it did two centuries ago, but may be
mirrored in the statements and actions of much earlier civilizations.
The minority who find it possible to exhibit a Spartan disdain for
money has always been exceptionally small and in modern times has
declined to negligible proportions, since the very few people concerned
are surrounded by the vast majority for whom money plays a role of
growing importance. Even those who as individuals might choose to
belittle money find themselves constrained at the very least to take into
account the habits, views and attitudes of everyone else. In short, no
free man can afford the luxury of ignoring money, a universal fact
which explains why Spartan arrogance was achieved at the cost of an
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iron discipline that contrasted with the freedom of citizens of other
states more liberal with money. This underlying principle of freedom of
choice which is conferred on those with money became explicitly part
of the strong foundations of classical economic theory in the nineteenth
century, expounded most clearly in the works of Alfred Marshall, as
‘the sovereignty of the consumer’, a concept which despite all the
qualifications which modify it today, nevertheless still exerts its
considerable force through the mechanism of money.

Sovereignty of monetary policy

This essential linkage between money, free consumer choice and
political liberty is the central and powerful theme of Milton Friedman’s
brand of monetarism consistently proclaimed for at least two decades,
from his Capitalism and Freedom (1962) to what he has called his
‘personal statement’, Free to Choose, published in 1980. An even longer
crusade championing the essential liberalism of money-based allocative
systems was waged by Friedrich Hayek, from his Road to Serfdorn: in
1944 to his Economic Freedom: of 1991.

Yet for a generation before Friedman, the eminent Cambridge
economist Joan Robinson called into question the conventional basis of
consumer sovereignty in her pioneering work on Imperfect Competition
(1933). Indeed she doubted ‘the validity of the whole supply-and-
demand-curve analysis’ (p.327). Many years later, with perhaps too
humble and pessimistic an assessment of the tremendous influence of
her writing, she felt forced to lament: ‘All this had no effect. Perfect
competition, supply and demand, consumer’s sovereignty and marginal
products still reign supreme in orthodox teaching. Let us hope that a
new generation of students, after forty years, will find in this book what
I intended to mean by it’ (1963, xi).

By the mid-1970s it became obvious that, as in the inter-war period,
the fundamental beliefs of economic theory were again being
challenged, and nowhere was this probing deeper or more urgent than
with regard to monetary economics. Mass unemployment had pushed
Keynes towards a general theory which, when widely accepted, helped
to bring full employment, surely the richest reward that can ever be laid
to the credit (if admittedly only in part) of the economist’s theorizing.
But persistent inflation posed questions which Keynesians failed to
answer satisfactorily, while the return of mass unemployment combined
with still higher inflation finally destroyed the Keynesian consensus,
and allowed the monetarists to capture the minds of our political
masters.
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Nevertheless, Joan Robinson’s view is quite true in that the
modifications of classical value theory (now being painfully and
patchily refurbished by the New Classical School) were as nothing
compared with the surging revolutions in monetary theories which have
occurred since the 1930s, mainly taking the form of a forty years’ war
between Keynesians and monetarists, until the latter ultimately
achieved control over practical policies in much of the western world by
the end of the 1970s, despite the continuing strong dissent of the now
conventional Keynesian economists. Whereas the man in the street
knows nothing of the economics of imperfect competition or the theory
of contestable markets, he feels himself equipped and more than willing
to take sides in the great monetarist debates of the day. Without being
dogmatic about this, it is unlikely that in any previous age monetary
affairs and monetary theories have ever captured so vast an army of
debaters, professional and amateur, as exists in today’s perplexing
world of uncertainty, inflation, unemployment, stagnation and
recession. Can the control of money, one wonders, be the sovereign
remedy for all these ills?

Never before has monetary policy openly and avowedly occupied so
central a role in government policy as from the 1980s with the
‘Thatcherite experiment’ in Britain and the ‘Reaganomics’ of the
United States. Needless to say, if monetary policy finally reigns supreme
in the two countries of the world which have together dominated
economic theory and international trade and finance over the last two
centuries this fact is bound to have an enormous influence on current
financial thought and practice throughout the world. If money is now
of such preponderant importance in the North it cannot fail also to
exert its powerful sway over the dependent economies and
‘independent’ central banks of the developing countries of the South.
This tendency is of course strongly reinforced by the growing burden of
sovereign debt, i.e. debts mainly owed or guaranteed by governments
and government agencies in countries like Mexico, Brazil, Argentina,
Poland, Romania, Nigeria, India and South Korea, and to private and
public banks and agencies in the West. The unprecedented scale of this
long-term debt, coupled with the vast short-term flows of petro-dollars
and Euro-currencies, is in part reflection and in part cause of the
worldwide inflationary pressures, again of unprecedented degree, which
have raised public concern about the subject of money to its present
pinnacle. There are far more people using much more money,
interdependently involved in a greater complex of debts and credits
than ever before in human history. However, despite man’s growing
mastery of science and technology, he has so far been unable to master
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money, at any rate with any acceptable degree of success, and to the
extent that he has succeeded, the irrecoverable costs in terms of mass
unemployment and lost output would seem to outweigh the benefits.

If money were merely a tangible technical device so that its supply
could be closely defined and clearly delimited, then the problem of how
to master and control it would easily be amenable to man’s highly
developed technical ingenuity. In the same way, if inflation had simply a
single cause — government — and money supply came simply from the
same single source, then mechanistic controls might well work.
However, although government is powerful on both sides of the
equation it is only one among many complex factors. Among these
neglected factors, according to H. C. Lindgren, in a rare book on the
psychology of money, ‘the psychological factor that continually eludes
the analysts and planners is the mood of the public’ (1980, 54).

Furthermore, technology in solving technical problems often creates
yet more intractable social and psychological problems, which is why,
according to Dr Bronowski, ‘there has been a deep change in the temper
of science in the last twenty years: the focus of attention has shifted
from the physical to the life sciences’ and ‘as a result science is drawn
more and more to the study of individuality’ (Bronowski 1973). It is
ironic that just when physical scientists are seeing the value of a more
humanistic approach, economics, and particularly monetary
economics, has become less so by attempting to become more
‘scientific’, mechanistic and measurable.

Unprecedented inflation of population

There is an additional factor, ‘real’ as opposed to ‘financial’, which
helps to explain the sustained strength of worldwide inflationary forces
and yet remains unmentioned in most modern works on money and
inflation, viz. the pressure of a rapidly expanding world population on
finite resources — virtually a silent explosion so far as monetarist
literature is concerned. Thus nowhere in Friedman’s powerful, popular
and influential book Free to Choose is there even any mention of the
population problem, nor the slightest hint that the inflation on which
he is acknowledged to be the world’s greatest expert might in any way
be caused by the rapidly rising potential and real demands of the
thousands of millions born into the world since he began his researches.
Further treatment of these matters must await their appropriate place in
later chapters, but since the size and distribution of this tremendous
growth of population is crucial to an understanding of why the study of
money is currently of unprecedented importance, a few introductory
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comments appear to be essential. One neglected reason why monetary
policy may appear to be so attractively powerful in the richer North and
West is precisely because there population pressures are least. In
contrast, whereas monetary policy is of special importance in the poor
developing countries of the South and East, its scope and powers are
considerably reduced because this is where population pressures are
greatest. Too many people are chasing too few goods.

The currently fashionable monetarist explanations of inflation fail,
then, to take into account the rapid rise in real pressure on resources
stemming from the population explosion. This forces communities to
react by creating, by means of various devices easily learned from the
West, the moneys required to help to accommodate such pressures. The
enormous size of these increases since 1945 is such that millions of
relatively rich have added their effective demand to the frustrated
potential demands of the thousands of millions more who have
remained abysmally poor. The trend of demand increases year by year
causing relatively greater scarcities of primary resources and also of
manufactured goods and services such as consumer durables, health
care and education. The vastly increased competition for such goods
and services helps to give an upward twist to the inflationary spiral
despite the periodic changes in the terms of trade for certain primary
products. World population has ultimately increased, in some ways as
Malthus predicted over two hundred years ago, at a pace exceeding
productivity, since productivity is at or near its lowest in those areas
where population growth is at or near its greatest.

It took man a million years or so, until about 1825, to reach a total
population of 1,000 million, but only about one hundred years to add
another 1,000 million and only some fifty years, from 1925 to 1975 to
double that total to 4,000 million, by which time the population was
already increasing by 75 million annually. In the generation from 1975
to the year 2000, according to a consensus of opinion among experts in
Britain, USA and the United Nations Organization, world population
will increase by 55 per cent or 2,261 million to a total of 6,351 million
and will then be increasing by around 100 million annually, so that, if
currently projected growth rates continue, world population may reach
10,000 million by around the year 2030, well within the life expectancy
of persons now reaching adult years in the western world.!

The whole world has now broken the link with commodity money
which once acted as a brake on inflation. The less developed countries
are even less able than the industrialized countries to avoid the

! For a powerfully presented and more optimistic view see B. Lomborg, 7/e Skeptical
Environmentalist (Cambridge, 2001).
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mismanagement of money, so that in their attempts to create monetary
claims, including borrowing, to compete for resources which are
tending to grow ever scarcer relatively to demand, runaway inflation
with rates of up to 100 per cent or more per annum are not uncommon.
Added to these unprecedented monetary problems over 90 per cent of
the projected increase in population to the end of the century will take
place in these poor and less developed countries, which by their very
nature find it more difficult than their richer, industrialized neighbours
to stem the full tide of inflation. Intensifying this trend is the increasing
urbanization of previously predominantly rural communities, with the
greater emphasis on money incomes that is the inevitable concomitant
of such migration. A few telling examples must suffice, taking the
population in 1960 and the projections for the year 2000 in parenthesis
based on UN estimates and medium projections: Calcutta 5.5 m (19.7
m); Mexico City 4.9 m (31.6 m); Bombay 4.1 m (19.1 m); Cairo 3.7 m
(16.4 m); Jakarta 2.7 m (16.9 m); Seoul 2.4 m (18.7 m); Delhi 2.3 m
(13.2 m); Manila 2.2 m (12.7 m); Tehran 1.9 m (13.8 m), and Karachi
1.8 m (15.9 m). These ten towns alone will increase from a total of 31.5
m to 178 m. (Global 20001982, 242). This gives a new twist to William
Cowper’s claim: ‘God made the country and man made the town.”
The young age composition of such vastly expanding populations
increases mobility, the acceptance of change and the political pressures
for change, including the desire to have at least some share in the rising
standards of living of the richer countries, of which, through rapidly
improved communications, they are becoming increasingly conscious.
This international extension of the ‘Duesenberry effect’ (Duesenberry
1967), viz. that the patterns of consumption of the next highest social
class are deemed most desirable, again helps to create increased
expenditure pressures throughout the developing world and particularly
in those populous pockets of relatively rich areas which exist almost
cheek by jowl among the urban poor. Duesenberry also makes the
important point that ‘the larger the rate of growth of population the
larger the average propensity to consume’ (Duesenberry 1958, 265).
Confronted with the magnitude of the problem of world poverty,
western man may feel uncomfortable, individually helpless and
perplexed by the merits of ‘aid versus trade’. There is an imbalance in
awareness as between North and South, and whereas it would be a
caricature to say ‘They ask for bread, and we give them . . . Dallas,
nevertheless the three-quarters of the world’s people in the hungry

2 According to the UN survey 7/e World Population, 2001, 2.8 billion already lived in
cities, rising to 3.9 billion by 2015, with 23 cities exceeding 10 million, including five
exceeding 20 million each.
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south are increasingly aware of how the other quarter lives. This
caricature is not unlike Picasso’s definition of art as a ‘lie which helps us
to see the truth’. Be that as it may, the expenditure patterns of society
throughout the world are becoming westernized, breaking down
indigenous social patterns and so leading to modern habits which,
unfortunately, tend to encourage inflationary monetary systems. Thus,
the worldwide expansion of money has been partly caused by, but has
far exceeded, the vast expansion of population.

Although the question of whether the world is approaching the limits
of growth may cause a growing number of fortunate men in modern
affluent societies to cast doubt on the need for greater economic
growth, nevertheless there is no question that economic growth affords
the only means whereby approximately half the world’s population — its
women — can escape from the daily drudgery that has brutalized life for
millions throughout time. The appalling persistence of poverty and
what it means for families and especially mothers is brought out
(insofar as these matters can ever meaningly be described in words) by
the Brandt Report in 1980 which gives the estimate of the United
Nations Children’s Fund that in 1978 more than twelve million children
under five years of age died of hunger (Brandt 1980, 16). UNICEF’s
estimate for 1979, the ‘Year of the Child’, rose to seventeen million. It
may be an eminently debatable point as to whether man without money
is like Hobbes’s famous picture of man without government: ‘No arts;
no letters; no society; and which is worst of all, continual fear and
danger of violent death; and the life of man, solitary, poor, nasty,
brutish, and short’ (Hobbes 1651, chapter 13). However, there can be no
such doubt as to the direct ameliorative influence of economic growth
on the standard of living of the female half of the human race, growing
numbers of whom, at long last, are beginning to enjoy a diffusion of
welfare that helps to raise, patchily and hesitatingly, the quality of
family life over a large part of the world, and a welcome fall in the
average family size.

Increasingly wealth, i.e. additions to capital stock, mostly takes place
through a rise in incomes and expenditures, which necessarily leads to
an increased use of money. Therefore an increasing proportion as well
as an increasing amount of trading in the rapidly growing less
developed countries of the world is now based on abstract
developments of money, and far less than formerly on barter and more
primitive forms of money. Thus the individual finds release from
irksome restraint and is able to exercise greater freedom of choice as a
necessary corollary of the monetization of the economies of the less
developed countries. In the aggregate, however, hundreds of millions of
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people, though still poor, have moved out of what were still largely
subsistence economies into market economies where money naturally
plays a bigger role. The speed of political, social, economic and
financial change (partly but by no means entirely because of
technological development) is telescoping what were previously secular
trends in the West into mere decades. This is particularly so with regard
to the dramatic change from primitive to modern money. Before turning
to look at barter and what is still for us today the important but
generally neglected subject of primitive moneys we may therefore
conclude our preliminary assessment of the importance of modern
money by stating that there are good reasons for believing that money
means much more today to many more people throughout the world
than it has ever meant before in human history.

Barter: as old as the hills

The history of barter is as old, indeed in some respects very much older,
than the recorded history of man himself. The direct exchange of
services and resources for mutual advantage is intrinsic to the symbiotic
relationships between plants, insects and animals, so that it should not
be surprising that barter in some form or other is as old as man himself.
What at first sight is perhaps more surprising is that such a primeval
form of direct exchange should persist right up to the present day and
still show itself vigorously, if exceptionally, in so many guises
particularly in large-scale international deals between the eastern bloc
and the West. However, barter is crudely robust and adaptable,
characteristics which help to explain both its longevity and its ubiquity.
Thus when the inherent advantages of barter in certain circumstances
are carefully considered, then its coexistence with more advanced and
convenient forms of exchange is more easily appreciated and should
occasion no surprise. Foremost among these advantages is the concrete
reality of such exchanges: no one parts with value in return for mere
paper or token promises, but rather only in due return for worthwhile
goods or services. In an inflationary age where international indexing
and the legal enforcement of contracts are either in their infancy or of
very shaky construction, this primary advantage of barter may more
than compensate for its cumbersome awkwardness.

Throughout by far the greater part of man’s development, barter
necessarily constituted the sole means of exchanging goods and
services. It follows from this that the historical development of money
and finance from relatively ancient times onwards — the substance of
our study — overlaps only to a small degree the study of barter as a
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whole. Consequently we know more about barter’s complementary
coexistence with money than we do about barter in those long, dark,
moneyless ages of prehistory, and thus we tend to derive our knowledge
of barter from the remaining shrinking moneyless communities of more
modern times. It is principally from these latter backward communities
rather than from the mainstream of human progress that most accounts
of barter have been taken to provide the basic examples typically
occurring in modern textbooks on money. Little wonder then that these
have tended not only to overstress the disadvantages of barter but have
also tended to base the rise of money on the misleadingly narrow and
mistaken view of the alleged disadvantages of barter to the exclusion of
other factors, most of which were of very much greater importance than
the alleged shortcomings of barter. Barter has, undeservedly, been given
a bad name in conventional economic writing, and its alleged crudities
have been much exaggerated.

As the extent and complexity of trade increased so the various
systems of barter naturally grew to accommodate these increasing
demands, until the demands of trade exceeded the scope of barter,
however improved or complex. One of the more important
improvements over the simplest forms of early barter was first the
tendency to select one or two particular items in preference to others so
that the preferred barter items became partly accepted because of their
qualities in acting as media of exchange although, of course, they still
could be used for their primary purposes of directly satisfying the wants
of the traders concerned. Commodities were chosen as preferred barter
items for a number of reasons — some because they were conveniently
and easily stored, some because they had high value densities and were
easily portable, some because they were more durable (or less
perishable). The more of these qualities the preferred item showed, the
higher the degree of preference in exchange. Perhaps the most valuable
step forward in the barter system was made when established markets
were set up at convenient locations. Very often such markets had been
established long before the advent of money but were, of course,
strengthened and confirmed as money came into greater use — money
which in many cases had long come into existence for reasons other
than trading. In process of time money was seen to offer considerable
advantages over barter and very gradually took over a larger and larger
role while the use of barter correspondingly diminished until eventually
barter simply re-emerged in special circumstances, usually when the
money system, which was less robust than barter, broke down. Such
circumstances continue to show themselves from time to time and
persist to this day. In some few instances communities appear to have



THE NATURE AND ORIGINS OF MONEY AND BARTER 11

gone straight from barter to modern money. However, in most instances
the logical sequence (barter, barter plus primitive money, primitive
money, primitive plus modern money, then modern money almost
exclusively) has also been the actual path followed, but with occasional
reversions to previous systems.?

Persistence of gift exchange

One of the more interesting forms of early barter was gift exchange,
which within the family partook more of gift than exchange but beyond
that, as for example between different tribes was much more in the
nature of exchange than of gift. Silent or dumb barter took place where
direct and possibly dangerous contact was deliberately avoided by the
participants. An amount of a particular commodity would be left in a
convenient spot frequented by the other party to the exchange, who
would take the goods proffered and leave what they considered a fair
equivalent in exchange. If, however, after obvious examination, these
were not considered sufficient they would remain untaken until the
amount originally offered had been increased. In this way the barter
system, despite being silent was nevertheless an effective and
competitive form of hard bargaining.

Competitive gift exchange probably reached its most aggressive
heights in the ritualized barter ceremonies among North American
Indians, whence it is generally known from the Chinook name for the
practice, as ‘potlatch’. This was far more than merely commercial
exchange but was a complex mixture of a wide range of both public and
private gatherings, the latter involving initiation into tribal secret
societies and the former partaking of a number of cultural activities in
which public speaking, drama and elaborate dances were essential
features. The potlatch was a sort of masonic rite, eisteddfod, Highland
games, religious gathering, dance festival and market fair all rolled into
one. The cultural and the commercial interchanges were part of an
integrated whole. However it is clear that one of the main purposes of
these exchange ceremonies was to validate the social ranking of the
leading participants. A person’s prestige depended largely on his power
to influence others through the impressive size of the gifts offered, and,
since the debts carried interest, the ‘giver’ rose in the eyes of the
community to be an envied creditor, indeed a person of considerable
standing. So much time and energy, so much rivalry and envy, coupled

3 “The advent of personal computers has reduced some of the basic problems
associated with barter, i.e. double coincidences of wants and dissemination of
information’, A. Marvash and D. J. Smyth, Economic Letters 64,1999, p. 74.



12 THE NATURE AND ORIGINS OF MONEY AND BARTER

with a certain amount of understandable drunkenness and, for reasons
about to be explained, of wasteful and deliberate destruction also,
accompanied these proceedings that the Canadian federal government
was eventually forced to ban the custom. It did this first by the Indian
Act of 1876, but its ineffectiveness led to further amendments and a
comprehensive new enactment some fifty-one years later. Although the
potlatch system was fairly widespread over North America and varied
from tribe to tribe, the experiences of the Kwakiutl Indians of the
coastal regions of British Columbia may be taken as typical. A taped
autobiography of James Sewid, chief councillor of the largest Kwakiutl
village in the 1970s, contains vivid first-hand descriptions of potlatch
ceremonies during the period of their final flourishes (Spradley 1972).
According to Sewid, awareness of rank dominated his tribal society, and
the major institution for assuming, maintaining and increasing social
status was the potlatch, of which there were local, regional and tribal
varieties in ascending order. After much feasting and many speeches the
public donations were ostentatiously distributed. A person would fail
to attain any social standing without a really lavish distribution, and in
the extreme cases chiefs would demonstrate their wealth and prestige by
publicly destroying some of their possessions so as to demonstrate that
they had more than they needed. Increasing trade with European
immigrants in the 1920s at first considerably raised the material
standards of the Kwakiutl and increased the number and wanton waste
of the potlatches, so much so that the federal government felt compelled
to react strongly.

The Revised Statutes of Canada 1927, clause 140, stipulated that
‘Every Indian or other person who engages in any Indian festival, dance
or other ceremony of which the giving away or paying or giving back of
money, goods or articles of any sort forms a part . . . is guilty of an
offence and is liable on summary conviction to imprisonment for a term
not exceeding six months and not less than two months.” Sewid himself,
as a boy, saw his relatives sent to prison for participating in the
proscribed potlatches. In Sewid’s experience, these potlatch ceremonies
would last for several days, and the competitive presents would include
not only such traditional items as clothing, blankets, furs and canoes,
but also copper shields and such twentieth-century luxuries as sewing
machines, pedal and motor cycles and motor boats. After reaching their
high point in the mid-1920s the age-old potlatch ceremonials gradually
died away — the combined result of the new legislation, its stronger
enforcement and, probably of still greater influence, the cultural
penetration of Indian villages by teachers and entrepreneurs. It is rather
ironic that by the time the clauses of the 1927 Act prohibiting potlatches
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were finally repealed in 1951, these age-old ceremonies were already on
their last legs and to all intents and purposes ceased to exist by the end
of the 1960s. Modern money and European cultures had however taken
nearly three centuries to conquer this form of tribal barter in North
America.

Having persisted for many hundreds of years this elaborate system of
barter, more social than economic, at first easily absorbed the various
kinds of money brought in by the European conquerors, but after a
final flourish in the inter-war period, rather suddenly slumped.
Unfortunately, in trying to suppress the less desirable aspects of the
potlatch, its good features were also weakened. The replacement of one
kind of exchange by another, or of one kind of money by another, often
has severe and unforeseen social consequences. In the case of a number
of Indian tribes the conflict of culture was particularly harsh and the
ending of the potlatch removed some of the most powerful work
incentives from the younger section of the communities.

One cannot leave the subject of competitive gift exchange without a
brief reference to the most celebrated of all such encounters, namely
that between the Queen of Sheba and Solomon in or about the year 950
BC. Extravagant ostentation, the attempt to outdo each other in the
splendour of the exchanges, and above all, the obligations of reciprocity
were just as typical in this celebrated encounter, though at a fittingly
princely level, as with the more mundane types of barter in other parts
of the world. The social and political overtones were just as inseparably
integral parts of the process of commercial exchanges in the case of the
Queen of Sheba as with the Kwakiutl Indians, even though it would be
harder to imagine a greater contrast in cultures.

Money: barter’s disputed paternity

One of the most influential writers on money in the second half of the
nineteenth century was William Stanley Jevons (1835-82). His
theoretical approach was enriched by five years’ practical experience as
assayer in the Sydney Mint in Australia at a time when money for most
people meant coins above all else. He begins his book on Money and
the Mechanism of Exchange (1875) by giving two illustrations of the
drawbacks of barter, and it was largely his great influence which helped
to condition conventional economic thought for a century regarding the
inconvenience of barter. He first relates how Mlle Zélie, a French opera
singer, in the course of a world tour gave a concert in the Society Islands
and for her fee received one-third of the proceeds. Her share consisted
of three pigs, twenty-three turkeys, forty-four chickens, five thousand
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coconuts and considerable quantities of bananas, lemons and oranges.
Unfortunately the opera singer could consume only a small part of this
total and (instead of declaring the public feast which she might well
have done had she been versed in local custom) found it necessary
before she left to feed the pigs and poultry with the fruit. Thus a
handsome fee which was equivalent to some four thousand pre-1870
francs was wastefully squandered. Jevons’s second account concerns the
famous naturalist A. R. Wallace who, when on his expeditions in the
Malay Archipelago between 1854 and 1862 (during which he originated
his celebrated theory of natural selection) though generally surfeited
with food, found that in some of the islands where there was no
currency mealtimes were preceded by long periods of hard bargaining,
and if the commodities bartered by Wallace were not wanted then he
and his party simply had to go without their dinner. Jevons’s readers,
after having vicariously suffered the absurd frustrations of Mlle Zélie
and Dr Wallace, were more than willing to accept uncritically, as have
generations of economists and their students subsequently, the
devastating criticisms which Jevons made of barter, without making
sufficient allowance for the fact that those particular barter systems,
however well suited for the indigenous uses of that particular society,
had not been developed to conduct international trade between the
Théatre Lyrique in Paris and the Society Islanders, nor was it designed
to further the no doubt interesting theories of explorers like Wallace.
Obviously, whilst one should not take such inappropriate examples as
in any way typical, nevertheless they show up in a glaringly strong light,
as Jevons intended — even if in an exaggerated and unfair manner — the
disadvantages appertaining to barter.

By far the most authoritative writer on barter and primitive moneys
in the twentieth century was Dr Paul Einzig, to whose stimulating and
comprehensive account of Primitive Money in its Ethnological,
Historical and Economic Aspects (1966) this writer is greatly indebted,
as should be all those who write on these fascinating subjects.
Unfortunately most writers on money seem studiously to have avoided
Einzig’s most valuable and almost unique contribution, possibly
because his lucid, readable style belies the quality, erudition and
creativity of his work, and possibly also because his sharp attacks on
conventional economists’ treatment of barter were driven home with
unerring aim. As he demonstrates:

There is an essential difference between the negative approach used by
many generations of economists who attributed the origin of money to the
intolerable inconvenience of barter that forced the community to adopt a
reform, and the positive approach suggested here, according to which the
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method of exchange was improved upon before the old method became
intolerable and before an impelling need for the reforms had arisen . . . The
picture drawn by economists about the inconvenience of barter in primitive
communities is grossly exaggerated. It would seem that the assumption that
money necessarily arose from the realisation of the inconveniences of
barter, popular as it is among economists, needs careful re-examination.
(Einzig, 1966, 346, 353)

One must not of course overplay the adaptability of barter, otherwise
money would never have so largely supplanted it. The most obvious and
important drawback of barter is that concerned with the absence of a
generalized or common standard of values, i.e. the price systems
available with money. Problems of accounting multiply enormously as
wealth and the varieties of exchangeable goods increase, so that
whereas the accounting problems in simple societies may be
surmountable, the foundations of modern society would crumble
without money. Admittedly the emergence of a few preferred barter
items as steps towards more generalized common measures of value
managed to extend the life of barter systems, but by the nature of the
accountancy problem, barter on a large scale became computationally
impossible once a quite moderate standard of living had been achieved
and, despite the growing importance of barter in special circumstances
in the last four or five decades, modern societies could not exist without
monetary systems. A second inherent disadvantage of barter is that
stemming from its very directness, namely the double coincidence of
wants required to complete an exchange of goods or services. In pure
barter if the owner of an orchard, having a surplus of apples, required
boots he would need to find not simply a cobbler but a cobbler who
wanted to purchase apples; and even then there remained the problem
of determining the ‘rate of exchange’ as between apples and boots. In
the same way for each transaction involving other exchanges, separate
and not immediately discernible exchange rates would have to be
negotiated for every pair of transactions.

In very simple societies exchanging just a few commodities the
absence of a common standard of values is no great problem. Thus
trading in three commodities gives rise at any one time to only three
exchange rates and four commodities to six possible rates. But five
commodities require ten exchange rates, six require fifteen and ten
require forty-five. Obviously the drawbacks of barter quickly become
exposed with any increase in the number and variety of commodities
being traded. As the numbers of commodities increase the numbers of
combinations become astronomical. With a hundred commodities
nearly 5,000 separate exchange rates (actually 4,950) would be
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necessary in a theoretical barter system, while nearly half a million
(actually 499,500) would be required to support bilateral trading for
1,000 commodities.* Consequently, despite the undoubted ‘revival’ of
bartering in recent years this must remain very much an exception to
the rule of money as the basis of trade. Even in final consumption there
are many thousands of different goods purchased daily, as any glance at
the serried ranks of supermarket shelves will immediately convey — but
these represent only the final stage in the complex network of
intermediate wholesale dealing and the multiple earlier processes in the
productive chain. Retail trade, massive as it is in modern societies, is
simply the tip of the iceberg of essentially money-based exchanges: a
perusal of trade catalogues should convince any doubter.

What money has done for the exchange of commodities, the
computer promises to do at least partially for information retrieval and
the exchange of ideas — and not before time. To give but one example
from a relatively narrow and specialized field of human knowledge,
Chemical Abstracts for the year 1982 gives 457,789 references. Perhaps
nothing provides a more enlightening snapshot of the essence of money
than the ability it gives us to compare at a glance the relative values of
any of the hundreds of thousands of goods and services in which we as
individuals, families or larger groups may be interested, and to do so at
minimal costs. Of course there are still very many national varieties of
money where prices are less certain, more volatile, where bilateral
restrictions are not uncommon and where the costs of exchange are far
from being negligible. The Finzancial Times publishes every week tables
giving the world value of the pound and of the dollar, listing over 200
different national currencies. If these were each of equal importance
then foreign exchange would involve arbitrage between some 20,000
different combinations. Luckily, as with ‘preferred barter items’, a few
leading currencies, notably sterling throughout the nineteenth and early
twentieth century, plus the American dollar and more recently the
German mark, the euro and the Japanese yen, have provided the basis
of a common measure of international monetary values. Every time a
preferred commodity or a leading currency acts as a focus for a cluster
of other commodities or currencies, so the progressive principle of the
law of combinations works in reverse and thus greatly reduces the
possible number of combinations. Internally money reduces all these to
a single common standard, just as would the single world money
system that reformers have dreamed about for generations in the past —

4 The formula for the number of combinations is C". = n!/[(n—r)!r!] where n is the
number of commodities and r = bilateral groups of 2.
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and probably for generations to come also. Even so, the world’s major
banks have been forced to install the most modern electronic
computational and communications equipment to handle their foreign
exchanges: a costly and speculative, but essential and generally quite
profitable business.

Traditional condemnation of the time-wasting ‘higgling of the
market’ (to use Alfred Marshall’s phrase) which was inevitably
associated with much African and Asian barter, even up to the middle
of the present century, might well indicate a lack of awareness among
critics of the fact that the enjoyable, enthusiastic and argumentative
process of prolonged bargaining was very much the prime object of the
exercise — the actual exchange being something of an anticlimax,
essential but not nearly as enjoyable as the preliminaries. What the
European saw as waste the African saw as a pleasant social custom.
However, given the spread of western modes of life the wasteful aspects
of barter become more insupportable and unnecessarily curtail not
only the size and efficiency of markets but also act as a brake on raising
the living standards of the communities concerned. Specialization, as
Adam Smith rightly emphasized, is limited by the extent of the market,
and so is the mass production upon which the enviable standards of
living of modern communities depend. However, the size of the market
is itself crucially dependent upon the parallel development of money.
Thus just as continued reliance on barter would have condemned
mankind to eternal poverty, so today our lack of mastery of money is in
large part the cause of widespread relative poverty and mass
unemployment, while the enormous waste of potential output forgone
is lost for ever.

Among other disadvantages of barter are the costs of storing value
when these are all of necessity concrete objects rather than, for
example, an abstract bank deposit which can be increased relatively
costlessly and can whenever required be changed back into any
marketable object. Besides, a bank deposit earns interest, whereas, to
reverse Aristotle’s famous attack on usury, most barter is barren.
Services, by their nature cannot be stored, so that bartering for future
services, necessarily involving an agreement to pay specific
commodities or other specific services in exchange, weakens even the
supposed normal superiority of current barter, namely its ability to
enable direct and exactly measurable comparisons to be made between
the items being exchanged. In the absence of money, or given the limited
range of monetary uses in certain ancient civilizations, it is little
wonder the completion of large-scale and long-term contracts was
usually based on slavery. Thus the building of the Great Pyramid of
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Ghiza, the work of 100,000 men, and a logistical problem
commensurate with its immense size, was made possible at that time
only by the existence of slavery (even though these slaves enjoyed higher
standards of living than others). This is not to deny that some relics of
bartering for services still exist in the tied cottages, brewery-owned
public houses and company perquisites or ‘perks’ today. However
despite the drawbacks in our use of money, particularly the recurrence
of enormously wasteful recessions, caused partly by instabilities
inherent in money itself, it is plain from these few revealing contrasts
with money, that barter inevitably carries with it far greater intrinsic
disadvantages. Thus barter’s stubborn survival into modern times and
its occasional flourishes do not mean that it can play other than a
comparatively very minor role in the complex interactions of our
economic life as a whole.

In the uncrowded, predominantly agricultural communities which
preceded modern times, it was possible to carry on a fairly considerable
amount of trade and to enjoy a reasonably high standard of living since
subsistence farming occupied such a large role, even when barter was
the main method of exchange. However, this should not lead us to
conclude that barter and a similarly extensive trade or a comparable
standard of living would be possible in any major area of the modern
world. Attention has already been drawn to the overpopulated areas of
urban squalor in less developed countries, so that, despite the fact that
agriculture is still the major occupation in most developing countries,
the economies of such countries can no longer rely on a mixture of
subsistence farming plus barter but are inescapably dependent upon
their modern monetary systems, however inflationary. Their recent
involvement with bartering in their international trade with the more
advanced countries should therefore be seen in true perspective, as
special cases arising from current pressures and not in any sense a
return to the old pre-monetary methods of barter. For most people
most of the time the economic clock cannot be turned back.

Modern barter and countertrading

Having thus differentiated between modern barter where the
participants are fully conversant with advanced monetary systems and
early barter where such knowledge was either rudimentary or non-
existent, we may now turn to examine a few of the more salient
examples of modern barter and to explain the reasons for this
surprising regression. The many recurrent and the few persistent
examples of barter in modern communities are most commonly though
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not exclusively associated with monetary crises, especially runaway
inflation, which at its most socially devastating climax destroys the
existing monetary system completely. Thus in the classic and well-
documented case of the German inflation of 1923 the ‘butter’ standard
emerged as a more reliable common measure of value than the mark.
Towards the end of the Second World War and immediately after, much
of retail trade in continental Europe was based on cigarettes — virtually
a Goldflake or a Lucky Strike standard, which also formed a welcome
addition to the real pay of the invading soldiers. A most interesting and
detailed account of the cigarette currency as seen from inside a German
prisoner of war camp was published by R. A. Radford (1945, 189-201).

Such inflationary conditions were widespread from western Europe
through China to Japan at this time, but the world record for an
inflationary currency belongs to Hungary. Its note circulation grew
from 12,000 million pengd in 1944 to 36 million million in 1945. In 1946
it reached 1,000 million times the 1945 total until at its maximum it
came to a figure containing twenty-seven digits. Its largest
denomination banknote issued in 1946, was for 100 million ‘bilpengos’,
which since the bil is equivalent to a trillion pengos, was actually for
100 quintillion pengos or P.100,000,000,000,000,000,000. This
astronomical sum was in fact worth at most only about £1 sterling.
Little wonder that in such circumstances the monetary system
temporarily destroyed itself and people were forced to revert to barter,
at least for use as a medium of exchange even if they continued to use
their currency as a unit of account, though even here for the shortest
possible space of time, until confidence in the new unit of currency, the
forint, had been established.

The breakdown in multilateral trading in the Second World War was
mended only slowly and painfully in the following decade. In the mean
time, as Trued and Mikesell (1955) show, bilateral trade agreements,
most of which included some form or other of barter, became very
common. In fact, these authors concluded that some 588 such bilateral
agreements had been arranged between 1945 and the end of 1954.
Many of these involved strange exchanges of basic commodities and
sophisticated engineering products, such as that arranged by Sir
Stafford Cripps whereby Russian grain was purchased in return for
Rolls Royce Nene jet engines (which were returned with interest over
Korea). However, these awkward methods of securing international
trade were first thought to be due simply to the inevitable disruption of
the war and would fade away completely in time as the normal channels
of peacetime trade were reopened. From the end of the 1950s to the
1970s this faith was justified, and it therefore occasioned some surprise
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when new forms of barter and ‘countertrading’ began to grow again in
the 1970s and persisted strongly into the 1980s.

By 1970 a new growth in international barter was already becoming
obvious, with the London Chamber of Commerce having noted some
450 such deals during the course of the previous year, a rate about
twenty times the pre-war average. Already there were some forty
companies in the City of London actively engaged in international
barter. The Financial Times (11 May 1970), reporting on this new
growth in barter, commented that “We have moved on from the days in
which beads were offered for mirrors to ones in which heavily flavoured
Balkan tobacco is offered for power stations and when apples are
offered for irrigation.” The same article reported that a conference on
barter, arranged by the London Chamber of Commerce was heavily
oversubscribed, with more than 300 representatives present, including
clearing and merchant bankers, members of the Board of Trade and, of
course, academics.

Most of the countries then involved in barter — the eastern bloc, Iran,
Algeria, Brazil and so on — continued to figure prominently a decade or
so later. Thus the Morgan Guarantee Survey of October 1978 reported
yet ‘A New Upsurge’ in barter and countertrade, ‘an ancient custom
that suddenly is enjoying new popularity’. The largest of the deals
described was a $20 billion barter agreement between Occidental
Petroleum and the Soviet Union. In a similar spirit, Pepsico arranged a
counter-purchase agreement with USSR selling Pepsi-Cola concentrate
to Russia in return for the exclusive right to import Soviet vodka. Levi
Strauss licensed trouser production in Hungary to be paid for by
exports to the rest of Europe, while International Harvester gave Poland
the design and technology to build its tractors in return for a
proportion of such production. ‘Iran, short of hard cash but swimming
in oil’, said the same source, ‘barters to the tune of $4 billion to $5
billion a year, ladling out oil for everything from German steel plants
and British missiles to American port facilities and Japanese
desalinization units.” It was estimated that some 25 per cent of
East—West trade involved some degree of barter, with the proportion
expected to rise to around 40 per cent in the course of the 1980s.
Algeria, India, Iraq and a number of South American countries again
figured prominently in these projections. Five years later the
international interest in barter was still strong, as evidenced by the
influential papers presented at a conference, ‘International Barter — To
Trade or Countertrade’ held at the World Trade Centre, New York, in
September 1983, dealing with the barter of agricultural commodities, of
metals and raw materials, of the special role of trading houses assisting
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large western companies to trade with the less developed countries, and
so on.

Among the many reasons for this rebirth of barter are first the fact
that external trade from communist countries is normally ‘planned’
bilaterally, and therefore lends itself more naturally to various forms of
barter than does multilateral, freer, trading. This is of course why the
General Agreement on Tariffs and Trade sets its face sternly against
bartering arrangements. Secondly, the international trading scene has
been repeatedly disrupted by the various vertical rises in the price of
crude oil since it first quadrupled in 1973. Thirdly the relative fall in the
terms of trade for the non-oil Third World countries caused them
greatly to increase their borrowing from European and American
governments and banks, a proportion of this being in ‘tied’ form, and
thus, as with eastern bloc trade, becoming more susceptible to bilateral
bargaining. Fourthly the rise in the world inflationary tide, together
with the monetarist response in the main trading nations, caused
international rates of interest to rise to unprecedented levels and so
raised the repayment levels of borrowing countries to heights that could
not readily be met by the methods of normal trading. In this respect the
recrudescence of barter is simply a reflection of what has become to be
known since the early 1980s as the ‘sovereign debt’ problem facing the
dozen or so largest international debtor countries, including especially
Mexico, Brazil and Argentina, but also Poland, India and Korea. The
fifth and fundamental cause (though these various causes are interactive
and cumulative rather than separate) is the breakdown in the stability
of international rates of exchange following the virtual ending of the
fixed-rate Bretton Woods system after 1971. With even the dollar under
pressure there was no readily acceptable stable monetary unit useful for
the longer-term contracts required for the capital goods especially
desired by the developing countries. In such circumstances the direct
exchange of specific goods or services for other such goods or services,
assisted by all the various modern financial facilities, seemed in certain
special cases such as those just indicated, to be preferable either to
losing custom entirely or to becoming dependent solely on abstract
claims to paper moneys of very uncertain future value.

Modern retail barter

Most of the examples of modern barter given so far refer to wholesale
trading or large-scale international projects. Barter however continues
to show itself in the retail trade and small-scale level, not only in such
self-evident examples as the swapping of schoolboy treasures but also in
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much more elaborate and organized ways. Of particular importance in
this connection is Exchange and Mart, an advertising medium which
has been published in Britain every Thursday since 1868. Jevons himself
noticed it in its earliest years and was obviously puzzled that any such
publication, partly dependent on serving such a long obsolete purpose
as barter, should appear to have any use to anyone. He refers to
Exchange and Mart as ‘a curious attempt to revive the practice of
barter’ and quoted examples of advertisers offering some old coins and
a bicycle in exchange for a concertina, and a variety of old songs for a
copy of Middlemarch. “We must assume’, concluded Jevons, ‘that the
offers are sometimes accepted, and that the printing press can bring
about, in some degree, the double coincidence necessary to an act of
barter.” He would no doubt be surprised that the publication has lasted
for well over a century and that on average each issue contains around
10,000 classified advertisements. However, well over 95 per cent of these
are not barter items, though sufficient remain to testify to its original
purpose. A few examples must suffice: ‘Exchange land for car, 2% acres
freehold land, Dorset, for low mileage 280 SL Mercedes Benz’, ‘Lady’s
Rolex 8363/8, exchange computer, word processor, etc.’; ‘Council
exchange, three bedroomed house, Coventry, for same Cornwall’,
obviously a very good swap for the advertiser; but then, possibly
remembering the imperative pressures of double coincidence, he adds,
‘all areas considered’ (Exchange and Mart, 30 June 1983). The example
of council house exchanging is a good reminder of what happens in a
constrained situation where the normal market forces cannot freely
operate. In these circumstances barter offers a way out.

A further reason for the re-emergence of barter in recent years may
be seen as a by-product of the so-called ‘black or informal economy’.
According to Adrian Smith ‘the informal economy can be seen as one of
the main trends in economic evolution today, going with the continuous
shrinkage in terms of employment and value added, of the production
of goods and the corresponding growth of recorded employment in the
service sector’ (Adrian Smith 1981). A contributory factor was tax
evasion. Smith estimated that the informal economy represented about
3 per cent of the economy of the USA, between 2 and 7% per cent of
that of UK, 10 per cent for France and as much as 15 per cent for Italy,
though by the very nature of the ‘hidden’ economy such estimates could
be hardly more than partly informed guesses. With regard to the
importance of changes in employment in recent years the present writer
has pointed out that ‘In little over a decade from 1971 Britain has lost
almost two million jobs from manufacturing — a devastating change;
while almost as significant has been the good news of a gain of around
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one-and-three-quarter million jobs in services . . . a sort of industrial
revolution in reverse’ (Davies and Evans 1983). Such a massive switch
has provided a wealth of opportunity for informal economic activities.
Although only a very small proportion of the hidden economy would
involve barter, the point to bear in mind is that, though small, it seems
to be growing vigorously. We may conclude therefore by saying that
although modern man cannot live by barter alone, it may still make life
more bearable for a minority of hard-pressed traders and heavily taxed
citizens in certain but increasingly limited circumstances.

Primitive money: definitions and early development

Perhaps the simplest, most straightforward and, for historical purposes
certainly, the most useful definition of primitive money is that given by
P. Grierson, Professor of Numismatics at Cambridge, viz., ‘all money
that is not coin or, like modern paper money, a derivative of coin’ (1977,
14). Even this definition however fails to allow for the ancient rather
sophisticated banking systems that preceded the earliest coins by a
thousand years or more. Nevertheless, with that single exception, it
serves well for distinguishing in a general way between primitive and
more advanced money, whether ancient or modern, and in its clarity
and simplicity is perhaps preferable to the almost equally broad but
rather more involved definition suggested by Einzig, as ‘A unit or object
conforming to a reasonable degree to some standard of uniformity,
which is employed for reckoning or for making a large proportion of the
payments customary in the community concerned, and which is
accepted in payment largely with the intention of employing it for
making payments’ (1966, 317).

On one thing the experts on primitive money all agree, and this vital
agreement transcends their minor differences. Their common belief
backed up by the overwhelming tangible evidence of actual types of
primitive moneys from all over the world and from the archaeological,
literary and linguistic evidence of the ancient world, is that barter was
not the main factor in the origins and earliest developments of money.
The contrast with Jevons, with his predecessors going back to Aristotle,
and with his followers who include the mainstream of conventional
economists, is clear-cut. Typical of the latter approach is that of
Geoffrey Crowther, formerly editor of 7he Economist, who, in his
Outline of Money, begins with a chapter entitled the ‘Invention of
money’ and insists that money ‘undoubtedly was an invention; it
needed the conscious reasoning power of Man to make the step from
simple barter to money-accounting’ (Crowther 1940, 15). It was
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possibly such gross oversimplifications that caused Paul Samuelson, in
an article on ‘Classical and neo-classical monetary theory’ to contrast
‘Harriet Martineau. who made fairy tales out of economics’ with those
‘modern economists who make economics out of fairytales’ (see Clower
1969, 184).

The most common non-economic forces which gave rise to primitive
money may be grouped together thus: bride-money and blood-money;
ornamental and ceremonial; religious and political. Objects originally
accepted for one purpose were often found to be useful for other non-
economic purposes, just as they later, because of their growing
acceptability, began to be used for general trading also. We face
considerable difficulty in trying to span the chronological gap which
separates us from a true understanding of the attitudes of ancient man
towards religious, social and economic lif