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1. Introduction 
 
7KLV DUWLFOH ZDV SURPSWHG E\ 3HU B\OXQG¶V UHFHQW FULWLTXH RI 5DQGDOO :UD\¶V DUWLFOH, ³7D[HV DUH IRU 
5HGHPSWLRQ QRW 6SHQGLQJ´ (VHH B\OXQG 2022; :UD\ 2016). IW LV, KRZHYHU, RI JHQHUDO LQWHUHVW LQVRIDU DV 
it provides an opportunity to address some of the typical misunderstandings of Modern Monetary Theory 
(007) DQG WR GR VR EDVHG RQ D FRQWUDVW ZLWK DQ AXVWULDQ 6FKRRO DSSURDFK. 7KH PDMRULW\ RI ³LQIRUPHG 
FULWLTXH´ KDV WHQGHG WR RULJLQDWH IURP SRVW-Keynesians and, to a lesser extent, Marxism (for discussion 
see AUPVWURQJ 2023). B\OXQG¶V FULWLTXH HQFRPSDVVHV WKH VWDWH WKHRU\ RI PRQH\ ZKLFK XQGHUSLQV 007¶V 
DSSURDFK WR WKH RULJLQ RI PRQH\ (LWV ³PRQH\ VWRU\´ URRWHG LQ CKDUWDOLVP). IPSRUWDQWO\, PXFK RI WKH 
GLIIHUHQFH EHWZHHQ B\OXQG¶V AXVWULDQ DSSURDFK DQG 007 EHJLQV ZLth a contrasting methodology. 
Austrian economics is deductivist and focuses on the implications of the agency of the individual. 
Focusing on deductivism places less emphasis on history and more on building an axiomatic case. In 
combination with a focus on individual agency in market exchange it speaks to an origin of money in 
barter (so money is a spontaneous solution to the problem of barter and arises as a medium of 
exchange in market contexts). MMT follows the state theory of money and Chartalism and begins from 
what history, anthropology and archaeology tell us about the origin of money. As such, its focus is the 
emergence of debt, of a unit of account and of the role of the state in creating the conditions in which 
social relations of money can emerge, not least the role of state issuance of money as a means to 
appropriate resources, which in turn encourages market activity in order to acquire money tokens to 
pay taxes (so money presupposes the development of a unit of account, takes the form of a credit-debt, 
and becomes a general means of payment within market exchange in response to the activity of its 
originators). Arguably this latter approach makes MMT a form of retroduction within an open systems 
ontology. This is quite a different starting point to that presupposed by Bylund.       
 
I begin in section 2 with a brief summary of the methodological commitments of the Austrian school 
contrasted with my reading of MMT (which to be clear has not been explicitly acknowledged or 
discussed by all proponents of MMT). In section 3 I turn to the Austrian approach to the origin of money 
and in section 4 to that of state theory and MMT. Against the backdrop of the cumulative argument I 
WXUQ LQ VHFWLRQ 5 WR B\OXQG¶V VSHFLILF FDVH DQG LQ VHFWLRQ 6 I FRQFOXGH ZLWK D EULHI UHSULVH RI NH\ SRLQWV. 
 
  

 
1 Phil Armstrong has been an economics teacher for more than forty years. He is an Associate at the Gower 
Initiative for Modern Money Studies. PArmstrong@yorkcollege.ac.uk   
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2. The methodology of the Austrian School contrasted with that employed by Modern Monetary 
Theorists 
 
Over the course of several years I interviewed many of the best known and influential heterodox 
economists, published as Can Heterodox Economics make a Difference: Conversations with Key 
Thinkers (Armstrong 2020a).2 Conducting these interviews confirmed that methodological perspective 
KDV D SURIRXQG LPSDFW RQ DQ HFRQRPLVW¶V ZRUN.3 According to Murray Rothbard at the Mises Institute, 
SUD[HRORJ\ LV WKH ³GLVWLQFWLYH PHWKRGRORJ\ RI AXVWULDQ HFRQRPLFV´ DQG LW: 
 

rests on the fundamental axiom that individual human beings act, that is, on the 
primordial fact that individuals engage in conscious actions toward chosen goals. The 
praxeological method spins out by verbal deduction the logical implications of that 
primordial fact. In short, praxeological economics is the structure of logical implications 
of the fact that individuals act. This structure is built on the fundamental axiom of action 
(Rothbard 2019 [and 1976/2011] emphasis in the original).  

 
Not only is an Austrian approach deductivist:  
 

since praxeology begins with a true axiom, A, all the propositions that can be deduced 
from this axiom must also be true. For if A implies B, and A is true, then B must also 
EH WUXH« >FXUWKHUPRUH@ DOO DFWLRQ LQ WKH UHDO ZRUOG, IXUWKHUPRUH, PXVW WDNH SODFH 
through time; all action takes place in some present and is directed toward the future 
(immediate or remote) attainment of an end. (Rothbard 2019 [and 1976/2011]).  
 

As Rothbard makes clear deduction has important implications for the role of history in economic theory: 
 
We arrived at [the implications of the axiom of action] by deducing the logical 
implications of the existing fact of human action, and hence deduced true conclusions 
IURP D WUXH D[LRP. ASDUW IURP WKH IDFW WKDW WKHVH FRQFOXVLRQV FDQQRW EH µWHVWHG¶ E\ 
historical or statistical means, there is no need to test them since their truth has already 
been established. Historical fact enters into these conclusions only by determining 
ZKLFK EUDQFK RI WKH WKHRU\ LV DSSOLFDEOH LQ DQ\ SDUWLFXODU FDVH« 0LVHV LQGHHG KHOG QRt 
RQO\ WKDW HFRQRPLF WKHRU\ GRHV QRW QHHG WR EH µWHVWHG¶ E\ KLVWRULFDO IDFW EXW DOVR WKDW 
it cannot EH VR WHVWHG« >6R HFRQRPLF WKHRU\ LV@ QRW D VWDWHPHQW RI ZKDW XVXDOO\ 
happens, but of what necessarily must happen. (Rothbard 2019 [and 1976/2011] 
emphasis added).  
 

Readers are no doubt aware that not all Austrian economists agree on first principles and there is a 
notable strand who are critical of mainstream economics understanding of equilibrium, use of 
mathematics, and pursuit of regularity which presupposes closed systems. Catallexy can, for example, 
be construed as an open systems concept and the coordination function of markets as a continual 

 
2 See also Armstrong (2018, 2020b). 

3 7KLV UHDVRQLQJ LV LQ OLQH ZLWK 6PLWKLQ¶V (2010) DSSURDFK. HH KLJKOLJKWV WKH LPSRUWDQFH RI WKH GHHSO\ KHOG SROLWLFDO 
views of economists to their mode of theorising and that the idea of taking an ethical stance based upon 
individualism (which characterises the Austrian School) as a starting point for analysis has great appeal, especially 
for those who consider social classes as an illegitimate starting point for analysis, having no independent existence 
apart from their constituent parts. 

http://www.paecon.net/PAEReview/issue105/whole105.pdf
http://www.feedblitz.com/f/f.fbz?Sub=332386


real-world economics review, issue no. 105 
subscribe for free 

 

 59 

evolution. However, there is an obvious tension between praxeology and the role history plays in 
informing economic theory.4 
 
MMT, in contrast, begins from observation of how a money system works (in order to make claims 
regarding how it could work if properly understood ± an obvious point of contention) and with due 
attention to history. Though not all MMT advocates would necessarily endorse this, it can be interpreted 
as a form of realist social science.5 For example, critical realism argues that all theory implies an 
ontology and this may be explicit or implicit and the world itself cannot be reduced to and so should not 
EH FRQIXVHG ZLWK WKH WKHRULHV ZH KROG RI LW (WKLV LV DQ ³HSLVWHPLF IDOODF\´). 7KH PRVt influential version 
RI WKLV LQ HFRQRPLFV LV 7RQ\ LDZVRQ¶V ZRUN, DQG ZKLOH LDZVRQ KDV KLV GLIIHUHQFHV ZLWK 007 RYHU WKHRU\ 
of money, the basic points about ontology still apply.6 Reality is stratified (so some parts build upon and 
presuppose others ± physical, chemical, biological, social etc.), emergent (the organisation of parts 
produces new entities with new powers), and is continually developing through time.7 Social reality is a 
combination of relative stability (since as conscious beings we plan, organise and determine our 
conditions of social existence for the purposes of reproduction, stability and security) and change (we 
organise to do things differently, we invent and innovate and evolution and unintended consequences 
apply to action). As such what we observe around us is the interplay of agency and structure and is 
RQO\ HYHU ³GHPL-UHJXODU´ DQG KLVWRU\ PDWWHUV LQ RSHQ V\VWHP SURFHVVHV. 7R PDNH VHQVH RI WKis the main 
tool of enquiry is retroduction rather than deduction or induction (though neither of these is irrelevant). 
Retroduction theorises and seeks evidence for possible underlying causal mechanisms that can 
account for relative degrees of regularity of outcomes and employs different ways to test out the role of 
such causal mechanisms (it is in various ways similar to abduction). 
 
While some of the argument is specific to critical realism, a commitment to open systems is common to 
heterodoxy and in any case, critical realism merely offers an under-labouring service. It is philosophy 
of social science or social theory with methodological implications. It is not economic theory and there 
are no exclusively critical realist methods. I would argue MMT retroduces real social mechanisms. MMT 
contains an explicit recognition of how institutional change impacts on the real mechanisms present in 
an economy. For example, MMT stresses that the social structures and institutions extant under the 
Gold Standard determined the actual behaviour of the authorities observed by economists as policy 
RXWFRPHV RU ³HYHQWV´. 007 KLJKOLJKWV WKH FRQWUDVW EHWZHen these Gold Standard institutions and the 
nature of contemporary institutions and mechanisms at work in monetary systems when a nation issues 
its own non-convertible currency where state and central bank must work hand-in-hand on a daily 
basis.8  
 

 
4 See also Caldwell (1984). 

5 See Armstrong and Morgan (2023). 

6 See Lawson (1997, 2003, 2022); Mingers (2014).  

7 See Bhaskar (2008 [1975], 2015 [1978); Collier (1994). 

8 FRU H[DPSOH, µAGYRFDWHV RI 007 FRQWHQG WKDW, XQGHU WKH JROG VWDQGDUG, JRYHUQPHQWV ZHUH FRQVWUDLQHG LQ WKHLU 
spending by their ability to tax and borrow. If a fiscal deficit existed there would be untaxed spending in the system 
which could be converted intR JROG DW D IL[HG UDWH. IQ WKLV FDVH WKH VWDWH ZRXOG QHHG WR RIIHU µPDUNHW-GHWHUPLQHG¶ 
rates to induce holders to buy non-convertible government debt rather than convert into gold (Mosler, 2012, p. 22) 
From an MMT perspective, social realities fundamentally changed in 1971 (when Nixon closed the gold window) 
and new structures, mechanisms and rules now apply for nations with their own sovereign currencies operating 
XQGHU IORDWLQJ H[FKDQJH UDWHV¶ (AUPVWURQJ, 2018, S. 21).  
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There are then, clear differences in terms of underlying perspective between an Austrian approach and 
MMT and this has consequences for the relative significance of history and thus of origin stories of 
money. 
 
 
3. The Austrian Theory of Money 
 
There is no role for the state in the genesis of money in the orthodox ± and Austrian ± money narrative. 
IQJKDP (2004, S. 19, HPSKDVLV DGGHG) FRQVLGHUV WKDW ³DOO RUWKRGR[ HFRQRPLF DFFRXQWV RI PRQH\ DUH 
FRPPRGLW\ H[FKDQJH WKHRULHV. BRWK PRQH\¶V KLVWRULFDO Rrigins and logical conditions of existence are 
explained as the outcome of economic exchange in the market that evolves as a result of individual 
utility maximisation´.  
 
When Carl Menger (1892) articulated a story of money, his ontology was deeply rooted in the 
SUHVXSSRVLWLRQ ³WKDW WKH LQGLYLGXDO HQWHUV WKH ZRUOG HTXLSSHG ZLWK ULJKWV WR WKH IUHH GLVSRVDO RI KLV 
property and the pursuit of his economic self-interest, and that these rights are anterior to, and 
LQGHSHQGHQW RI, DQ\ VHUYLFH WKDW KH PD\ UHQGHU´ (7DZQH\, 1920, S.23). 0HQJHU¶V WKHRULVLQJ ZDV EDVHG 
RQ ³WKH VXEMHFWLYH JRDO-directed actions of individual agents- a view that continues to characterise the 
Austrian approach to economic WKHRU\´ (HDQGV, 2001, S. 39) DQG ³DQWLHPSLULFLVW GHGXFWLYLVP´ (LELG, S. 
39). 7KH VWRU\ VWDQGV SXUHO\ RQ WKH ³D SULRUL WUXWK´ RI KLV SUHVXSSRVLWLRQV DQG KLV ORJLFDO GHGXFWLYH 
reasoning.  
 
IQGHHG, 0HQJHU¶V VHPLQDO DUWLFOH (1892) VHW RXW WKH AXVWULDQ SHUVSHFWLYH, ³0HQ KDYH EHHQ OHG, ZLWK 
increasing knowledge of their individual interests, each by his own economic interests, without 
convention, without legal compulsion, nay, even without any regard to the common interest, to 
H[FKDQJH JRRGV GHVWLQHG IRU H[FKDQJH (WKHLU µZDUHV¶) IRU RWKHU JRRGV HTXDOO\ GHVWLQHG IRU H[FKDQJH, 
EXW PRUH VDOHDEOH´ (0HQJHU, S. 244). HH GHYHORSV KLV DUJXPHQW IXUWKHU ZLWK, ³3XWWLQJ DVLGH DVVXPSWLRQV 
which are historically unsound, we can only come fully to understand the origin of money by learning to 
view the establishment of the social procedure, with which we are dealing, as the spontaneous outcome, 
the unpremeditated resultant, of particular, individual efforts of the members of a society, who have little 
E\ OLWWOH ZRUNHG WKHLU ZD\ WR D GLVFULPLQDWLRQ RI WKH GLIIHUHQW GHJUHHV RI VDOHDEOHQHVV LQ FRPPRGLWLHV´9 
(Menger, p. 245).  
 
IW LV LPSRUWDQW WR VWUHVV WKDW 0HQJHU¶V DUWLFOH GRHV QRW LQFOXGH DQ\ UHDO-world evidence, indeed given his 
DGYRFDF\ RI ORJLFDO GHGXFWLYH UHDVRQLQJ, HPSLULFDO WHVWLQJ ZRXOG KDYH EHHQ VXSHUIOXRXV. KHYLQ DRZG¶V 
SKUDVH ³FRQMHFWXUDO KLVWRU\´10 (DRZG, 2000, S. 139) LV SHUWLQHQW KHUH. HH SRLQWV RXW WKDW, µ¶A FRQMHFWXUDO 
history provides a benchmark to assess the world we live in, but it is important to appreciate that it is 

 
9 Likewise, Rothbard sees the development of money as the result of individual purposeful action within a market, 
³IQ WKH SXUHO\ IUHH PDUNHW, QR RQH SHUVRQ RU JURXS FDQ KDYH FRQWURO RYHU PRQH\. 0RQH\ DULVHV, RQ WKH IUHH PDUNHW, 
when one or more commodities, in particularly intense demand and possessing such other qualities as durability, 
portability, and divisibility, are chosen by individuals to serve as media of exchange. Once a commodity begins to 
be used as a medium, the process accelerates as this makes the good all the more valuable, until it finally comes 
to be used as a general medium for exchanges²DV D PRQH\´ (5RWKEDUG, 2011, S.709).  

10 A W\SLFDO FRQMHFWXUDO KLVWRU\ ZRXOG SURFHHG DORQJ WKHVH OLQHV, LQ ³SULPLWLYH´ HFRQRPLHV H[FKDQJH ZDV EDVHG RQ 
barter but as societies developed, efficiency was improved by the introduction of one commodity as a means of 
exchange and a unit of value. A wide range of different commodities have been used in different societies at 
different times, but in the end precious metals emerged as the most efficient variant and a fixed quantity of a metal 
(typically gold or silver) of known purity became a standard. Eventually credit was introduced as a substitute for 
gold, requiring less direct use of metal and improving efficiency (Armstrong and Siddiqui 2019, p. 99).  
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not meant to provide an accurate description of how the world actually evolved [emphasis in original]. 
The conjectural history is a useful myth, and it is no criticism of a conjectural history to say that the 
world failed to evolve in the way it postulates´.  
 
 
4. Heterodox Approaches: Credit and State Theories of Money  
 
AXVWULDQ HFRQRPLFV¶ SODFH LQ KHWHURGR[\ LV D PDWWHU RI VRPH FRQWURYHUV\. 3XWWLQJ WKDW DVLGH, PDQ\ 
heterodox economists, including Modern Monetary Theorists (Armstrong, 2015) support some version 
of credit theory (Innes 1913, 1914) and state theory of money (Knapp, 1924).11 It is argued here that a 
consideration of the ontology of money ± or what money is ± should be the starting point. Modern 
Monetary Theory is entirely consistent with the view that money is credit and nothing but credit (Innes, 
1913, 1914; Wray, 1998, 2004)12. 7KURXJKRXW KLVWRU\, FRPPRGLWLHV KDYH EHHQ XVHG DV PRQH\ ³WKLQJV´ 
(KH\QHV (1930, 9RO. 1, S. 14) RU PRQH\ ³VLJQLILHUV´ EXW FRPPRGLWLHV (L.H., FUHGLW WRNHQV WR WKH KROGHU DQG 
symbols of indebtedness to the issuer) have never been money itself and the conflation of money 
³WKLQJV´ ZLWK PRQH\ LWVHOI, LQ WKLV ZD\ FRQVWLWXWHV DQ RQWRORJLFDO RU FDWHJRU\ HUURU (AUPVWURQJ DQG 
Siddiqui, 2019).  
 
Modern Monetary Theorists reject the conjectural history favoured by the Austrian School ± or the 
attempt to deduce a history of money without the state - and stress the role of money as providing a 
unit of account, an approach which tends to be compatible with a focus on the importance of the role of 
a central authority in the genesis of money, as opposed to market forces. Ingham (2004, p. 181) 
contends that discrete truck and barter would lead to the production of a vast array of bilateral exchange 
ratios, rather than the enduring unit of account required for the measurement of relative prices critical 
to the operation of the market. Rather than arising from a spontaneous process, a stable unit of account 
is required before D PDUNHW FDQ IXQFWLRQ; IRU IQJKDP, ³PRQH\ LV ORJLFDOO\ DQWHULRU DQG KLVWRULFDOO\ SULRU 
WR WKH PDUNHW´.  
 
Armstrong and Siddiqui (2019, p. 101) point out that the use of quantities of grain as a unit of account 
is well documented (Wray, 1998, pp. 47-8) but from a heterodox perspective, drawing directly from 
KH\QHV¶V ZRUN, WKLV XVH LV founded on state action rather than being a market outcome. The units of 

 
11 Armstrong and Siddiqui (2019, p. 108) suggest a relationship between the credit theory of Innes and the state 
theory developed by Knapp. This follows from Smithin (2018, pp. 194-95) ZKR DUJXHV WKDW ³WKH VWXG\ RI PRQH\ DQG 
monetary issues should follow a fRXU VWDJH µVFKHPD¶ EHJLQQLQJ ZLWK D UHDOLVW VRFLDO RQWRORJ\, IROORZHG E\ HFRQRPLF 
VRFLRORJ\, PRQHWDU\ PDFURHFRQRPLFV DQG, ILQDOO\, SROLWLFDO HFRQRP\´. B\ XWLOLVLQJ WKLV VWUXFWXUH, FUHGLW WKHRU\ LV 
foundational and explains the ontology of money. The economic sociology of money, described by the state theory 
in the second stratum, explains how the particular form of credit we use as money was introduced and became 
embedded in society.  

12 Anthropological studies of pre-modern societies have revealed the widespread existence of gift exchange, inter-
community barter and the use of specific commodities to settle obligations under particular circumstances within 
societies (Polanyi, 1968; Neale, 1976). In the latter case the commodities (at least partially) possess the function 
RI D ³PHGLXP RI H[FKDQJH´ DQG IRU WKLV UHDVRQ PLJKW UHDVRQDEO\ GHVFULEHG DV ³PRQLHV´ E\ DQWKURSRORJLVWV (VHH 
Neale, 1976, pp. 31-45). However, from the standpoint of credit theory, the presence of commodities functioning 
LQ VXFK D ZD\ ZRXOG QRW EH VXIILFLHQW IRU D VRFLHW\ WR EH UHJDUGHG DV ³PRQHWL]HG´. I DJUHH ZLWK KH\QHV¶ GLVWLQFWLRQ 
EHWZHHQ D ³FRPPRGLW\ ZKLFK LV GLVFRQQHFWHG IURP D XQLW RI DFFRXQW DQG PHUHO\ XVHG LQ D ZD\ WR LPSURYH VSRW 
WUDQVDFWLRQV DQG D PRQH\ µWKLQJ¶ ZKLFK E\ YLUWXH RI LWV UHODWLRQVKLS WR D VWDQGDUG RU PRQH\ RI DFFRXQW EHFRPHV 
µPRQH\ SURSHU¶´. KH\QHV DGGV, ³VRPHWKLQJ ZKLFK LV PHUHO\ XVHG DV D FRQYHQLHQW PHGLXP RI H[FKDQJH RQ WKH VSRW 
may approach to being Money, since it may represent a means of holding General Purchasing Power. But if this is 
all that is involved, we have scarcely emerged from the stage of Barter. Money-Proper in the full sense of the term 
FDQ RQO\ H[LVW LQ UHODWLRQ WR D µ0RQH\-of-AFFRXQW¶´ (KH\QHV, 1930 9RO. 1, S. 3).  
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account used in early empires were almost without exception based on grain quantities and led to the 
establishment of precious metal standards (Keynes, 1982, pp. 236-7). II ZH UHIHU WR ³D PLQD, VKHNHO RU 
pound, all the early money units were weight units based on either wheat or barley grains, with the 
nominal value of gold usually measured in wheat units, and the nominal value of silver measured in 
EDUOH\ XQLWV´ (:UD\, 1998, S. 48). :UD\ QRWHV WKDW D UXOHU ZRXOG EH DEOH HVWDEOLVK D PRQHWDU\ XQLW E\ 
setting it equal to a particular quantity of grains of gold, but the relative value of gold represented by its 
market price could change without the need to change the standard (ibid, emphasis added). Thus, the 
value of, for example, a shekel weight of gold could rise or (less frequently) fall against the abstract 
standard of the shekel.  
 
Modern Monetary Theorists consider a study of the historical development of money and the 
monetisation of economies to be very significant13, for example, an examination of the use of cowry is 
HQOLJKWHQLQJ DQG UXQV FRXQWHU WR LGHD WKDW WKH XVH RI ³SULPLWLYH PRQH\´ VSULQJV IURP D VSRQWDQHRXV 
SURFHVV. ³CRZU\ ZDV XVHG DV PRQH\ LQ DDKRPH\ GHVSLWH WKH IDFW LW ZDV QRW SURGXFHG GRPHVWLFDOO\. IW 
needed to be imported and was then issued by the monarch. Without this state-directed process it could 
QRW KDYH EHHQ XVHG DV FXUUHQF\´ (3RODQ\L, 1968, SS. 280-305). Rather than being an aspect of a market-
based evolutionary process it was an aspect of state actLYLW\. ³CRZULH «JDLQHG WKH VWDWXV RI D FXUUHQF\ 
by virtue of state policy, which regulated its use and guarded against its proliferation by preventing 
VKLSORDGV IURP EHLQJ IUHHO\ LPSRUWHG´ (LELG, S. 299)´.  
 
Armstrong and Siddiqui (2019) point out that anthropological study (Humphrey and Hugh-Jones, 1992; 
Graeber, 2011) supports the contention that barter had no role in the development of money. Indeed, 
GHVSLWH H[WHQVLYH VWXG\, DQG EDUWHU¶V ZLGHVSUHDG H[LVWHQFe, no society founded on the use of barter 
has yet been found14, let alone a barter economy which spontaneously turned into a monetary one 
WKURXJK LQGLYLGXDO DFWLRQ. ³1R H[DPSOH RI D EDUWHU HFRQRP\, SXUH DQG VLPSOH, KDV HYHU EHHQ GHVFULEHG, 
let alone the emergence from it of money; all available ethnography suggests that there never has been 
VXFK D WKLQJ´ (HXPSKUH\, 1992, TXRWHG LQ GUDHEHU, 2011, S. 29).  
 

The nature and history of barter are separate from the nature and history of money; 
barter trades and monetary transactions apply in different situations. The key element 
that distinguishes the nature of barter from that of money is that barter involves only 
two parties in the exchange whereas a monetary transaction, in contrast, involves 
three. When a purchase is made the buyer provides the seller with a credit on a third 
party. This credit is money. There is no money in direct exchange; barter cannot 
provide the origins of money although it seems that barter exists alongside money 
(Armstrong and Siddiqui, 2019, p.111). 
 
 

Credit Theory of Money 
 
IQQHV (1913) GHILQHV PRQH\ DV FUHGLW, ³CUHGLW LV WKH SXUFKDVLQJ SRZHU VR RIWHQ PHQWLRQHG LQ HFRQRPLF 
ZRUNV DV EHLQJ RQH RI WKH SULQFLSDO DWWULEXWHV RI PRQH\, DQG« FUHGLW DQG FUHGLW DORQH LV PRQH\´. HH 
explains the relationship between credit and debt and in so doing describes the nature of money, 
³:KHWKHU«WKH ZRUG FUHGLW RU GHEW LV XVHG, WKH WKLQJ VSRNHQ RI LV SUHFLVHO\ WKH VDPH LQ ERWK FDVHV, WKH 

 
13 See Wray (2004); Henry (2004); Hudson (2004). 

14 ³:KHWKHU ZH WXUQ WR WKH HYLGHQFH IURP KLVWRU\ RU WR WKH HYLGHQFH LQ DFFRXQWV E\ DQWKURSRORJLVWV, ZH GR QRW ILQG 
economic systems in which people depend upon bartering their labour or produce for the produce of others in order 
to get the necessities of daiO\ OLIH´ (1HDOH, 1976, S.  23). 
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one or the other word being used according as the situation is being looked at from the point of view of 
WKH FUHGLWRU RU RI WKH GHEWRU´. ³0RQH\, WKHQ, LV FUHGLW DQG QRWKLQJ EXW FUHGLW. A¶V PRQH\ LV B¶V GHEW WR 
KLP, DQG ZKHQ B SD\V KLV GHEW, A¶V PRQH\ GLVDSSHDUV. 7KLV LV WKH ZKROH WKHRU\ RI PRQH\´ (LELG, 1913).  
 
IQQHV GHILQHG VWDWH PRQH\ DV D IRUP RI FUHGLW, ³EYHU\ WLPH D FRLQ RU FHUWLILFDWH LV LVVXHG« A FUHGLW RQ 
WKH SXEOLF WUHDVXU\ LV RSHQHG, D SXEOLF GHEW LQFXUUHG´ (IQQHV, 1914). IQQHV UHFRJQLVHG WKDW D GHEW WR WKH 
state or tax liability can be paid by the retuUQ RI WKH JRYHUQPHQW¶V RZQ GHEW LQVWUXPHQW; LQ RWKHU ZRUGV, 
WKHUH H[LVWV ³WKH ULJKW RI WKH KROGHU RI WKH FUHGLW (WKH FUHGLWRU) WR KDQG EDFN WR WKH LVVXHU RI WKH GHEW (WKH 
GHEWRU) WKH ODWWHU¶V DFNQRZOHGJHPHQW RU REOLJDWLRQ, ZKHQ WKH IRUPHU EHFRPHV GHEWRU DQd the latter 
FUHGLWRU´ (IQQHV, 1914). IQQHV¶V ZRUN LV VLJQLILFDQW VLQFH LW SURYLGHV D SRZHUIXO FULWLTXH RI RUWKRGR[ WKHRU\ 
concerning the ontology of money. It highlights the weaknesses in the latter approach and provides a 
persuasive alternative perspective, namely money is credit in its essential nature.  
 
If we accept that money is credit15 and the monetary system is best characterised as simply a ledger of 
credits and debits, we are faced with a second question, namely how should we understand the history 
and sociology of money? Simply put, how did economies become monetised?  
 
 
State theory of Money 
 
Ingham (2004, p. 47), considers the Methodenstreit and the division of opinion between the German 
Historical School and the Austrian School, noting that the former group saw money as a means of 
accounting for and settling debts and regarded an approach to analysing money without a foundational 
role for the state as absurd. Consistent with this view, in the State Theory of Money (1924), Knapp 
DUJXHV WKDW LW LV WKH VWDWH WKDW GHFLGHV RQ WKH XQLW RI DFFRXQW DQG WKH ³PRQH\ WKLQJV´ WKDW DUH WR EH XVHG 
in settlement of debts denominated in this unit. Initially, the unit of account may be a weight of precious 
metal of given fineness. However, the state may choose to change the unit to a different metal by 
decree. Thus, the choice of unit is in the hands of the state rather than springing from a process involving 
individuals searching for the most efficient way of reducing the costs of barter. The state has the power 
WR FKRRVH WKH ³PRQH\ WKLQJV´ L.H., ZKDW PD\ EH XVHG WR VHWWOH GHEWV LQ WKH GHVLJQDWHG XQLW RI DFFRXQW 
(KQDSS, 1924, S. 15). ³IQ PRGHUQ PRQHWDU\ V\VWHPV SURFODPDWLRQ LV DOZD\V VXSUHPH´ (LELG, S. 31). 7KH 
role of the state is dominant in both the development of a unit account and in the monetisation of a 
society, rather than it being generated spontaneously by individuals maximising expected utility.  
 
MMT follows a Chartalist perspective arguing that, logically and practically, the emission of state money 
LV DQWHULRU WR LWV FROOHFWLRQ. FURP WKLV SHUVSHFWLYH, IROORZLQJ WKH ORJLF RI KQDSS¶V DSSURDFK, WD[DWLRQ 
serves, not to fund spending but to allow the state to provision itself by the transfer of resources from 
the private sector to itself. The importance of sequence is stressed in the MMT money story. It begins 
with a powerful stakeholder, more commonly the state, desiring to provision itself by transferring 
resources from the private sector to itself (Mosler, 2020). The government first levies a tax liability on 
its population and determines the means by which that liability can be satisfied, for example in a modern 
context, US dollars or UK pounds. The existence of the tax obligation creates willing private sector 
sellers of goods and services who require the state currency to pay their tax bill. The state can spend 
its currency to buy the goods and services available for sale. The state always spends by the issue of 
new money and is conceptualised as a currency-issuer. Once the non-government sector has acquired 
state money it can pay its taxes and, in addition, it may well be the case that the private sector wishes 

 
15 Ingham (2004) points out that not all credit is money, but all money is credit. 
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to save state currency and so will offer sufficient goods and services for sale to the state in order to 
satisfy this demand.  
 
From this perspective, government deficit spending, or spending in excess of tax obligations, simply 
provides the state money which the non-government sector wishes to save (see below) Consistent with 
the credit theory of money, MMT conceptualises the state money held as saving by the non-government 
as a tax credit (Mosler, 2020). It will remain as saving until used to pay taxes. Alternatively, the state 
may offer the non-government sector the opportunity to buy interest-bearing state debt (ibid).  
 
 
5. 5HVSRQGLQJ WR B\OXQG¶V &ULWLTXH 
 
3HU B\OXQG¶V (2022) FULWLTXH LV D UHODWLYHO\ XQXVXDO HQJDJHPHQW ZLWK 007 DQG P\ UHVSRQVH ZLOO, I KRSH, 
give credit if credit is due, as well as providing clarification and articulating counterarguments as 
appropriate. 
 
In writing a reply, I will draw upon the text above when required. I argue here that the fundamental 
difference between MMT and the Austrian School lies at the level of methodology (as described above) 
DQG I KRSH WR IROORZ ³DRZ¶V KHXULVWLFV´ LQ WKLV UHVSRQVH. DRZ SRLQWV WR WKH SUDFWLFDO LPSOLFDWLRQV RI 
accepting methodological pluralism for the behaviour of economists, describing them in the form of 
heuristics- both positive and negative. I focus here on the former which consist of the following 
instructions for methodological pluralists, ³>U@HVSHFW WKH OHJLWLPDF\ RI DOWHUQDWLYH DSSURDFKHV DQG KDYH 
an understanding of them. Be prepared to justify your own approach relative to others, [b]e prepared to 
adapt your approach as events unfold and as a result of debate, [b]e open to drawing on other 
DSSURDFKHV IRU LGHDV, HYHQ LI WKH\ WXUQ LQWR VRPHWKLQJ HOVH LQ \RXU DSSURDFK´ (DRZ, 2017, S. 10, 
parentheses added).  
 
I EHJLQ ZLWK D FRPPHQW RQ B\OXQG¶V KDOI-PLVWDNHQ FRQWHQWLRQ (2022, S. 148), ³IQ WKH VFKRODUO\ OLWHUDWXUH, 
LQWHUHVW LQ 007 LV OLPLWHG, DQG ZKDW DWWHQWLRQ WKH DSSURDFK KDV JRWWHQ VR IDU KDV EHHQ SULPDULO\ FULWLFDO« 
One reason for this is likely that MMT focuses on policy prescriptions rather than explanations which 
PDNHV LW XQVXLWDEOH IRU UHVHDUFK´.  
 
1RZ ZKLOH LW LV WUXH WKDW, ³IQ WKH VFKRODUO\ OLWHUDWXUH, LQWHUHVW LQ 007 LV OLPLWHG, DQG ZKDW DWWHQWLRQ WKH 
DSSURDFK KDV JRWWHQ VR IDU KDV EHHQ SULPDULO\ FULWLFDO´, LW LV certainly not the case that MMT focuses on 
policy prescriptions. Modern Monetary Theorists have produced a well-established body of theoretical 
work and its policy prescriptions follow from that theory (Mosler 2012, 2020; Wray 1998; Armstrong, 
forthcoming).  MMT seeks to provide explanations of observed events which should be the case with 
all economic theory (as I argue above)16. 7KH PLVWDNHQ VXJJHVWLRQ WKDW ³007 IRFXVHV RQ SROLF\ 
SUHVFULSWLRQV´ LV FRPPRQO\ PDGH DQG LV WKH UHVXOW RI FULWLFV¶ IDLOXUH WR WDNH WKH WLPH WR HVWDEOLVK ZKDW 
MMT is really saying rather than accepting how it is reported in mainstream economic media and 
literature (Armstrong, 2023, forthcoming). Mainstream critiques, such as Mankiw (2019), fail to take the 
QHFHVVDU\ WLPH WR HQJDJH LQ D VFKRODUO\ PDQQHU. IQGHHG, 0DQNLZ¶V VKRUW DUWLFOH ZDV HDVLO\ GLVPLVVHG 
by Mitchell (2019a, 2019b). 
 
Bylund (pp. 148-150, SDUHQWKHVHV LQ WKH RULJLQDO) JLYHV D IDLU GHVFULSWLRQ RI CKDUWDOLVP DQG 007¶V 
FRQVLVWHQF\ ZLWK LW. HH WKHQ VXJJHVWV D SRWHQWLDO ZHDNQHVV LQ WKH 007 DUJXPHQW, ³II WKH FXUUHQF\ LV 
valued because (and only because) it is needed to pay the taxes owed to the government, then this 

 
16 Mainstream (New Keynesian) theory has clearly failed to provide powerful explanation of real-world events 
(Armstrong 2018, 2020b). 
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GRHV QRW DOVR H[SODLQ ZK\ DFWRUV ZRXOG YDOXH LW PXFK EH\RQG WKHLU WD[ OLDELOLWLHV´. IQ RWKHU ZRUGV, ZK\ 
would the non-government sector want to net save government currency? Why not just acquire as much 
as they need, pay their tax bill, and carry on life as before? He also asks why non-government actors 
might need to acquire government money before it was necessary, lose flexibility and run the risk of it 
losing value over time? 
 
Why net save state money?  To understand and answer this question we must reflect upon the Austrian 
PHWKRG DQG PRQH\ VWRU\. AV QRWHG HDUOLHU, IRU WKH AXVWULDQ VFKRRO, ³PRQH\´ LV VLPSO\ D PHGLXP RI 
exchange which develops as a cost saving development of barter. It is a private sector invention flowing 
IURP ³SXUSRVHIXO KXPDQ DFWLRQ´ DV LQGLYLGXDOV PD[LPLVH VHOI-interest. As Mises (1998, p. 774, emphasis 
DGGHG) SXWV LW, ³A WKLQJ becomes money only by virtue of the fact that those exchanging commodities 
and serYLFHV FRPPRQO\ XVH LW DV D PHGLXP RI H[FKDQJH.´ 
 
Importantly, from this perspective, private sector money predates state involvement; private individuals 
DUH DOUHDG\ XVLQJ PRQH\ EHIRUH WKH VWDWH DWWHPSWV WR ³SLUDWH WKH V\VWHP´. 6R, IRU WKH AXVWULDQ 6FKRRO, 
it makes sense to question the idea of net saving of state money. The introduction of coercive taxation 
is seen as an unwelcome and inefficient disruption to pre-existing private markets and thus, a rational 
self-interested individual might reasonably be expected to simply access the state money required to 
settle tax liabilities and then continue to trade using the more trustworthy and familiar private money. 
Bylund (2022, p. 153-56, parentheses in the original) returns to the same point regarding the logic 
EHKLQG QHW VDYLQJ RI VWDWH PRQH\ ZKHQ FULWLFLVLQJ :UD\¶V FORDNURRP WLFNHW DQDORJ\17, which illustrates 
KRZ D GHEW LV UHGHHPHG E\ WKH UHWXUQ RI WKH LVVXHU¶V RZQ OLDELOLW\, ZLWK WKH IXUWKHU TXHVWLRQ, ³:K\ ZRXOG 
a guest acquire more than one token? (And why would you acquire tokens before you are ready to 
OHDYH?)´  
 
However, as we noted above, this thinking is highly problematic and ably summed up by Neale (1976, 
pp. 8-9), ³DHVSLWH WKH IDFW PDQ\ D WH[W RQ PRQH\ VD\V WKDW PRQH\ RULJLQDWHG LQ WKH LQFRQYHQLHQFHV RI 
barter, that it was invented as a medium of exchange, or that a good commonly used in trade  gradually 
evolved into a medium of exchange ± despite such statements, neither historical evidence nor by 
DUJXPHQW E\ DQDORJ\ IURP FRQWHPSRUDU\ QRQOLWHUDWH VRFLHWLHV OHQGV VXSSRUW WR WKLV VSHFXODWLYH KLVWRU\´. 
Simply put, the anthropological and historical evidence suggests that money is not a private invention 
± the state is there at the start for good or ill (Armstrong, 2015). 
 
FURP WKH SHUVSHFWLYH DUJXHG IRU KHUH, VWDWH PRQH\¶V LQWURGXFWLRQ monetises a society, rather than 
competing with a pre-H[LVWLQJ SULYDWH ³PRQH\´ (RU PHGLXP RI H[FKDQJH). 6WLOO, WKH TXHVWLRQ UHPDLQV DV 
to why agents in a newly monetised society might have net saving desires for state money. Forstater 
and Mosler (1999) model the introduction of money into a society and note that taxpayers who do not 
ZLVK (RU GRQ¶W TXDOLI\) WR ZRUN IRU WKH VWDWH PXVW VHHN RWKHU ZD\V RI REWDLQLQJ VWDWH FXUUHQF\, ³IQ WKH 
simplest case, individuals offer goods and services to those employed by the state in return for some 
of the currency originally earned from the State. Non taxpayers, too, are apt to become monetized, as 
when they see goods and services for sale they, too, desire units of the State currency of denomination. 

 
17 :UD\ (2016, S.3) ILUVW HPSOR\V D ³FORDNURRP WLFNHW´ DQDORJ\, ³IQ GLVFXVVLQJ PRQH\, G.F. KQDSS (RQH RI WKH 
developers of the State Money Approach, adopted by Keynes and today by Modern Money Theory) made a useful 
analogy with the cloakroom token. When you drop off your coat at the cloakroom, the attendant offers you a token, 
usually with an identification number. The token is evidence of the debt of the cloakroom, which owes you a coat. 
Some hours later you return with the token. The attendant returns your coat. By accepting the token and meeting 
WKH REOLJDWLRQ WR UHWXUQ \RXU FRDW, WKH DWWHQGDQW KDV ³UHGHHPHG´ KHUVHOI RU KLPVHOI. 7KH VODWH LV ZLSHG FOHDQ; WKH 
GHEW LV GHVWUR\HG´. HH WKHQ WDONV DERXW WDOOLHV DQG SDSHU PRQH\ UHGHPSWLRQ DV LOOXVWUDWLRQV RI WKH Vtate theory (ibid).  
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They may, for example, sell their labor to those employed by the State, and then, with the currency 
XQLWV WKXV REWDLQHG, PDNH SXUFKDVHV IURP WD[SD\HUV QRW HPSOR\HG E\ WKH 6WDWH´ (FRUVWDWHU DQG 0RVOHU 
1999, emphasis added).  
 
Here we see a pervasive logic behind the desire to net save state money. The whole population will 
REVHUYH JRRGV DQG VHUYLFHV EHLQJ PDGH DYDLODEOH IRU VDOH LQ WKH VWDWH¶V FXUUHQF\. II QR PHPEHU RI 
society desires the goods and services available to buy using state money, we might reasonably expect 
net saving desires of state money by non-state agents to be zero.  Net savings desire above zero 
reflects a positive preference to acquire such goods and services and will require both taxpayers and 
non-taxpayers alike to acquire more state currency than that required to pay their taxes.  
 
B\OXQG (2022, S. 150) IXUWKHU DUJXHV, ³« VHOOLQJ UHVRXUFHV WR WKH JRYHUQPHQW LQ H[FKDQJH IRU FXUUHQF\ 
QHHGHG WR SD\ WD[HV « PRQWKV RU HYHQ D \HDU ODWHU ZRXOG OLPLW WKH HFRQRPLF IOH[LELOLW\ RI WKH DFWRU DV 
resources were bound up in tax-paying tokens. This is a cost on actors accepting government currency 
before taxes are due. Further, if and to the extent the currency is (or is expected to be) inflationary, 
meaning it loses purchasing power over time, anyone acquiring currency earlier than necessary would 
sXIIHU ORVVHV. AFWRUV ZRXOG EH EHWWHU RII DFFHSWLQJ WKH JRYHUQPHQW FXUUHQF\ DW D ODWHU GDWH´. 
 
Again, this point deserves attention. The desire to acquire state currency ahead of the need to pay 
taxes reflects an aversion to risk. The possibility of being unable to acquire sufficient state currency to 
pay taxes ± and indeed, buy goods and services available for sale in state currency ± in the future will 
manifest in a positive net savings desire in the present. Once a society is monetised and uses state 
money to settle debts to the state and non-state agents18, it also likely that holding state money will add 
to flexibility rather than reduce it. Additionally, although all commodities and currencies can suffer 
unpredictable shifts in value in the future, it would be unreasonable to assume that agents would 
generally be less confident in (most) state money than commodity alternatives. Of course, lack of 
FRQILGHQFH LQ WKH VWDWH¶V DELOLW\ (RU ZLOOLQJQHVV) WR PDLQWDLQ WKH YDOXH RI LWV FXUUHQF\ ZLOO UHGXFH GHVLUH 
to hold it but, importantly, it will not eliminate it. Indeed, MMT accepts that inflation reduces net savings 
desires and very high inflation can reduce it significantly (Wray, 1998, p. 85).  
 
We now turn to a case study which examines the significance of the conflicting cultures and attitudes 
to money of the Bantu and the so-FDOOHG ³3LRQHHUV´, RU FRQTXHULQJ BULWLVK VHWWOHUV, LQ VRXWKHUQ AIULFD LQ 
the nineteenth century (Neale, 1976, pp. 77-81; see also Wray, 1998, pp. 57-61)19. Neale describes a 
situation where a society unaccustomed to the use of money was conquered by an outside monetised 
society and was then faced with offers of work, paid in money, by the conquerors (from Great Britain). 

 
18 MMT recognises that banks are agents of the central bank (Mosler and Armstrong, 2019), granted the privilege 
of creating money in the form of bank deposits, denominated in the state unit of account, subject to strict regulatory 
UHTXLUHPHQWV. 6XFK ³EDQN PRQH\´ FDQ EH XVHG WR VHWWOH GHEWV EHWZHHQ QRQ-government sector agents but cannot 
directly settle tax debts to the state. A taxpayer might use a credit on a bank (a deposit) as a payment to the bank 
(LWV DJHQW), EXW WKH ILQDO VHWWOHPHQW RI D WD[ GHEW UHTXLUHV D UHVHUYH GUDLQ IURP D EDQN¶V UHVHUYH DFFRXQW WR WKH 
Treasury account at the central bank (Armstrong, 2015). 

19 :UD\ (1998, S.59) DUJXHV WKDW WKLV H[SHULHQFH RI PRQHWL]DWLRQ ZDV D ³QHDUO\ XQLYHUVDO H[SHULHQFH WKURXJKRXW 
AIULFD´, QHYHUWKHOHVV, I GR QRW VXJJHVW WKDW because it happened that way it must happen that way everywhere. 
5DWKHU I HPSOR\ DQDO\WLF JHQHUDOLVDWLRQ. HDYLQJ SXW IRUZDUG P\ K\SRWKHVLV EDVHG XSRQ FRUVWDWHU DQG 0RVOHU¶V 
(1999) PRGHO, WKLV FDVH VWXG\ WDNHV WKH IRUP RI DQ ³H[SHULPHQW´. 5REHUW <LQ (2003, S.15, SDUHQWKHVHV LQ WKH RULJLQDO) 
nRWHV, ³case studies, like experiments, are generalizable to theoretical propositions and not to populations or 
universes. In this sense, the case study, like WKH H[SHULPHQW, GRHV QRW UHSUHVHQW D µVDPSOH¶ DQG, LQ GRLQJ D FDVH 
study, your goal will be to expand and generalize theories (analytic generalization) and not to enumerate 
IUHTXHQFLHV (VWDWLVWLFDO JHQHUDOL]DWLRQ).´ 
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³IQ WKH 3LRQHHUV¶ YLHZ DQ RIIHU RI D PRQH\ ZDJH ZRXOG QDWXUDOO\ FDOO IRUWK D VXSSO\ RI ZLOOLQJ ZRUNHUV, 
eager for the money which they could use to buy daily necessities and the other goods that make life 
PRUH SOHDVDQW´ (1HDOH, 1976, S. 78). HRZHYHU, WKH BDQWX¶V DWWLWXGH WR ZRUNLQJ IRU PRQH\ ZDV QRW WKH 
same as that expected by the Pioneers (ibid. pp-78-9) DQG WKH ³BDQWX GLG QRW FRPH IRUWK WR ZRUN WKH 
ODQG´. 7KH\ ZHUH QRW D PRQHWLVHG VRFLHW\ DW WKDW SRLQW. 
 
A solution of sorts, although far from perfect (ibid, p.79), was designed. The Bantu were required to pay 
D KHDG WD[, SDLG LQ PRQH\ EXW, ³UDQ RII LI WKH\ GDUHG; WKH\ OHIW DV VRRQ DV WKH\ HDUQHG WKH PRQH\ WR SD\ 
WKH WD[´. FURP WKH 3LRQHHUV¶ SHUVSHFWLYH WKH BDQWX ZHUH, ³VKLIWOHVV, OD]\, GLVKRQHVW, LQFRPSHWHQW, DQG 
irresponsible- µFKLOGOLNH¶ LQ WKH 3LRQHHUV¶ SKUDVH´. 7KH BDQWX WKRXJKW WKH 3LRQHHUV, ³WKUHDWHQLQJ, EUXWDO 
DQG DW OHDVW VRPHZKDW FUD]\´ (LELG, S. 80). AW WKLV SRLQW WKH BDQWX ZHUH UHVLVWLQJ PRQHWLVDWion, they 
desired money only to pay tax and had QR QeW VaYLQJV deVLUeV LQ PLRQeeUV¶ BULWLVK VWaWe PRQe\.  
 
HRZHYHU, 1HDOH (LELG) QRWHV WKDW ³ERWK FXOWXUHV FKDQJHG´. LDQG EHFDPH VFDUFH DQG WKH BDQWX ZHUH 
IRUFHG WR VHHN HPSOR\PHQW WR DFFHVV PRQH\ LQ RUGHU WR EX\ IRRG. AV WULEDO VRFLHW\¶V LQVWLWXWLRQV ZHUH 
HURGHG, ³IQFUHDVLQJO\, WKH BDQWX FDPH WR QHHG, DQG WKHQ ZDnt, money and the things money could buy. 
But at the same time, they found themselves excluded from all but the lowest positions in the monetized 
HFRQRP\´ (LELG). IQ RWKHU ZRUGV, WKH BDQWX deYeORSed QeW VaYLQJV deVLUeV LQ PLRQeeUV¶ PRQe\ (as 
explained in FRUVWDWHU DQG 0RVOHU¶V PRGHO). 2YHU WLPH, ZLWK OHVV DQG OHVV DFFHVV WR ODQG, WKH BDQWX 
became less able to feed themselves and more reliant on money to buy food.  
 

7R ³EODPH LW DOO RQ WKH PRQH\´ ZRXOG EH ZURQJ. IGHDV RI SURSHUW\, RI LUUHYRFDEOH 
contracts of sale, of the distribution of the products of the economy in accord with 
individual property rights and the wage bargain ± all these were basic to the conflict of 
SHUFHSWLRQV RI ZKDW ZDV DQG ZKDW RXJKW WR EH, DOVR ZHUH LGHDV RI UDFH DQG GXW\« 
BXW« PRQH\ ZDV DQ LQWHJUDO, RSHUDWLQJ SDUW RI WKH EXURSHDQ V\VWHP RI LGHDV« AQG, 
for the Bantu, what money must buy (and then as time passed what money could buy) 
became both a necessity and a temptation in conflict with the other parts of the Bantu 
system of economic and social organization (ibid, p. 81).  

 
The monetisation was destructive of tribal life and Wray (1998, p. 59) notes how taxation in the form of 
money in the colonies not only destroyed the traditional economies, but also drove the development of 
PRQHWDU\ HFRQRPLHV. HRZHYHU, KH DGGV, WKDW ³WKLV is not meant to imply that taxation alone would be 
sufficient to induce market production for money. Colonists sometimes found it necessary to eliminate 
alternatives to markets, for example, by destroying crops that allowed self-VXIILFLHQF\´. 7KH LPSOLFDWLon 
RI B\OXQG¶V DUJXPHQW LV WKDW PRQH\ DULVHV WKURXJK DJHQWV¶ ³IUHH FKRLFHV´ EXW, DV :UD\ QRWHV, 
PRQHWL]DWLRQ IROORZV WKH LQWURGXFWLRQ RI FRHUFLYH WD[DWLRQ DQG YLROHQFH. ³FDU IURP D µVRFLDO FRQVHQVXV¶ 
to use money as an efficient alternative to barter, in reality development of a monetary economy 
UHTXLUHG LPSRVLWLRQ RI WD[HV DQG XVH RI IRUFH´.  IPSRUWDQWO\, ³« WKH SRZHU WR WD[ DQG GHILQH WKH IRUP LQ 
which the tax would be paid set in motion the process of monetization of the economy. The important 
point is tKH µPRQHWL]DWLRQ¶ GLG QRW VSULQJ IRUWK IURP EDUWHU QRU GLG LW UHTXLUH µWUXVW¶«´ (LELG, S. 61). 
 
B\OXQG (S. 151) DVNV, ³ZK\ LV JRYHUQPHQW FXUUHQF\ PRQH\?´ DQG DUJXHV, IROORZLQJ 0LVHV (1998, 774), 
³A WKLQJ EHFRPHV PRQH\ RQO\ E\ YLUWXH RI WKH IDFW WKDW WKRVH H[FKDQJLQJ FRPPRGLWLHV DQG VHUYLFHV 
FRPPRQO\ XVH LW DV D PHGLXP RI H[FKDQJH« DFWXDO PRQH\ LV DFFepted in exchange because it is 
PRQH\ (FI. 0HQJHU 1892). 5HJDUGOHVV RI ZKDW IRUP PRQH\ PD\ WDNH« ZH ZRXOG QRW H[SHFW HFRQRPLF 
actors to accept it in exchange for goods if it were not already money²that is, before they knew (or 
reasonably expected) that others would accept it in exchange for goods. As Mises (1998, 774) put it, 
³A WKLQJ EHFRPHV PRQH\ RQO\ E\ YLUWXH RI WKH IDFW WKDW WKRVH H[FKDQJLQJ FRPPRGLWLHV DQG VHUYLFHV 
FRPPRQO\ XVH LW DV D PHGLXP RI H[FKDQJH.´¶ (IELG, SDUHQWKHVHV DQG HPSKDVLV LQ WKH RULJLnal). 
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HRZHYHU, B\OXQG¶V XVH RI WKH WHUP ³DFWXDO PRQH\´ LV PLVOHDGLQJ KHUH DV LW LQIHUV WKDW D FRPPRGLW\ ZKLFK 
KDV GHYHORSHG VSRQWDQHRXVO\, VD\, FRLQHG SUHFLRXV PHWDO, LV ³DFWXDO PRQH\´ SUHFLVHO\ because it has 
DULVHQ E\ YLUWXH RI WKLV SUHPHGLWDWHG, YROXQWDU\ SURFHVV ZKHUHDV RWKHU ³PRQH\´, VXFK DV VWDWH PRQH\ 
LV VRPHKRZ GLIIHUHQW LQ QDWXUH DQG LV, E\ LPSOLFDWLRQ, QRW ³DFWXDO PRQH\´ EXW VRPHWKLQJ HOVH. FURP D 
heterodox viewpoint, money did not arise in the way which Bylund suggests. As we have noted, from a 
historical and anthropological perspective (rather than axiomatic deductivism) money is introduced by 
the state and it is the state which confers the characteristic of moneyness on its own debt by accepting 
it as a means of settling tax liabilities.  
 
CUXFLDOO\, DV IQJKDP (2004, S. 23) DUJXHV, WKH DWWHPSW WR HVWDEOLVK WKH ³PLFURIRXQGDWLRQV RI PRQH\´ E\ 
VKRZLQJ WKDW PRQH\ UHGXFHV WUDQVDFWLRQ FRVWV, ³FDQQRW H[SODLQ WKH H[LVWHQFH RI PRQH\ DQG PRUHRYHU, 
H[SUHVVHV WKH ORJLFDO FLUFXODULW\ RI« PHWKRGRORJLFDO LQGLYLGXDOLVP´. HH SRLQWV RXW WKDW HDKQ KDG DOUHDG\ 
REVHUYHG WKDW ³IW LV RQO\ DGYDQWDJHRXV IRU DQ\ JLYHQ DJHQW WR PHGLDWH KLV WUDQVDFWLRQV E\ PRQH\ 
SURYLded WKaW aOO RWKeU aJeQWV dR OLNeZLVe´ (Hahn, 1987, p. 26, emphasis in the original). Ingham 
stresses that the benefits of money to the individual require the prior existence of the institution of 
money UDWKHU WKDQ GHYHORSLQJ IURP WKH DFWLRQV RI LQGLYLGXDOV, ³7R VWDWH WKH VRFLRORJLFDOO\ REYLRXV; WKH 
advantages of money for the individual presuppose the existence of money as an institution in which 
LWV µPRQH\QHVV¶ LV HVWDEOLVKHG´ (IQJKDP, 2004D, S. 23, HPSKDVLV LQ WKH RULJLQDO).  
 
From a heterodox (and MMT) perspective, Bylund (2022, p. 157, emphasis in the original) makes a 
FDWHJRU\ HUURU ZKHQ KH VWDWHV WKDW ³«RI FRXUVH, I28V are not money, the commonly used medium of 
H[FKDQJH´. AV ZH KDYH QRWHG DERYH, PRQH\ LV QRW D ³FUHDWXUH RI FRPPRGLWLHV´ ZKLFK DULVHV DV D 
³PHGLXP RI H[FKDQJH´ EXW UDWKHU PRQH\ LV ³D FUHDWXUH RI WKH VWDWH´ (KQDSS, 1924; AUPVWURQJ, 2022).  
The idea that money is merely a medium of exchange is ontologically barren. Grierson (1977, p. 9) is 
ULJKW ZKHQ KH VWDWHV, ³FRr my part, I would insist on the test of money being a measure of value. Unless 
the commodities used for exchange bear some fixed relation to a standard we are still dealing with 
barter, or, where unilateral payments of a redistributive character are concerned, with payments in kind. 
7KH GLVWLQFWLRQ VHHPV WR PH WR EH IXQGDPHQWDO RQH´ (6HH, DOVR, QRWH 12). IQ DQ\ FDVH, SUH-modern 
societies' use of commodities to settle obligations should not be seen as resulting from individuals 
pursuing self-interest, rather it should be viewed as a feature of the traditions and institutions which 
developed in the society itself and characterise the interrelationships within it (Polanyi, 1968).  
Bylund (2022, pp.155-56, SDUHQWKHVHV DGGHG) DGGV DQRWKHU SRLQW RI FULWLFLVP, ³BXW WKDW DUJXPHQW >LQ 
favour of the Chartalist sequence of spending and taxation] is limited to whether and to the extent that 
the government destroys the currency. If the government reuses the currency, then the currency is no 
ORQJHU D WRNHQ WKDW LV µUHGHHPHG¶´. HRZHYHU, WKLV DUJXPHQW UHIOHFWV WKH VDme conflation of money (i.e., 
WKH JRYHUQPHQW¶V GHEW RU WD[ FUHGLW WR WKH KROGHU) DQG WKH VLJQLILHU (RU WRNHQ) RI WKH GHEW. 2QFH WKH 
nature of money as credit is understood it becomes clear that the government never reuses revenue 
nor can it; tax revenue is merely the return if its own IOUs. Clearly the issuer of an IOU never needs to 
reuse it! It may reuse the tokens of indebtedness, but such action is of no consequence, for example, 
history shows us that a ruler using coin might choose to melt down all the returned coins and issue new 
coins, spend the coins again as signifiers of new debt (especially if they contain precious metal) or issue 
an entirely new token of debt for a range of reasons (Desan, 2014). It seems that, from a heterodox 
standpoint, the Austrian ontological error of confusing a money token, or signifier, with the money itself 
is again at the root of this misunderstanding.   
 
B\OXQG (2022, S. 156) DOVR FULWLFLVHV :UD\¶V XVH RI H[DPSOHV WR VXSSRUW KLV DUJXPHQW (:UD\, 2016, 
pp.3-10), ³FRU RQH, WKDW WKHUH DUH H[DPSOHV LOOXVWUDWLQJ KLV SRLQW GRHV QRW PHDQ WKDW DOO RU HYHQ PRVW 
KLVWRULFDO H[DPSOHV VXSSRUW KLV DUJXPHQW´. :KLOH WKLV Vtatement, taken in isolation, is clearly true, 
Bylund weakens his own case by failing to provide a single counterexample to illustrate the conjectural 
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history of money arising from barter. This should come as no surprise, since at time of writing, despite 
extensive historical and anthropological study, no such example has yet been found.  
 
B\OXQG¶V (2022, S.162) FRQWLQXHV ZLWK D IXUWKHU SRLQW, ³:UD\ DOVR RYHUORRNV WKH LPSRUWDQW IDFW WKDW WKH 
government currency has a legacy of being real money. Paper notes, whether issued by private banks 
or the central bank, used to be accepted because they ZHUH UHGHHPDEOH LQ SUHFLRXV PHWDO´.  
IQWHUHVWLQJO\, B\OXQG DJDLQ XVHV WKH WHUP, ³UHDO PRQH\´- consistent with the category error of conflating 
money itself with its signifier but, putting that aside (see above), the idea that redeemability in precious 
metal was the key to acceptability is itself open to challenge. Desan (2014, p. 319) notes ± with 
UHIHUHQFH WR WKH BDQN RI EQJODQG¶V LVVXH RI QRWHV UHGHHPDEOH LQ VSHFLH LQ LWV HDUO\ \HDUV ± that 
redeemability may well have appeared to be the lynchpin of the s\VWHP EXW LQ UHDOLW\, ³« WKH LPDJH 
offered of gold or silver in the vault gave the sense that an anchor existed ± even if the anchor was 
DFWXDOO\ HOVHZKHUH, LQ WKH VRXQG IXQFWLRQ RI WKH ILVFDO V\VWHP´. 5DWKHU WKDQ FRQYHUWLELOLW\ LQWR SUHFLRXV 
metals or other assets, acceptability of state money fundamentally depends on the robustness and 
effectiveness of the tax system. When the latter fails acceptability is necessarily adversely affected 
(Wray 1998, p. 85). 
 
Importantly, while it is true that government currency (i.e., the tokens of its indebtedness) has a legacy 
of precious metals, especially with reference to the gold standard, this was a choice made by states 
WKHPVHOYHV. 0RQHWDU\ V\VWHPV KDYH XWLOLVHG WRNHQV RU ³PRQH\ WKLQJV´ VXFK DV FRLQV, WDOOLHV RU 
banknotes to symbolise the debt20. A seller receives a physical token to show that they hold credit on 
WKH GHEWRU (WKH VWDWH RU RQ D SULYDWH LQGLYLGXDO RU LQVWLWXWLRQ).  GROG LV QRW ³PRQH\´ EHFDXVH LW DURVH DV 
medium of exchange through private action. Rather, gold is monetised by the actions of the state under 
a gold standard. If the state stands by to purchase a given amount of gold for a fixed price in the unit of 
DFFRXQW WKH JROG LV WKXV LQWHUFKDQJHDEOH ZLWK WKH VWDWH¶V PRQH\.  
 
 
  

 
20 AUPVWURQJ DQG 6LGGLTXL (2019, S. 114) QRWH WKDW, ³FURP D PRGHUQ VWDQGSRLQW LW PLJKW VHHP ZDVWHIXO WR 
manufacture tokens or money things from precious metals with high intrinsic value and multiple uses instead of 
something with zero or close to zero intrinsic value. Why use precious metal? Minsky gives a clue when he notes, 
³DQ\RQH FDQ FUHDWH PRQH\, WKH WULFN LV JHWWLQJ LW DFFHSWHG´ (0LQVN\, 1986, S. 228). :H VXJJHVW WKDW LQ D ZRUOG RI 
uncertainty about the future, issuing debt by using precious metal tokens would have had several advantages. 
First, it would raise the prestige of the issuer. Any state that can access gold or silver and use it to manufacture 
money tokens should be worthy of at least some respect. Second, the scarcity of precious metals would give the 
WRNHQV D ³IORRU YDOXH´. II WKH FXUUHQW PRQHWDU\ V\VWHP EURNH GRZQ DQG WKH WRNHQV ZHUH QR ORQJHU DFFHSWDEOH LQ 
payment of taxes then at least they would have some residual value. Third, this scarcity would add to the 
acceptability of the tokens from those who might fear that the possibility of irresponsible issue of tokens by the 
state in the future was a real threat and might lead, in turn to a reduced value of their monetary wealth. Lack of 
availability of precious metal would constrain the state from such actions. Fourth, fraudsters would find it hard to 
find precious metal relative to, say, a common material which would reduce (although not eliminate) the chance of 
counterfeiting.  

In principle, though, materials with little or no intrinsic value could have been (and indeed, were) chosen as money 
tokens, notably hazel wood tallies (Wray, 1998; Desan, 2014). However, the common choice of precious metal 
tokens has been the source of a great deal of confusion as category errors have proliferated in economics. 
Unfortunately, economists have committed an ontological error (or category error) when considering the actual 
QDWXUH RI PRQH\ DQG KDYH FRQIXVHG µPRQH\ WKLQJV¶ RU µVLJQLILHUV¶ (PRUH generally, tokens) which are producible 
FRPPRGLWLHV ZLWK WKH PRQH\ LWVHOI, ZKLFK LV QRW D SURGXFHG FRPPRGLW\ (IQJKDP, 2001).´ 
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6. Conclusion 
 
It seems that a methodological approach founded on initial axioms and deductive logic has come to 
dominate the economics academy following the Methodenstreit.  Advocates of alternative approaches 
are concentrated in heterodox economics and other social sciences. With specific reference to money, 
Ingham (2004, p. 197) points out that the insights of the Historical School have largely disappeared 
from orthodox eFRQRPLFV, DQG LW KDV EHFRPH ³JHQHUDOO\ DFFHSWHG WKDW WKDW WKH RQWRORJ\ RI PRQH\ ZDV 
adequately dealW ZLWK E\ WKH YHQHUDEOH WKHRU\ LQ ZKLFK PRQH\¶V IXQFWLRQV ZHUH GHGXFHG IURP LWV VWDWXV 
DV D FRPPRGLW\´. 7KLV DUWLFOH VXSSRUWV IQJKDP¶V YLHZ WKDW WKLV, ³HQWDLOHG D VHULRXV ORJLFDO FDWHJRU\ HUURU. 
Such functions cannot be established in this manner; rather they are institutional facts that can only be 
DVVLJQHG LQ WKH FRQVWUXFWLRQ RI UHDOLW\´.  
 

Regardless of its form and substance money is always an abstract claim or credit 
ZKRVH µPRQH\QHVV¶ LV FRQIHUUHG E\ D PRQH\ RI DFFRXQW« PRQH\ LV QRW PHUHO\ VRFLDOO\ 
SURGXFHG« LW LV DOVR VRFLDOO\ constituted by the social relation of credit-debt. All money 
is debt in so far as issuers promise to accept their own money for any debt payment by 
any bearer of the money. The credibility of the promises forms a hierarchy of moneys 
WKDW KDYH GHJUHHV RI DFFHSWDELOLW\. 7KH VWDWH¶V VRYHUHLJQ LVVXH RI OLDELOLWLHV XVXDOOy 
occupies the top place, as these are accepted in payment of taxes (Ingham 2004, 
p.198, emphasis in the original). 

 
It is also apparent that MMT and the Austrian School face a barrier to communication which we might 
UHDVRQDEO\ FDOO ³LQFRPPHQVXUDELOLW\ RI SDUDGLJPV´ (KXKQ 1962, AUPVWURQJ 2020D). 7KLV PDNHV IUXLWIXO 
dialogue difficult as both schools conceptualise the world differently, the former through a realist social 
ontological lens, the latter via axiomatic deductivism (Armstrong, 2020c). Specifically, I argue here that 
WKDW 007 DQG WKH AXVWULDQ 6FKRRO IDFH ³µmethodological incommensurability¶, DFFRUGLQJ WR ZKLFK WKere 
is no common measure between successive scientific theories, in the sense that theory comparison is 
sometimes a matter of weighing historically developing values, not following fixed, definitive rules 
(Sankey and Hoyningen-Huene 2001, vii-[Y)´.  
 
Thus, we might legitimately ask if anything can be gained from interaction between the Austrian School 
and MMT? As both an optimist and a pluralist, I believe so (see Dowd, interviewed in Armstrong 2020a), 
SURYLGHG µDRZ¶V KHXULVWLFV¶ DUH IROORZHG. IW LV VXrely beneficial to be encouraged to think about legitimate 
scholarly criticism and to produce a meaningful response to it. In his critique, Bylund (2022) stays firmly 
³LQ SDUDGLJP´, IDLOV WR DSSUHFLDWH ³PHWKRGRORJLFDO SOXUDOLVP´ DQG ILQGV WKH LQVLJKWV RI 0MT beyond his 
UHDFK. IQ FRQFOXVLRQ, LW LV LPSRUWDQW WR VWUHVV WKDW D IXOO DSSUHFLDWLRQ RI WKLV DUWLFOH¶V GHIHQFH RI :UD\ 
(2016) requires a scholar to look beyond the reach of praxeology to a consideration of an alternative 
realist methodology and also to recognise the importance, not only of logic and theory but, importantly, 
of history and anthropology.  
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