William Barnett I1
and Walter Block

Is There a Market for Money, or Are There
Markets for Money? There ain’t no Such Thing
as the Supply of or Demand for Money

I. Introduction.

St. Paul (1 Timothy 6-10) famously said,
“For the love of money is the root of all
evil .... ” This is extremely dubious. But
as far as economic analysis goes, money
is the root of much confusion. The easiest
way to see this is to get to the essence of
an economic phenomenon. In such cases,
we ask if the phenomena would/could
exist in a barter economy. If so, then
money cannot be of the essence of the
matter. More important, any definition of
the phenomena that involves money is,
obviously, inadequate, in that, at best, it
iIs misleading, but usually confusing,
thereby causing faulty analysis. For ex-
ample, untold time and ink has been
squandered developing the theory, and
empirical estimates, of “the” demand for
money. However, correct analysis con-
cludes that there is no such thing. Money
gua money is one side of every monetary
transaction. Therefore, in the market in
which X trades for dollars, the price of
money is in terms of X/$. Of course, in
the market in which Y trades for dollars,
the price of money is in terms of Y/$.
There is then no “the” demand for mon-
ey. Rather, in every market in which
some good trades for money there is a
demand for money; i.e., there are de-
mands for money, not a demand for mon-
ey. Of course, the foregoing comments
apply equally to “the” supply of money.

It should be noted that some Aus-
trians, including the present authors, fall
into this trap when they are not careful,
e.g., when we speak of an increase in
“the” supply of money, rather than in the
stock of money.

In section Il we outline the thesis of
this paper, that there are numerous mar-
kets for money, not a single one. Section
I11 is devoted to documenting failures in
the economic literature to appreciate this
point. We conclude in section 1V.

I1. Many markets for money.

According to Barnett and Block (2005-
2006, 205): “Money is the only good that
has no (non-trivial) money price. As such
there is no market for money. Rather,
there are as many markets for money as
there are non-money goods that people
wish to exchange for money. Thus, in a
real sense there is neither a demand for,
nor a supply of, money; rather, in each
market there is a demand for, and supply
of, the non-money good.”
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This is a good jumping-off point for
us in terms of the thesis of the present
paper. We wish to assert the claim that
while there are many markets for money,
as many as there are goods and services
people wish to trade for money, there is
no a (or the) market for money. There
logically cannot be any such thing, since
money takes part in every exchange in the
non-barter economy.

It might at the outset seem unduly pe-
dantic to insist upon such a careful, even
narrow, word usage. But if economics is
to become a science, one of the requisites
for this eventuality is a common and ac-
curate language. If the dismal science is
to be truly scientific, it cannot tolerate
sloppiness and imprecision.*

Literally, if there were to be a or the
market for money, there could be only
one good or service traded against the
monetary medium. Since no one contends
any such thing, there can only be markets
(plural) for money.

Consider one possible exception to
this general rule. Can we not speak of the
market for foreign money? For example,
someone wants to purchase euros with
dollars. Would it violate the thesis of the
present paper to refer to the market for

"We do not object to imprecision in ordinary
language. For example, the word “indiffe-
rent” has a perfectly clear referent amongst
most speakers of the English language. But
there is no such thing as indifference in eco-
nomics, since every time man acts, he choos-
es one thing, and sets aside another. If he
were indifferent, he could never act in such a
manner. In like manner, “work” in physics
means mass multiplied by distance. In com-
monplace language, holding weights at arms
length entails great work, even though it
would not in science since nothing moves
any distance at all in this example.

euros? Perhaps in a world where these
were the only two currencies such talk
might be reasonable, but in the present
one with numerous types of notes, this
would clearly be impermissible.

But even here we go too far. For con-
sider another possible exception: contem-
plate that glorious day when we all use
gold money. Gold is the only money;
there is no other. Would it make sense to
claim that there is now a market for mon-
ey, instead of many such markets? Again,
no, for gold money would now trade
against numerous goods and services, and
there would be as many markets for this
precious resource as there would be
goods and services.

It is possible, even likely, that in a
monetary economy in which gold is the
monetary commodity, money might con-
sist both of gold coins and bullion. In that
case there would be a demand for bullion
money in terms of coin money, and vice
versa. However, even in that case there
would be no the demand for and the
supply of money. Rather, when consider-
ing gold-coin money, there would merely
be one more demand for such money,
along with all the other demands thereof,
save in that case in addition to such de-
mands for money (supplies of other
goods) there would also be a gold-bullion
demand for money (supply of gold-
bullion money). That is, this would be no
different than any other case in which
there was more than one money commo-
dity; e.g., silver-coin money, circulating
alongside gold-coin money, with the two
sometimes exchanging against each other
at free-market prices.

Let us consider an objection to our
thesis. It might be asserted that there is
indeed such a thing as the demand for
money (in contradistinction to supplies of
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goods, as we argue) on the basis that in
some cases it is specifically the money
that is the desired object in an exchange;
I.e., the reason A enters into an exchange
with B is to get money from B; therefore
A does have a demand for money. And if
we add all such demands from the many
A’s out there, the result is the market
demand for money.

Superficially, this objection sounds
like a refutation of our viewpoint. How-
ever, it is problematical from the point of
view of standard supply and demand
(S&D) analysis. The reason is that if we
are to take the object of the market partic-
ipants’ desire as the criterion, then in
most every case it is what is being
sought, not what is being foregone, that is
the key. It is true that sometimes the key
to an exchange is that A wishes to be rid
of some good, x, and will in some cases
even pay to be rid of it. However, that is
not the usual case. In a normal situation,
A, an automobile dealer, desires to ac-
quire money (for some yet undetermined
purpose) and must sell cars to obtain it.
The motive is to get hold of the money,
the sale of the car is only the means to
this end.

If then, we refer to A’s acts as consti-
tuting his demand for money, and not his
supply of cars, if we are to be consistent
we must apply the same “logic” to his
exchange partners. That is, the motive of
each of the purchasers to whom he sells
his cars is to acquire one or more ve-
hicles, and the parting with money is but
the means to that end. Therefore, to be
consistent, we must think in terms of their
demand(s) for autos, and not their sup-
plies of money. Then, in terms of S&D
analysis, we must consider the interac-
tions of A’s demand for money with B’s
demand for cars. That is, we have not
S&D analysis, but D&D (and this does

not refer to Dungeons and Dragons) anal-
ysis. All of which raises the question of
the relevant price. What, pray tell, would
an S&D figure look like if the relevant
curves were the buyer’s demand curve for
the good x, and the seller’s (of x) demand
curve for money? To pose the question is
to make the point that for a monetary
economy S&D analysis is the analysis of
the supply of, and demand for, goods in
terms of money prices, not the supply of,
and the demand for, money, in terms of
any price or price-like construct (such as
the purchasing-power of money).

I11. Erroneous claims of a single mar-
ket for money.

Errors abound in the mainstream eco-
nomic literature on this issue. Unfortu-
nately, they are so legion that the exam-
ples appearing below constitute only the
tip of the iceberg. Every author who em-
ploys a “market for money” in his model
makes this mistake, and virtually every
macroeconomics text does so. Consider
just these few examples (all emphases on
a or the “market for money” in quotes in
this section have been inserted by the
present authors):

1. Friedman, D. (1989, 219) mentions
“The market for money” as a chapter
heading.

2. Slgk (2000) offers this view: “A mar-
ket-based monetary policy depends on
the existence of a market for money ....”

3. Friedman, B. (1983, 180) follows the
same practice: “The market for money
and the market for credit” is used to head
a section of a chapter.

4. Lutz (2006, 252) likewise entitles his
chapter 21: “The market for money ....”
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Unhappily, even Austrian economists,
who are usually more careful scholars
about such matters, err on this point.
Many fewer of them model the “market
for money,” but still this error may be
found in this literature too. Consider
these examples:

1. Garrison (1984, 197) states: “It is ar-
gued below that the ‘market for time’ and
the ‘market for money’ both in their con-
ceptual isolation and in their actual inte-
raction, give rise to all the phenomena
that are conventionally regarded as ma-
croeconomic in nature.”

2. Again, Garrison (1984, footnotes de-
leted): “Though it may be thought unne-
cessary to argue the centrality of money
in macroeconomic theory, it is worth-
while to consider the special sense in
which money is an economy wide phe-
nomenon. Monetary theorists have long
recognized that ‘money has no market of
its own.” It is the obverse of this truth that
highlights the macroeconomic character
of money. With trivial exceptions every
market is a market for money. In a mod-
ern economy every exchange involves
some specific quantity of money. That
this fact should be the focus of our atten-
tion has been recognized by economists
both new and old. There is no denying, of
course, that money serves several func-
tions, as listed in any principles text, but
the presence of money on one side of
each exchange in every market is the spe-
cial sense in which money is an economy
wide phenomenon.”

3. In the view of Rothbard (2004, ch. 10,
emphasis in bold added by present au-
thors): “Making this distinction, we find
that, contrary to Hutt, each individual has
self-sovereignty over his person and
property on the free market. The produc-
er, and the producer alone, decides

whether or not he will keep his property
(including his own person) idle or sell it
on the market for money, the results of
his production then going to the consum-
ers in exchange for their money. This
decision—concerning how much to allo-
cate to the market and how much to with-
hold—is the decision of the individual
producer and of him alone.”

4. And again (Rothbard, 2004[1962],
Chap. 6, Appendix: Professor Oliver on
Socioeconomic Goals, C. The Attack on
Income According to Earnings): “His
goods or services are freely exchanged on
the market for money.”

5. According to Loasby (1998, 81): “This
Hayek (1933) attempts to do through the
introduction of money, together with a
market for money.”

6. In the opinion of Endres ( 1991,79):
“Time horizons and associated contrac-
tual obligations in the market for money
credit destined for more permanent pro-
ductive investment are much longer and
substantially different from horizons
which normally obtain in the market for
consumption loans.”

7. Here is a statement from Carilli,
Dempster and Rohan (2004, 38): “Thus,
in every case where price level rigidity
causes a shortage of funds, incentives
will lead to the dissipation of that short-
age, but in cases where prices and wages
adjust quickly, the shortage will be elimi-
nated by the mutual adjustment of quanti-
ty supplied and quantity demanded in the
market for money.”

8. And another one from these authors
(2004, 41): “A plausible real world view
is that the process of price level (Aus-
trian) and money supply (Monetarist)
adjustment will occur, in most instances,
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simultaneously toward a new price-
quantity equilibrium in the market for
money.”

Happily, there is at least one other
Austrian economist on record with a cor-
rect analysis of this matter: “There IS no
single market for money, and, therefore,
no single price. Rather, money exists in a
‘state of barter’ with every other goods
(sic) and service ....” (Ebeling, 1975, 6).

1VV. Conclusion.

The plethora of neoclassical and some
Austrian economists notwithstanding, we
maintain that it is erroneous to base one’s
analysis on a single market for money.
No, there are numerous such markets.

BIBLIOGRAPHY

Barnett, William Il, and Walter Block. 2005-
2006. “Mises, Rothbard and Salerno on
Costs.” Corporate Ownership & Control,
3 (Winter): 203-05.

Carilli, Anthony M., Gregory M. Dempster,
and J. Rory Rohan. 2004. “Monetary
Reform from a Comparative-theoretical
Perspective.” Quarterly Journal of Aus-
trian Economics, 7 (Fall): 29-44.

Ebeling, Richard M. 1975. “The Second Aus-
trian Conference.” The Libertarian Fo-
rum, 3 (July): 4-8.

Endres, A. M. 1991. “Austrian Capital and
Interest Theory: Wieser’s Contribution
and the Menger Tradition.” Review of
Austrian Economics, 5: 67-90.

Friedman, Benjamin M. 1983. “The Roles of
Money and Credit in Macroeconomic
Analysis,” in  James Tobin, ed.,
Macroeconomics, Prices, and Quantities:

Essays in Memory of Arthur M. Okun.
Washington, D.C.: Brookings Institution.

Friedman, David. 1989. The Machinery of
Freedom: Guide to a Radical Capitalism,
2" ed. La Salle, IL: Open Court.

Garrison, Roger W. 1984. “Time and Money:
The Universals of Macroeconomic Theo-
rizing.” Journal of Macroeconomics, 6:
197-213.

Hayek, Friedrich A. [1933] 1966. Monetary
Theory and the Trade Cycle. New York:
Kelley.

Loasby, Brian J. 1998. “Coordination Fail-
ure: Economic Theory in the 1930s,” in
Philippe Fontaine and Albert Jolink, eds.,
Historical Perspectives on Macroeco-
nomics: Sixty years after the General
Theory. London: Routledge.

Lutz, Friedrich A. 2006. The Theory of Inter-
est, 2" ed. London: Aldine.

Rothbard, Murray N. (2004 [1962]). Man,
Economy and State, Scholar’s Edition.
Auburn, AL: Ludwig von Mises Institute.

Slgk, Torsten. 2000. “Can Monetary Policy
Be Effective During Transition? Lessons
from Mongolia.” Finance and Develop-
ment, 37 (September): 44-47.

Laissez-Faire 22



