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Barnett and Block (2010) prove beyond 
any reasonable doubt that money trades 
in every market and therefore, strictly 
speaking, has no market price of its own. 
And so every time I used the phrase “ob-
jective exchange price” in my comment 
(Curott, 2010) I should have used the 
phrase “purchasing power” instead.1 The 
fact that money is traded in all markets is 
of central importance in macroeconomics, 
as I discuss below, because it suggests 
that monetary disequilibrium can cause 
general unemployment. But Barnett and 
Block’s (2010) lengthy terminological 
insistence that the purchasing power of 
money is technically not a price is irrele-
vant to my critique of their original arti-
cle. 

                                              
1The correct choice of words is important for 
clearly expressing ideas. The conventional 
notion of a market price is an exchange ratio 
of a good in terms of money. Barnett and 
Block (2010) want to reserve the word 
“price” solely for money prices. And since 
there obviously cannot be a price for any 
particular money enumerated in the same 
money, the phrase “objective exchange price” 
of money is a poor choice of words to denote 
the purchasing power of money because it 
seems to imply that the objective exchange 
price is a money price. However, it is im-
portant to note that supply and demand anal-
ysis is amenable to prices that are not money 
prices. I used the phrase objective exchange 
price because it is the phrase used in the Eng-
lish translation of Mises (1981 [1914]). 

 
 
 
 
 
 
 
 
 
 

 
Barnett and Block’s (2009, 2010) 

primary conclusion, that it is illegitimate 
to speak of a single market for money, is 
derived from the premise that money has 
a price expressed in different units for 
each market that it is traded in. While the 
premise is true, the conclusion they draw 
from it does not follow.2 Just because 
money has no market price of its own 
does not mean that it has no market pur-
chasing power of its own. The market 
purchasing power of money, unlike other 
goods, just cannot be expressed as a con-
ventional price, i.e., as a numeric ratio of 
exchange in terms of a single other good. 

                                              
2Barnett and Block’s conclusion that there is 
no aggregate supply and demand for money 
is based on a confusion of the two meanings 
of the word “market.” Sometimes the word 
market is used in an ordinary language sense 
to denote a particular sector of the economy, 
such as the market for pork bellies or the 
market for haircuts. Other times the word 
market is used in a technical economics sense 
to denote the operation of supply and demand 
among an aggregate of individuals. While 
money trades in all sectors of the economy, it 
has a single aggregate supply and demand.  
Thus there is no single market for money in 
the first sense of the word, but there is a sin-
gle market for money in the second, technical 
economics sense. 
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But the concept of the purchasing power 
of money is all that is required in order to 
demonstrate that there is a meaningful 
notion of the demand for money in the 
aggregate. This aggregate demand is the 
market summation of individual demands 
to hold a given quantity of money at dif-
ferent levels of the purchasing power of 
money, ceteris paribus.3 The supposedly 
“erroneous claims of a single market for 
money” identified in Section III of Bar-
nett and Block’s (2009, 20-22) article are 
claims relating to the market purchasing 
power of money. There is nothing erro-
neous about these claims at all. 

 
For the reasons explained in my 

comment (Curott, 2010), as long as mon-
ey has an anchored value that isn’t circu-
lar, the market purchasing power of mon-
ey is determined by supply and demand. 
In a static equilibrium, or, if one prefers, 
in the “evenly rotating economy,” the 
purchasing power of the money commod-
ity is subject to the law of one price.4 All 

                                              
3If Barnett and Block wish to deny that mon-
ey’s purchasing power is determined by the 
supply and demand in a single aggregate 
market, they are not only rejecting main-
stream theory, but also Mises and Rothbard. 
Rothbard (2004 [1962], Chapter 11) develops 
an especially clear cash balance theory of 
money holdings that parallels the treatment I 
used in my comment; Section 2 of Chapter 11 
entitled “The Money Relation: The Demand 
for and the Supply of Money” leaves no 
doubt about what Rothbard thought. I submit 
that it is more likely that Mises and Rothbard 
insisted that there is a single aggregate mar-
ket for money because it is in fact true than 
because they were sloppy or did not under-
stand the nuances of monetary theory. 
 
4Perhaps the “law of one price” should in-
stead be called the “law of one purchasing 
power” in order to avoid confusion when it 
comes to money. Money has many prices, but 
only one purchasing power, meaning the 

of the different price ratios for a unit of 
money in terms of how much of each 
other good it can buy must have the same 
purchasing power because inequalities 
are arbitraged away. By virtue of Wal-
ras’s Law, equilibrium in n – 1 markets 
implies equilibrium in the nth market. 
Money appears in n – 1 markets but not 
in its own market. As an equilibrium 
condition, this doesn’t matter because 
Walras’s Law makes it reasonable to 
speak of a market for money as a residu-
um. 

 
Unlike in the imaginary construction 

of general equilibrium, in the real world 
money does not have the same purchas-
ing power in all markets. Therefore it 
makes sense to speak of various supplies 
of and demands for money, but not be-
cause this is somehow implied by the 
nature of money as suggested by Barnett 
and Block (2009, 2010). Rather, money 
has different purchasing powers in differ-
ent markets because uncertainty and dy-
namic change mean that there are false 
trades and the law of one price does not 
apply. There are multiple purchasing 
powers of money, just as there are multi-
ple prices of cell phones and baked beans. 

 
Most macroeconomists do not consid-

er disequilibrium in these other non-
money markets to be particularly note-
worthy because they cannot cause general 
unemployment or a fall in aggregate out-

                                                                
ratios of all these other prices are fixed by 
supply and demand. Unfortunately, the 
phrase “law of one price” is embedded within 
the classical (and neo-classical) equilibrium 
barter framework in which “price” means the 
purchasing power of one good in terms of 
another good, where any good is capable of 
being the numeraire. For better or for worse 
the phrase “law of one price” has become 
standard usage and it would be difficult to 
change at this point in time. 
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put. Overproduction in the cell phone 
market, for example, would represent 
errors of judgment by some producers 
that could cause firms to go out of busi-
ness. Such discoordination results in 
structural unemployment that would sure-
ly affect the quality of life of certain indi-
viduals, so it is a relevant macroeconomic 
problem. But Say’s Law tells us that such 
overproduction in the cell phone industry 
must be matched by an equal amount of 
underproduction in other industries 
(Kates, 2003). Thus, while the cell phone 
market is depressed, markets for other 
goods would be booming. In other words, 
one entrepreneur’s loss is another entre-
preneur’s gain. Disequilibrium in goods 
markets cannot cause a business cycle, 
which is characterized by a clustering of 
errors in many industries and by general 
underconsumption. 
 

Things are different with respect to 
money. The fact that money is traded in 
all markets suggests that monetary dise-
quilibrium can have economy-wide ef-
fects. For this reason numerous explana-
tions for recessions have been proposed 
that rely in some way on the concept of 
monetary disequilibrium. The most influ-
ential has been the Monetarist interpreta-
tion of the quantity theory of money, 
which implies that a fall in prices caused 
by contractionary monetary policy results 
in insufficient effective aggregate de-
mand and economic recession (Friedman 
and Schwartz, 1963; Yeager, 1996).5 

                                              
5In the words of Yeager (1996, 5-6): “The 
catch is this: while an excess supply of some 
things necessarily means an excess demand 
for others, those other things may, unhappily, 
be money. If so, depression in some indus-
tries no longer entails boom in others .... 
Say’s law overlooks monetary disequilibri-
um. If people on the whole are trying to add 
more money to their total cash balances than 
is being added to the total money stock (or 

An alternative monetary disequilibri-
um theory relies on the Austrian interpre-
tation of the capital structure, which im-
plies that injections of credit in the mar-
ket for loanable funds can result in struc-
tural malinvestment and an eventual cor-
rection marked by unemployment (Hay-
ek, 1931, 1941; Garrison, 1996). The 
distinguishing characteristic of the Aus-
trian theory is the insistence that macroe-
conomic discoordination is caused by 
changes in relative prices throughout the 
economy, especially those brought about 
by increases in the money supply. For 
those who adhere to this precognitive 
analytical vision, which includes both 
Barnett and Block as well as myself, ar-
ticulating malinvestment theory persua-
sively enough to convince the broad eco-
nomics profession constitutes a progres-
sive research program that requires much 
more empirical and theoretical investiga-
tion.6 Therefore the theoretical notion of 

                                                                
are trying to maintain their cash balances 
when the money stock is shrinking), they are 
trying to sell more goods and labor than are 
being bought. If people on the whole are 
unwilling to add as much money to their total 
cash balances as is being added to the total 
money stock (or are trying to reduce their 
cash balances when the money stock is not 
shrinking), they are trying to buy more goods 
and labor than are being offered. The most 
striking characteristic of depression is not 
overproduction of some things and underpro-
duction of others, but rather, a general ‘buy-
ers’ market,’ in which sellers have special 
trouble finding people willing to pay more 
for goods and labor. Even a slight depression 
shows itself in the price and output statistics 
of a wide range of consumer-goods and in-
vestment-goods industries. Clearly some very 
general imbalance must exist, involving the 
one thing—money—traded on all markets. In 
inflation, an opposite kind of monetary im-
balance is even more obvious.” 
 
6Most economists, for instance, do not think 
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the many markets for money that Barnett 
and Block should be exploring, but don’t, 
is the internal dynamic of various chang-
es in money demand among the various 
members of a society, and how this plays 
out in real time. That is a very hard theo-
retical problem, and answering it satisfac-
torily would require serious advances in 
process-style economic theorizing, 
whether it be in the form of well reasoned 
thought-experiments or perhaps even 
agent-based computer modeling. 

 
Barnett and Block render economics a 

service by evoking the notion of the vari-
ous demands for money and thus how 
changes in monetary policy might affect 
specific markets differently, potentially 
causing general business fluctuations. But 
they give no good reason for refusing to 
speak of a market for money because if 
one can speak of the n – 1 other markets 
in an economy it is impossible not to 
speak of the nth market. So the demand 
for money is an intelligible notion even if 
its pristine articulation is based on a theo-
ry of equilibrium. One can understand 
                                                                
that structural shifts in the economy, such as 
the shift of employment from higher orders to 
lower orders emphasized in the Austrian 
theory, are capable of generating the rate of 
unemployment witnessed during large de-
pressions. Nor do they think it has been satis-
factorily explained how expectations factor 
into Austrian business cycle theory, or in 
which actual markets malinvestment will 
appear. Furthermore, the timing of the upper 
turning point predicted by Austrian theory is 
very poorly understood. My purpose in bring-
ing up these issues is not to argue that satis-
factory resolutions are lacking, but rather that 
they have not been presented with sufficient 
theoretical rigor or substantiating evidence. 
See Hummel (1979) and Wagner (1999), and 
the references they cite, for discussion of 
some of the weak areas in Austrian business 
cycle theory and for suggestions about how 
to fix them. 

what is meant by a general change in the 
demand for money and can reason about 
it. 

 
 
 

REFERENCES 
 

 
Barnett, William and Walter Block. 2009. “Is 

There a Market for Money, or Are There 
Markets for Money? There Ain’t no Such 
Thing as the Supply of or the Demand for 
Money,” Laissez-Faire, No. 30-31 (Mar-
Sept): 18-22. 

 
Barnett, William and Walter Block. 2010. 

“Reply to Curott on the Market for Mon-
ey,” Laissez-Faire, No. 33 (Sept ): 2-11. 

 
Curott, Nicholas A. 2010. “The Marginal 

Utility Theory of Price Determination 
and the Market for Money: A Comment 
on Barnett and Block,” Laissez-Faire, 
No. 32 (March): 67-70. 

 
Friedman, Milton and Anna J. Schwartz. 

1963. A Monetary History of the United 
States, 1867-1960. Princeton, NJ: Prince-
ton University Press. 

 
Garrison, Roger W. 2001. Time and Money: 

The Economics of Capital Structure. New 
York, NY: Routledge. 

 
Hummel, Jeffrey Rogers. 1979. “Problems 

with Austrian Business Cycle Theory,” 
Reason Papers, 5 (Winter): 41-53. 

 
Hayek, Friedrich von. 1931. Prices and Pro-

duction. London: George Routledge and 
Sons. 

 
Hayek, Friedrich von. 1941. The Pure Theory 

of Capital. Chicago: University of Chica-
go Press. 

 
Kates, Steven. 1998. Say’s Law and the 

Keynesian Revolution: How Macroeco-
nomic Theory Lost its Way. Cheltenham, 
UK: Edward Elgar. 



__________________________________________________________________ 
 

__________________________________________________________________ 
Laissez-Faire 16 

Mises, Ludwig von. 1981 [1914]. The Theory 
of Money and Credit. Indianapolis, IN: 
Liberty Fund. 

 
Rothbard, Murray N. 2004 [1962]. Man, 

Economy and State, Scholar’s Edition. 
Auburn, AL: Ludwig von Mises Institute. 

 
Wagner, Richard E. 1999. “Austrian Cycle 

Theory: Saving the Wheat while Discard-
ing the Chaff,” Review of Austrian Eco-
nomics, 12: 65-80. 

 
Yeager, Leland B. 1996. The Fluttering Veil: 

Essays on Monetary Disequilibrium. In-
dianapolis, IN: Liberty Fund. 


