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Preface

There is a “mini me” inside me; He’s in my head. He’s thinking other thoughts
when I'm listening to someone speak. He’s contemplating my next move
when I'm playing a game. He’s the one always trying to change me. He’s who
I'll be when ... He’s full of proposition, while I'm this somewhat stagnant
being. He will become the person I hope to be: full, complete.

‘What He needs is the means to do all the things He wants. If He had this
amount of money, He could do that. If He had that amount of money, He
could do this. Then, of course, once He gets this or that, He—I—will change.
We'll be perceived differently. We’ll be difterent. We’ll be that person He always
thought of, that person we ought to be, if only . ..

There are a lot of “if onlys” these days.There’s a New Economy, $100 mil-
lion lottery winners, an even a widely watched television show that asks, Who
Wants to be a Millionaire? I think I do. I know He does. In fact, I wonder
why I'm not like the thousands of millionaires branded last year. Or like the
seven million millionaires out there in the world today. What do they have that
I don’t (besides the money, that is)?

If we had that much money would it really change us? Would we really
think differently, act differently, develop new friends and relationships? Would
it make us happy—He and I—one, fulfilled?



Okay, so these aren’t easy questions. We’ll have to find people who might
provide some insight on what it’s like to have always had money, to just get
money, to get money and lose it, or to never have money at all.

He is, of course, already imagining some of these people. From the Dalai
Lama to dot.com billionaires, from the Rockefellers to indigents. He is at once
envisioning incense and robes, beads and introspection, and at the same time
picturing Ferraris and champagne, mansions and private jets. A back alley.
People picking out of a garbage can.

The dichotomies He imagines are extreme. But that’s what He is there for.
I, on the other hand, have to live in the here and now. So, it sure would be
nice if we could get together, He and I.

This inquisition is, perhaps, more about that than what money means. For
money holds the freedom of the self; it allows us to act out our imaginations,
be whom we’ve always dreamed of being. But what happens to the imagina-
tion then? Where does He go once His visions are realized? And what will
happen to the self—me, that is? Would I just become what He has imagined?
Would I live my life in snippets of the style displayed in magazine ads, films,
television commercials? All these things that money could buy. A new life? A
new lifestyle? Would those “if only” feelings of inferiority just pass? What new
feelings would arise?

I'll turn to some people for insight. He’ll envision what they mean. And
maybe—just maybe—Dbetween us we’ll create some understanding.
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The Physical Manifestation of
Money and Attachment:
What Money is



CHAPTER 1

The History of Money

1 EUR = 0.9463 USD, 1 USD = 105.39 JPY, 1 CHF = 0.06466 EUR,
1 GBP = 1.506 USD, 1 CAD = 0.7145 EUR, 1 JPY = 0.01 EUR,
1 CAD = 0.6758 USD

e’ve all seen this equation,
posted at banks, airports, on
the Internet. This currency
equation is a deeply meaningful barometer of value. It defines costs, and tells
you that if you spent a dollar on a cup of coffee in the United States, you're
going to have to spend one hundred and five yen for a cup of coffee in Japan.
But price is a far thing from worth. And worth may be a far thing from value.

To understand what money means we have to understand worth and value:
those things money is supposed to represent.

My Imagination sees a man crawling onto an oasis from the desert—sun-
burned, exhausted, his clothes tattered. Would he pay more for a glass of water
than someone not suffering from thirst? Of course he would. Hence, the value.
Hence, what it’s worth. But what would he pay with? If it’s money, then
money means survival. It means the ability to live. Once the man’s thirst is
quenched, the worth of water to him would decline. It would get poured into
a nominal value system. That’s when things get complicated. The value of
money has to be assessed. For in and of itself, money is nothing more than
paper and coins. Without value, a jingle jangle, origami is about all money
would be good for.

So, what exactly is money and where did it come from? Adam valued fruit,
but he didn’t have to pay for it (with money that is). In the beginning, there
wasn’t any money. And that should tell us something. Like all inventions, time
included, money is defined by the people who made it up, concocted the idea.
Money is a conception. From it, a whole value system has been created. And
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WHAT MONEY REALLY MEANS

that’s not just economics. That value system often defines our social status, our
professional lives, our leisure abilities, our relationships, and most of all our
purchasing power. In other words, it defines us in a way.

So, what great ape set these definitions? Who defined money?

The word “money” stems from the Latin. It derives from the Roman god-
dess Moneta. Moneta is another name for Juno, the Roman goddess of heaven.
She, the wife of Jupiter, is also the goddess of light, birth, women and
marriage—some of those things that give meaning to life, that mint us to one
another.

The Romans played an integral part in devising money and its value.
However, the actual conceivers of money were the people of Lydia, an ancient
city in Asia Minor, or modern day Turkey. Money was first minted there in
seventh century B.C.

Lydia began to mint coins made of electrum, which is a mixture of gold
and silver. The government issued these bean-shaped ingots and marked them
with their weight and value in lieu of pieces of gold and silver, which had
been the standard barter material because of their scarcity.

Lydia was part of the thriving society of Asia Minor at the time. There,
where the first trade centers of the world evolved, discoverers and inventors
created an attractive marketplace. Commerce soon exploded—and the gov-
ernment of Lydia minted money to control the way in which things were
bought and sold. With government-minted money, they could control price
and value: worth.

Governments, ever seeking control, could now exercise their influence on
commerce. Needless to say, the “money” idea caught on. And before long, most
of the governments of the world were issuing some semblance of coinage. But,
round about the first century A.D., the Roman government overindulged and
minted too many coins. It had needed the money to build and finance its
military. Inflation occurred—and the value of money became an issue. To make
up for the loss in value of one coin, people obviously had to carry more coins.
Hauling around buckets of coins wasn’t particularly convenient for the
horseback, mule-riding, pedestrian society of the Middle Ages. So money-
lenders and merchants began to issue promissory notes in lieu of coins. Ah,
huh, another breakthrough in the creation of money. Someone was on to
something, and credit currency began to be widely used as a system for buying
and selling. Indeed, even today if you look at a dollar bill, you’ll see that it’s a
promissory note “For All Debts Public And Private” issued by the government.

My Imagination is at it again, trying to conceive of things we haven’t
experienced. He tries to envision life without money, life in situational barters.
How would it change? How would it differ? We would still have to utilize
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The History of Money

skill—whatever skill we had—merely to subsist or obtain objects of value to
pay for our subsistence. What would we do for trade? I don’t think there
would have been a market for writers, mostly because there were no books. I
would have had some very simple choices: craftsman, consul, farmer, butcher.
My place in society would then have been set. I could trade on that value.
With that value, I could acquire the things or barter the things I would need
to survive, like shelter. My Imagination sees: a horse, a cow, a pelt, a good spear.
Those bartering objects that have utilitarian value. What a jump it is to rep-
resentative value. All those barrels full of coins. The use of gold and silver as
the basis for value because they were scarce in supply, creating a relatively sta-
ble value system, until that day in Rome when perhaps on a hot summer
morning a man in toga and sandals pushing a wheelbarrow full of coins stops
to wipe his brow in front of, say, the Colosseum and gets an idea for paper
money. “A bit lighter on the back and feet,” he might have thought, looking
up at Palatine Hill.

Paper money was used by private lenders and merchants for centuries until
France, in the eighteenth century, formally standardized the use of government
issued notes, or “paper money.”’

This was quite a controversy at the time. Paper money meant governments
no longer had to use gold or silver in the minting process. They could create
value with a printing press, albeit they had to physically back the paper with
reserves of gold.

The United States and money became indelibly entwined when the dol-
lar took on the indicia of the United States: $. In fact, worldwide the standard
base currency became the U.S. dollar after World War II. Still, though, its value
was tied to gold.

In the early 1970s, almost a hundred years since its inception, the United
States was in economic turmoil. The value of the dollar had plummeted, and
inflation was doing what it infers: going up. That made the dollar worth less
gold. And Fort Knox would have been barren if dollars had been traded for
bullion; there wasn’t enough gold reserve to cover the “value” of U.S. currency.

A lot of people were focused on what money meant in the 1960s and
1970s. Money meant capitalism, it meant world influence, or hegemony. And
it became the philosophical schism of the for the Cold War—between a nation
state devoted to communism, where all people would ideally share in each
other’s riches, and a nation state whose basis was steeped in capitalism.

Money’s influence to embark on the Vietnam War, to quell the philosophy
of the anti-money movement of the time, sent the world into disarray. Oil
prices and other commodity prices surged. Money became less valuable. Its
relative worth to gold was plummeting.
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WHAT MONEY REALLY MEANS

While all this was going on in the world, the banking industry was work-
ing on a concept that would forever change the monetary value system and
its tie to any physical denomination.

In 1958, Bank of America issued sixty thousand credit cards to the resi-
dents of Fresno, California. These credit cards represented value—but not in
the form of paper or coin. Plastic was introduced into the repertoire of phys-
ical representatives of money. This was further elaborated upon when Dee
Hock, the founder of VISA, developed a system where value would become
“data” in the form of electronic particles able to move around the world at
the speed of light. Money had become an idea represented in digits. It was
slowly losing its link to gold and physical or tangible value.

In 1971, President Richard M. Nixon cut the link. He abolished the gold
standard. A new system of global exchange rates was established—and paper
money around the world lost its link to a tangible asset. No more gold. No
more silver. Currency would represent nothing more than devised value. Its
power would be in its potential.

Now, people were in control of the value of money. By setting lending rates
and gauging the growth or slow down of productivity of a nation, people
could increase or decrease the value of money around the world. Indeed, by
1976 the Articles of Agreement of the International Monetary Fund had been
amended to legitimize the practice of letting currencies fluctuate. Until then,
fixed rates had been agreed on between nations (shortly after World War 1II at
the Bretton Woods Conference in 1944).

With “people” now deciding what things are worth, money has become a
disembodied principle of value, of worth, of purchasing power. These people
who decide how much purchasing power it’s going to take to buy that cup of
coffee, who set rates of exchange, who determine “value,” are economists,
money managers, traders, and financial analysts.

Unlike their predecessors, the new breed of money manager doesn’t deal with
paper or coin. The new breed of money manager deals with digits, numerals on
a computer screen. Money is a series of representations. We read or are told what
these representations mean. And, voila, that is money, that is what money is worth.

Even paper and coins are being replaced more and more by the represen-
tative plastic card. The credit currency of the past is the credit card of today.
There is less attachment to the physical “money” used to buy, sell, or value
material goods. Indeed, I have gone days without using any physical money.
With a debit card or a credit card, I can purchase just about anything I need.
My bank account is automatically debited money for goods and services;
nothing changes hands. It’s all a blip on a screen. Those blips, those digits, are
what money managers oversee, analyze—and try to make sense of.
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The History of Money

The idea of money is what has become all important. It’s the idea of hav-
ing it, not particularly seeing it, that drives my Imagination, for example. He
doesn’t need to see it to conceive of utilizing its purchasing power. Money, to
Him, doesn’t need to be fetched, transported, and exchanged for goods or
services; the purchasing power of money is communicated.

The evolution of money has transgressed the physical and has found itself
anew in a global compositional equation. Money provides the ability to do
certain things. It holds that proposition. It is full of “if onlys.”

Money to the Lydians meant control. It meant creating a basic system of
value. It meant creating some type of comparability among goods and serv-
ices. By doing that, the Lydians spun the world away from utilitarianism and
toward an interpretational matrix of worth.

Money to the Romans meant power and influence. It meant imperialism
through a well-financed military. Money could buy power. It could buy con-
trol. It was the capture of power and control—through disparate ideologies—
that decidedly split the world into two superpowers. It was the exorbitant
financing of a military that led to the downfall of the Soviet Union and its
communist economy.

President Nixon’s lifting of the gold standard meant that money could
stand on its own. Dee Hock’s disorderly abstract placement of value on goods
and services meant money, in its tangible form, could disappear. To him, to fin-
anciers, and other professional money managers, money means a system for
the exchange of value. This system, made up of blips of electronic digits, has
created more wealth over the last ten years than in the course of history.

The value proposition money holds has been exploited to the tune of some
seven million millionaires, five hundred billionaires, and a generally expanding
world economic environment. The value of money is strong. It’s a New
Economy. Just as those electron digits travel at the speed of light, so too is
wealth created and lost today. The digits that represent our “value,” our “worth,”
are housed by an account, identified by a number. The digits are influenced by
the monetary system—and their value, our value, is thus determined.

My Imagination can'’t see money anymore. He sees a blurry, gray computer
screen displaying digits. But it doesn’t mean much to Him. Dollars, however,
bring a flash of excitement. He sees the green and white notes—the $1 bill
with the face of George Washington; the $5 bill with the face of Abraham
Lincoln; the $10 bill with the face of Alexander Hamilton; the $20 bill with
the face of Andrew Jackson; the $50 bill with the face of Ulysses S. Grant;
and the $100 bill with the face of Benjamin Franklin. Those dollars mean
something to my Imagination. They service the spirit. They hold the poten-
tial of being fulfilled.



WHAT MONEY REALLY MEANS

My Imagination sees a teenage Lydian boy tossing a coin high in the air
and catching it as he strolls. He sees the young Lydian in knee-high sandals, a
simple tunic, curly brown hair. It’s a summer’s day. The boy smiles as he looks
at the ingot; he is going to use it to buy a gift for his girlfriend, or so my
Imagination decides. The Lydian will buy a locket and present it as they lie by
the side of a river. She will be twirling a golden flower—perhaps a chrysan-
themum—and drop it after he has given her the locket. They will kiss, rise,
hold hands, and skip off down the riverbank.The plucked chrysanthemum will
remain in the grass where they lay. It will lie tilted, its stem angled toward the
ground. She had meant to present the young Lydian with the flower. She had
wanted to present it to him as a sign of her love. She hadn’t purchased it; she
had simply plucked it from the garden behind her house just before he had

come to greet her.

Dialogue: Me and My Imagination

“So that's the story of money.”

“The history.”

“And where does that leave us?”

“Past the beginning.”

“True. But to be honest, I've already imagined what money is. | want to
imagine what it's like to have it.”

“And do what?”

“Anything. That's the terrific thing. We'll be free to do what we want.”

“So you're imagining that once you get enough money, you can do what
you want? | think that's naive.”

“Enlighten me."”

“| hope to. But first, | think we have a few gaps in our foundation.”

“I'm picturing a house."”

“Not that. Our story. Money is—what? We know how it came about. But
we have yet to hear what money really is.”

“Bills, coins?”

“That's currency.”

“Give me something to work with.”

“I can't. That's what's missing. We haven’t explored worth. We haven’t
explored value. We've only uncovered how a simple coin came to rep-
resent these things.”



The History of Money

“And how do you propose to explain that? Value and worth aren’t imag-
inable to me. The coin is. | can't see abstract concepts. | can’t equate
symbols to those things. | need things, things that can represent other
things. But | need things nonetheless."”

“How about instead of things, | give you someone.”

“I'll take what | can get.”



CHAPTER 2

The Mechanics of Money

t’s fall in Connecticut. The leaves are
Ichanging. Students are strolling the
streets of New Haven, their back-
packs filled with books. I can see my breath in the air.

I've pulled up to a rambling, old New England mansion in a mild state of
disrepair—broken shutters, peeling paint. The grass needs cutting. I pay the taxi
driver and walk to the front door, where I'm greeted by a maid. She tells me
to wait in the breezeway while she goes to see if the professor is ready to
see me.

I'm here in New Haven to interview Martin Shubik, the Seymour Knox
Professor of Mathematical Economics at Yale University. Professor Shubik is
widely considered an expert on money, its history, and what it means.

I meet Professor Shubik in his study in the rear of his house. It’s book filled,
of course. The wood floors need refinishing. His desk runs in an L-shape
to give him room for a computer (the only discernible modern item in
the room). The desk is essentially two large pieces of wood propped on a
sawhorse.

Professor Shubik himself is the human embodiment of his house. He even
does a few quick fix-its as we speak—cleans his ears, his teeth.

National Public Radio is broadcast (loudly) from an old hi-fi. I'm fearful
I'll be recording an account of the plight of the Nambalese gorilla (yes, I made
that up) instead of Professor Shubik’s insights on money. But thankfully my
recorder comes through. I'll say that again—thankfully my recorder comes
through—Dbecause Professor Shubik goes into quantum physics to describe
money and what it means. And I'm not kidding.

Professor Shubik says that money is based on two things: trust and infor-
mation. These concepts aren’t static. Therefore, traditional theories explaining
money like the “equilibrium theory” are wrong. Rather, it’s quantum theory
that holds true.
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WHAT MONEY REALLY MEANS

Stick with me here. I know it may get a little “thick,” but it all makes sense
in the end.

“In classical equilibrium theory in economics, agents submit their demand-
versus-price functions to a ‘central agent’ who then determines the relative
prices of goods and their allocation to individual agents. The absolute prices
are not fixed, so the process does not determine the value of money, which
merely enters as a fictitious quantity that facilitates the calculation of equilib-
rium. Thus, traditional equilibrium theory does not offer a fundamental expla-
nation of money, perhaps the most essential quantity in a modern economy.”

My Imagination is stifled. My mind is unwinding the words, equating
meaning, processing. There isn’t room for images, never mind a story or tan-
gent on which to affix. Professor Shubik, I think, senses when the left side of
the brain needs a little help from the right side. It must have been all those
years of teaching. So he tells me a story about sardines:

“This story really contains the essence of what money is about.

“An importer imports a whole bunch of sardines. He sells them to a
distributor. The distributor sells them to some wholesalers. The wholesalers sell
them to some retailers. The retailers sell them to customers. The customers
complain bitterly that they’ve been poisoned, and this feeds all the way up the
chain and reaches the importer. And the following conversation takes place
between the importer and the main distributor:

“T've called up to complain about the sardines.

““What was wrong with the sardines? Didn’t you sell them to the other
distributors?’

““Yes, I sold them to the distributors.

“Did you get your 30 percent?’

““Yes, I got my 30 percent.

“‘So what are you complaining about? What did the distributors do?’
““The distributors sold them to the retailers?’

“Did they get their usual markup?’

““Yes, they got their usual markup.’

“‘And what did they do?’

““The retailers sold them to customers.

“Did they get their usual markup?’

““Yes.

“*So what are you complaining about?’

“‘But, the customers came back and wanted to kill the retailers because
they claim they were buying tainted sardines.

“There was a silence on the phone. And finally the importer comes back
on the line and says, “We are trading sardines, not eating sardines.”
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I get the sense that this is intellectual humor, so I chuckle. 'm not exactly
sure of where Professor Shubik is taking me with all this. Thankfully he
explains the story:

“That’s the original premise in which the formal existence of money came
into being—that they were trading sardines. Therefore, the original means of pay-
ment were barley or silver or gold. It could have been anything. Then things
became a little more sophisticated and coinage came into being. The coinage was
a just a manufacturing process, but a manufacturing process taken over by the
government. And the customary something off the top was about 3 percent. But
what did they give you for the 3 percent? They gave you a guarantee of quality,
a guarantee of standardization, and a legal system. Now trade took off and what
you had was the general acceptance of the legal system, coinage and what have
you. But then underneath it, slowly it dawned that as long as sardines are accepted
in trade and as long as no one tries to eat them—the boxes could be empty.”

The point, you see, of Professor Shubik’s story is “the boxes could be
empty.” Money itself, he says, has three basic qualities: storage of value, means
of payment, and numeraire. These add up to the constructs of money.

“Numeraire has to do with measure. It’s the measuring sticks, the measure-
ment system you use. You use money to measure value. But the numeraire
property is such that it doesn’t mean that there’s got to be a physical existence
of the actual item. Means of payment merely says well, I will accept the stuff.
Well, why will I accept the stuft? That’s the tricky thing,” says Professor Shubik.

Why will someone value something at X rather than Y? Here is where
trust, information and quantum physics all merge.

“The Nambalese gorilla is an indigenous herbivore of the Northern African
plains where English hunters sought to exploit their rare pelts for trade ...”

My Imagination corners a gorilla peeling back the skin of a banana. He is
seated at a desk in a classroom. He takes a bite of the banana and cocks his
head to one side as he reads the chalkboard.

(WY =+ 1Y, + 1) =0

Professor Shubik is standing in front of the chalkboard holding a pointer.
He’s explaining that it’s the variables, like conditions and time, that determine
value and give money its meaning.

“The correct way to approach the understanding of money and financial
institutions is pure physics,” he says.

I snap out of it. I no longer see him in front of the gorilla, nor in a classroom.

Professor Shubik leans forward at his desk in his study and reproaches me
for not knowing the determinant values of money. He chastises me for not
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knowing the philosophy of David Ricardo. But I bear him out and wait for
him to settle into the rest of his discussion. I figure he must have caught me
daydreaming.

Value. Professor Shubik is stuck on the point of value in our discussion. It’s
the value that is conditional. And that, at the end of the day, is all that money
is. Money itself is an amoeba; it can take on many forms to equate value to
goods or services. It’s conditional, and its only construct is the faith and trust
and belief in it.

Professor Shubik explains that originally money had an equitable value, in
the form of gold, silver, or some other replacement item. But, as governments
“got into the act,” as he says, replacement value became mythical.

Gold coinage or silver coinage is one thing, but as soon as the world moved
into paper currency, the concept of money took a new direction.

“The way you hook the public into something like that is you have a myth
which says that they [notes] are redeemable in gold. Therefore there is a
mysterious place like the vaults of the Bank of England or Fort Knox which
has enough gold to pay every one oft in real value. But that gold is trading
sardines. There is nothing,” Professor Shubik says.

Okay, okay, I too get the point. Professor Shubik is saying that in an orderly
society, you don’t need the gold, or the commodity. It’s the trust of a govern-
ment’s backing that is the thing.You could use paper, cigarettes, a pair of socks.
The thing you use to represent value doesn’t matter, as long as the govern-
ment backs it. The problem is who to trust: gold or a politician? That’s
Ricardo’s line.

Back to the session. We go through money’ history, some trivia. Finally, I
can tell that the professor is winding up his dissertation. He stands and walks
about the room. He gets some heat going in his body, which is wrapped in a
sweater and scarf. He tells me that he has been sick and almost died twice over
the past two weeks. Professor Shubik is very old.

His last points he makes carefully. That there is a subtle distinction between
credit and money, as money has lost its tie to anything “physical.” That the oft-
set for money—as guaranteed by governments—is pain or death.

This gets my interest. I reel in my Imagination, who is starting to wonder
about the professor’s condition. Instead, I give my full attention to this finan-
cial scholar

“Essentially what the state produced was: “We guarantee that this is
what this coin is made of and if it turns out that somebody has mucked
around with it, we’ll kill him, which was the standard penalty for counter-
feiting,” says Professor Shubik. The guarantee is guaranteed by that penalty,
death.
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The Mechanics of Money

Today, it’s different but not dissimilar. It’s not death that is threatened, it’s
bankruptcy.

Now instead of gold or coins, we have an abstract symbol. “And we invent
a measurement and the measurement is called the dollar. Now, do we have an
intrinsic value for the dollar? Now strange as it may seem, implicit in the eco-
nomic system there really is a utilitarian intrinsic value for the dollar, but it’s
negative. What I mean by that is the value for the dollar is somewhat deter-
mined by the default in bankruptcy laws in society. How unpleasant does it
get for you when you go broke for an imaginary buck? So that gives it a value.
It’s a negative value, and it ties it into the credit system. The dollar is a myth-
ical commodity invented by the government. You and I can’t get away with
that, but the government can,” posits Professor Shubik.

He is getting tired, I notice. It takes him longer to get out a sentence. There
are long pauses between words.

“Money,” he says, “is information, reputation and trust.”

His final explanation is of networks.

“Trust and information is what a governmental monetary system is about.
At a more complex level the whole financial system and banking system is the
transformation of small networks where the players are unknown into bigger
networks that are known and the words are known and trusted and respected,”
he says. “For example, I, Martin Shubik, cannot get a stranger to take my IOU
note. So, how do I get a stranger to sell me something? I go to a god damn
bank who’s got a prime name because they’re known by a few million peo-
ple and have got a reputation. I exchange my IOU note for the bank’s note
and I pay the individual with the bank’s IOU note. And the individual may
take the bank’s IOU note and convert it into so-called cash money, which is
the United States” IOU note: dollar bills. But the IOU notes are such for the
United States that they never have to pay them.

“Government money is a purely dynamic concept. The purely dynamic
concept is this: that you can get a system of exchange going where everybody
knows that the paper is of no value in terms of eating. But as long as every-
one believes that everyone else is willing to accept it, then everyone will accept
it. Hence, it’s pure information.”

Speaking of information, I'm on overload. So, we quickly wrap things up.
Besides, the professor is tired.

I exit the same way I came.

113 H

... and the Nambalese gorilla is nearly extinct ...’

The taxi retrieves me from in front of Professor Shubik’s home. When I
pay the driver, I think of what those bills mean—a magnificent signifier of
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trust. I board the train and exchange another set of bills for a ticket. The con-
ductor wakes the man I sit next to and asks him for a ticket. The man explains
that he has already paid; he can’t find his receipt. No matter, the conductor
knows him. He trusts what the man says and moves on down the aisle, punch-
ing little holes in small pieces of paper marking where we’ve been and where
were going.

I wonder if I were to relay the same information as the man did, would
the conductor believe me? Would he trust what I had to say?

Dialogue: Me and My Imagination

“So money relies on me at the end of the day.”

“Seems so.”

“Trust and information. You have to imagine those things. You can’t hold
them in your hands."”

“But you can't picture them either. You have to impose reason. So, it's a
paradox.”

“] can’t imagine something, and you can’t physically value something
without imagining it.”

“Even if you could it wouldn't mean anything. It's what we believe to be
true, what we put trust and faith in that creates value, makes some-
thing worth something, or worth something else.”

“Paper and coins.”

“Or nothing.”

“I cant imagine that.”

“Sure you can. Paper and coins are old hat. Debit cards. Credit cards.
That's currency.”

“| can imagine those things.”

“You may just be imagining the cards themselves, not what they repre-
sent. That's data.”

“Money as data? You're right. | can't imagine that. But | can imagine that
chips could store data—whatever that looks like—and those chips
could be worth something.”

“But we're not talking about a physical symbol here. Data are made of
electrons and photons. Energy.”

“Help! Please help! It's fine for you to process this, but | can’t imagine any-
thing but the uses of this data. On their own, data are information.
They can be packaged in any number of different ways.”
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“And that information is conditional. And that information changes. It
varies.”

“So how do values stay constant? Where do data bridge the gap?”

“It does seem rather mind-bending. In fact, the person who created
money out of data is an interesting enough fellow. Perhaps we should
ask him."”
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CHAPTER 3

The Evolution of Money to Data

had geared up for the challenge. I'd

Iread his book, combed through his

articles. Most recently, I had tried to

attend a conference his organization was hosting—to no avail. I finally got

through, however. I finally booked my time with Dee Hock, the founder of

VISA.What was to be a scheduled ten-minute discussion turned out to be an

hour’s talk about everything from the biosphere to biomechanics. All of this,

I should note, was in the context of money—what it means, how everything

relates to everything else in the planet, on this one and the next, and then

next, until the whole universe can be accounted for, right here, right now, in
this space, in this time we are spending together.

Dee Hock, somehow I need to call him Mr. Hock, founded VISA in the
1960s. He took a simple concept of a bank-issuing credit card company and
took it global. The concept, I came to find out, was not so simple. In fact, it
changed the way that money is handled. Mr. Hock made money of 1s and
Os. He decimalized value and made it part of a string of electrons in a
computer.

To give you some idea of the weight of our discussion, let me explain how
VISA was begun. Better yet, let me allow Mr. Hock to explain how VISA was
begun.

“Are you sure?”

“Yes.”

“But it’s your book.”

“Yes, yes, that’s true. But VISA was your concept. Go on. Really. I'd rather.”

“Okay, if you say so ... Can you hear me in the back? Good.”

My Imagination wants Mr. Hock and me to trade places in this discussion.
Mostly because he doesn’t trust me, my Imagination. He likes Mr. Hock’s
words, his thoughts and ideas better than my scribbling, my raconteur. So be
it. I, the physical self, will give way to my Imagination and Mr. Hock.

— 19 —



WHAT MONEY REALLY MEANS

“It was necessary to reconceive, in the most fundamental sense, the con-
cepts of bank money and credit card, and to understand how those elements
might evolve in a micro-electronic environment.”

If T scan a dollar bill on to a computer screen, is it still a dollar bill?

“What is it that we want to accomplish? How will we organize it?”

A Palm Pilot.

“Money had become nothing but alphanumeric data recorded on value-
less paper and metal. It would become data in the form of arranged electrons
and photons that would move around the world at the speed of light, at minus-
cule cost, by infinitely diverse paths, throughout the entire electromagnetic
spectrum. The concept of ‘credit card’ was inadequate. Credit cards had to be
reconceived as a device for the exchange of monetary value in the form of
arranged electronic particles. Demand for that exchange would be lifelong and
global, twenty-four hours a day, seven days a week, wherever the customer
happened to be. Perceptions swiftly changed.”

There’s a light show at the Museum of Science in Cambridge,
Massachusetts. In a dark, circular room, people stand. Blue lights, red lights,
green lights flash in sequences to music. Fast then slow. Slow then fast. They
walk outside the room. The show continues. They're left in wonder. How can
they keep hold of that magnificent sensory world?

“Embedded in what had seemed a hopeless problem was an incredible
opportunity. Any organization that could globally guarantee and clear monetary
information in the form of arranged electronic particles in every monetary value
in the world would have the market—every exchange of monetary value in the
world—that staggered the imagination. But a major problem remained.”

Could they box the light show, keep it in their left pocket?

“No bank could do it. No stock corporation could do it. No nation-state
could do it. In fact, no existing form of organization could do it. It would
require a transcendental organization linking together in wholly new ways an
unimaginable complex of diverse financial institutions, individual customers,
merchants, communication companies, suppliers, and government entities. It
was beyond the power of reason or the reach of the imagination to design
such an organization or to anticipate the problems and opportunities it would
face.

“Evolution routinely creates complex organizational patterns—rain forests,
marine systems, body, brain, immune systems. If anything imaginable were pos-
sible, if there were no constraints whatever, what would be the nature of an
ideal organization based on biological organizing principles to create the
world’s premiere system for the exchange of monetary value? VISA was born
of that idea.”
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If the light show was in my left pocket—

Okay, okay. I, the real self, am taking back control from my Imagination.

My research finds that VISA is a nonstock, for-profit membership corpo-
ration. It is an inside-out holding company in that it doesn’t hold but is held
by its functioning parts. The institutions that create its products are, at the same
time, its owners, its members, its customers, its subjects and its superiors. And
it isn’t subject to any regulatory authority in the world. It transcends language,
custom, politics, and culture and connects more than twenty-one thousand
financial institutions, sixteen million merchants and eight hundred million
people in three hundred countries. Its annual volume exceeds $1.5 trillion per
year. And its only has a staff of three thousand.

The importance of the VISA story in my discussion with Mr. Hock is that
its evolution, essentially, mirrors the concept of money. Indeed, it is the con-
cept of money. All the principles that hold true for money hold true for VISA.

“Money is information,” Mr. Hock says. “But then there is the question of
value. At the heart of VISA was an understanding.”

It was the understanding among banks that VISA would be honored that
created value.

“Money had really become nothing but alphanumeric information,”
Mr. Hock says. “There had to be the belief that someone would accept it.”

The idea that banks were behind VISA provided the concept with value.
That concept became money. It became a belief system that empowered
people to trade value without the need for physical numeraire. Storage of
value and means of exchange were all that would be needed to allow value to
escape into the world, sneak out without its clothes on, and be invisible to the
human eye.

“It’s a range of electrons and photons that move at the speed of light and
bounce around the universe,” says Mr. Hock.

‘What is the value of that concept? VISA, if converted to a stock company,
would have an astronomical value. But it cannot be bought, sold, or traded, as
ownership is in the form of nontransferable rights of participation.

Value is a concept that Mr. Hock feels strongly about. If money is infor-
mation, then what is the value of that information?

“We haven’t a clue,” he posits.

For example, what is intellectual value versus commercial value? What then
is natural capital? What are the values that make companies perform? What do
we measure in the capital markets, in the financial world, on a balance sheet?
Commercial value. Aren’t we missing something?

“The balance sheets are all false. They are only a way to aggregate monetary
capital,” says Mr. Hock. “There is natural capital, intellectual capital,
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commercial capital, and infrastructure capital,” as well as scarcity of capital.
None of this is accounted for when we value things—whether they be
organizations, commodities or currency, says Mr. Hock. “Our whole system
socializes costs and capitalizes gains,” he says. “What is it that really concerns
the public? Is it the price of the stock market? Nonsense.”

He takes a long pause. He knows where all this is headed. Information, you
see, has heretofore been bound, locked, kept out of reach. That, as we know,
has changed. Access is a mouse click away. That accessibility changes value. It
changes most everything—governance, power, and therefore value.

“Information is destroying its boundary asset. Before, there was a difference
between public and private information. But all those boundaries have liter-
ally dissolved. And evolution isn’t going to stop,” Mr. Hock says.

There are wild birds overhead. Blue skies. The forests are lush. The air is
clean. Water is pure and plentiful. My Imagination sees these things. An Eden.

Then the story gets told. Details are left out. Like a rose petal. Like a bee
who gets sent off course in the breeze. You can’t account for and capture
everything. Reality is too detailed.

Value, without form, is boundless. The limitless information our mind can
absorb is the money, the thing we will comprehend in time, Mr. Hock says.

Until then, we are left with data, the storage of the light, the energy that
comprises the world.

Only a word can define it. Energy can'’t be seen. It takes on difterent rep-
resentations: the sun, steam heat rising from a sidewalk, electric towers, gas
pumps. We see those things and associate energy.

We imagine it, just like money.

Dialogue: Me and My Imagination

“I'm flattered. But aren’t we talking about the representation of value?
Isn't that what money is?”

“For an imagination, you're rather literal.”

“|'ve got a lot on my mind.”

“In fact, you're on to something. Money is what we use to represent
value—in its most widely used form. But it doesnt have to be any-
thing. It can just be a word."”

“You're putting me to work again, aren’t you?"”

“Damn straight. | need a picture to move things along. Maybe even a story
if you have the time.”

“Here goes. But promise me later that you’ll watch television, a video,
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widow

“You got it.”

“All right then. You pull up to a nice suburban house. White picket fence,
all that. You walk to the front door and knock. A preppy guy holding
on to his Great Dane answers. You tell him that he has won a million
dollars. The neighbors come out from their houses. A crowd gathers.
They are all informed that this guy is now worth a million bucks.

“A house across the street is for sale. The preppy guy says, ‘I'll buy that
house for $500,000." His word is all that is transmitted. People believe
him because they were just told that he is worth a million dollars. That
worth has now been transmitted. The owner of the house takes his
word. She can then use that to go purchase other things—or even
invest. As long as people believe that she has that worth, she can
spend on her word too. And so, on, and so on, as more and more
people take the value of her word and store it or pass it on and use
it themselves in whatever increments she has determined.”

“But words have no boundaries. A person could overspend.”

“A ledger with that information would have to be kept.”

“Exactly! It's the storage of information, the data, that represents the
value. What we use to transact has been erased.”

“Can | go to sleep now?”

“Not yet. The ledger is really an exchange, right? That's where one word
is exchanged for another, or one thing is exchanged for another. The
values are calculated. That value represents money.”

“Sounds like Wall Street.”

“It is Wall Street.”
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CHAPTER 4

The Exchange of Money Value

‘m at the place where more money
Ichanges hands in one day than any
other place in the world. 'm on Wall
Street in lower Manhattan.

It’s a bright summer day, one of those late summer days when it’s com-
fortable to wear a blazer—not too hot. I walk the 650 steps of Wall Street,
from Trinity Church to the East River. I pass by Federal Hall, where George
‘Washington took the first oath as the president of the United States on April
30, 1789.1 pass by the New York Stock Exchange, with its Roman columns,
its many entrances plagued by Wall Street traders in their blue, gray, and brown
smocks. Most who are outside are sneaking a cigarette. Others are just getting
fresh air; the floor of the New York Stock Exchange doesn’t have any win-
dows to open.

The exchange trading floor is a huge basement filled with computer
screens and people shouting at tiny digits that scroll by on a ticker display.
Meanwhile, outside, Japanese tourists click off rolls of film. Workers at a
company going public that day hold out signs to advertise and rally traders:
AmBev.

I have walked up and down Wall Street hundreds of times. I just now
notice, though, the expression on most everybody’s face: serious, mission crit-
ical. If T see a smile, it’s not from someone in a suit and tie marching next to
someone else in a suit in tie as they scamper along the street or the sidewalk.
(The first block of Wall Street is closed to through traffic.)

I notice the expressions on the smocked traders: They all look tired. I sit
next to a trader on the steps of Federal Hall, just next to the statue of George
Washington. I tell the man I sit next to that I am a writer and I want to know
what money really means to him—as a critical part of the money machine,
someone who makes, loses, holds, decides on the fate of lots of money
throughout the day.
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He has just finished rubbing his eyes. He puts his glasses back on and looks
at me. The intrigue, the impulse to speak is stopped just before any words
come out of his mouth to answer my question. He swallows what he was
going to say. He takes another breath and then informs me that he can’t speak
to the media. “We can’t. They won'’t let us,” he says.

The “they” he is talking about are the firms that control the flow of money
in and out of the NYSE. These firms, whose members literally own seats
allowing them sit in on the action as billions of dollars of companies’ shares
trade through verbal commands and electronic confirmation orders, regulate
how much a company’s stock will go up or how much it will go down. These
“specialists” buy shares from me and sell them to you through “floor brokers.”
There is never a direct connection between the yous and the mes, though, as
investors. Specialists, like referees, step in to make sure my floor broker isn’t
asking too much and your floor broker isn’t oftering to pay too little. So with
these deep pockets, Wall Street ticks. Companies’ share prices rise and fall. And
companies are deemed worth more or less at the end of a trading day. Traders
like the one I sat next to can’t say a word about it all; that could start people
talking. And people could lose money.

I remember once when I was writing a story about the media industry. It
centered around Telecommunications Inc., fondly known in the business as
TCI. TCI had received some positive news about something or other—and its
stock shot up. Stupidly, I typed in the symbol TCI to get a price; TCI, I noticed,
wasn’t Telecommunications Inc’s ticker symbol—that’s TCOMA. But as I
looked at my screen, I saw that I wasn’t alone. TCI, Transcontinental R ealty, was
up big on even bigger volume. People were getting it wrong. They were
hearing that TCI was a buy, and literally buying TCI, the wrong company.

Hence, stock traders have to watch what they say. Their power is enormous
when it comes to the value of money. A word, a misspelled acronym, means
millions of dollars, never mind the usual battle traders have to face in verbally
matching orders to prices.

At the end of the trading day on October 19, 1987 (Black Monday), for
example, more than a trillion dollars had been wiped out. Poof, like that.
Companies had been devalued that much—stock traders had sold. All that
potential money—gone.

The guys in the smocks, the ones who can’t speak, they are the ones
responsible for all that money disappearing; they are the messengers.

Finally, I get some one who works on the NYSE floor to talk. His name
is Robert McCooey, Jr., and his family owns seven seats on the New York
Stock Exchange through their firm, Griswold Company. Considering the
average seat on the NYSE goes for about $2.5 million, the McCooeys have
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shelled out a lot of money to make a lot of money—for themselves and their
clients. Well-smocked and well-endowed, let’s call them.

I asked Bob, Jr. what money means. “I can’t think that way,” he says.

I figured this was coming, that Bob would give me a nonanswer. I figured
that smocked traders on the floor of an exchange didn’t really think too much
about the meaning behind money. But that’s not it. Bob is actually very
thoughtful about the matter. He has done reports for television, spoken at
length about the value of this company and the value of that company. And,
he says, the amount of money he represents on a moment-to-moment basis is
too awesome for him to think of it in terms of dollars.

“We just did a two-million-share trade for a block of Wal-Mart,” says Bob, Jr.
“If I thought about how much that is, in terms of dollars, I couldn’t do my job
effectively. I'd freeze.” In fact, in terms of dollars, that was $80 million. In one shot,
in one instant—$80 million. If Bob, Jr. gets a slightly better price for that block,
say an eighth, that’s $100,000. Considering Bob, Jr’s firm trades about eight mil-
lion shares a day at an average price of $40, his eighths add up. Reason to freeze.

I’'m there on the stock exchange floor a day after the Dow Jones Industrial
Average sinks almost four hundred points. The slide follows a flat year for
stocks. So the decline puts the value of most money invested in the market
below what it was at the year’s beginning. The number of people trading—
trying to salvage the value of their money invested—increased dramatically the
day before.Volume was huge, well into the millions. Traders, barraged with sell
orders, were looking tired and haggard. Days when the market is down are
days when people lose money. That’s not good for a business whose sole func-
tion relies on capital.

In any case, the day’s losses make big news—around the world. People
wonder whether things are overvalued, whether they’ve paid too much money
for stocks that aren’t worth as much as they were once told, whether a “crash”
will occur where the value of everybody’s money invested in stocks will sink
low, low, low.

A German television crew accosts Bob, Jr. for a comment as I'm inter-
viewing him. He gives them the pat answer I received from the smocks on
the street: “We can’t talk ...”

There’s a bit of an irony to this, as he is speaking with me when he says
this to them. But they, after all, deserve such an answer. They haven’t followed
the rules of setting up a proper interview and clearing it with exchange offi-
cials, as I had.

After the Germans are shooed away, I look at Bob, Jr. He eyes the crew as
they are escorted away. Another reporter catches Bob, Jr’s eye. He waves and
smiles. There are media all over here. Money is big news all of a sudden.
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“Sorry,” Bob, Jr. says. “Where were we?”

Actually, I was just at the part where I was trying to get a personal philos-
ophy from Bob, Jr. about the meaning of money.

He tells me, “Money is the scorecard on Wall Street.” But at the same time
he says that money really isn’t thought about in its traditional sense. Money is
the safety and security and the value within the confines of an infrastructure.
The infrastructure is the snapshot from when a trader gets an order to buy or
sell to when he executes that order and either makes or loses money for the
customer.

You'd never know so much money was being represented on the floor of
the NYSE by an objective look at it. People aren’t dressed in fancy garb. (They
wear smocks, after all.) No fine art is displayed. The decorum is utilitarian:
computers, big fiber-optic cables strewn about. There isn’t even a carpet on
the floor. Money is distilled here to its representation. It’s a basic formula of],
more or less, supply and demand. When a stock trades at nine and a half or
five and a quarter no dollar sign is posted in front. A value system outside the
world of money has been created. Money, it seems, is for use in the outside
world, not this windowless world of finance.

Thinking in decimals and digits is easier than thinking in dollars or
currency.

The exchange floor environment is frenetic. People race from phones to
stations that represent companies. This is where the specialists sit. They take
the buy and sell orders from the floor brokers. They take this information
verbally, so there is a lot of yelling, a lot of urgency, a lot of rapid-fire orders.
Needless to say, it’s loud. A constant roar rises from the exchange floor. If you
didn’t know otherwise, you’d think a grand cocktail party was underway.

As Bob, Jr. continues to talk about “finding value” by getting better
prices, my Imagination goes with the German television crew. They wind
around past a couple of other traders like Bob, Jr. They run into a senior
citizens’ tour group. The German correspondent tries to figure an angle in
here, but relents. His cameraman continues to shoot footage. The senior
citizens just look on, in wonder of the madness that an exchange
environment promotes.

The German television crew decides to call it quits. They step into an
elevator and make it to the building lobby. There, they pass the team of security
guards and metal detectors everyone who enters must meet. The crew steps
out on to Broad Street. The tourists have gathered. (Anyone with a television
camera draws a crowd.) They begin to shoot footage outside the NYSE. They
interview a couple of tourists about the precarious situation the stock market
is in. Will it lead to inflation, a depression?
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My Imagination latches on to that. He envisions men in suits, stockbro-
kers, jumping from skyscraper windows as they supposedly did in 1929, when
the Great Depression began in America.

A man lands on a car. Then another, and another. It’s like the frog scene in
the film Magnolia, except now it’s raining stockbrokers and briefcases, not frogs.

The German television crew gets it all on film. They walk up Broad
Street—shooting as they go—to Wall Street. There, on the footsteps of Federal
Hall is the smocked trader who couldn’t talk to me.

As it’s raining stockbrokers and briefcases, and as the German television
crew holds steady on the smocked trader for a close-up, we pull in tighter and
tighter on the man’s face; it’s unfazed. He takes his glasses off, lifts them in the
air to see if he can spot any dirt or smears, then places them back on his face
and looks back out on to Wall Street—expressionless.

The German television reporter asks the trader a question: “Are we safe?”

The Dow Jones Industrial Average represents just forty stocks. Whether
those stocks go up or down doesn’t specifically matter to the economy at large.
Whether the NYSE or any other exchange sees a rise or a fall doesn’t much
matter either. What affects the economy at large is the perception of what
those stocks represent. If a company’s stock falls it means it’s not performing
well. If a lot of companies’ stocks fall in price, it means a lot of companies
aren’t doing so well. That disease could spread. People then tend to take their
money out of stocks. That sends prices down further. That money out of com-
panies’ coffers means companies have to borrow to produce goods. They’ll
have to pay higher rates of interest to do that. That sends the prices of goods
or services they provide up. That means people have to pay more money for
say, a pair of shoes, a cup of coffee. But that is far removed from the NYSE
and Wall Street. Still, it has to start somewhere. And it could all start with a
trader uttering one wrong word.

A German tourist I once met told me that the tall buildings on Wall Street
didn’t indicate to her signs of success or achievement. They were signs, she
said, of loneliness and despair.

Money on Wall Street is the sound of a dishwasher, the noise of a plane
engine: it’s there, but after awhile you don’t pay attention to it. It just keeps
running unnoticed, like white noise.
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Dialogue: Me and My Imagination

“Money there is noise? | don't get it.”

" Get off the traffic, the foghorns. | can’t stand those sounds in my head.”

“Oh, sorry. Quiet time. There you go.”

“Thanks. Money is noise because it's in the background all the time. It's
trust and information exchanged millions of times a day—on mere
words alone. The shouted order. The accepted exchange. It's money—
raw.”

“The words, that noise, must represent something. Symbols, | imagine.”

“More than that. There are equations, analyses, and facts that put words
into context. ‘Buy’ takes on an implied connotation. Same thing with
‘sell.” On Wall Street, information is implied. You have to know, well,
imagine, what the results are, what the situation is.”

“Like if | imagined Microsoft trading at $10 per share.”

“Right. You'd then imagine the possibilities of it going up. You'd imagine
a whole assortment of things about Microsoft. But you'd just use the
word ‘buy."”

“And that word unravels a world, a sequence of events. Left unsaid, left
for me to imagine.”

“Right. McCooey says he just looks someone in the eye when he accepts
an offer or when someone accepts his—no papers are passed, noth-
ing is signed. It's just done.”

“On his word.”

“The trust that goes along with that information, yes.”

“And then it's recorded.”

“Exactly. The exchange between two people is stored. It's represented as
a number—the symbols you keep going back to.”

“| get it. It's simple. Valuing something on supply and demand is conveyed
via money. It's then exchanged and recorded. New values are set.
Money breaks into new digits. It bears new symbols.”

“Almost like us or any organism that reproduces, in a way.”

“I have that image again.”

"“Please—let’s be adults. The point is, values, or money, cannot be static.”

“Professor Shubik told us that. Give me some new ground. Another thing
for me to piece together.”

“|'ve already got that.”

“Do tell.”

“You gave me the idea, actually.”
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“That's what I'm here for—to give you new ideas. What did | say?”

“It's what you couldn’t say. There are objects, right? We can value those,
they represent money, let’s say. And there are the makers of the
objects, a Microsoft, let's say. We can value those too. We can then
trade on that—"

"—like Wall Street.”

“Right. But what about the value itself, which in turn represents all the
objects and the makers of objects?”

“Valuing a value?”

“Isn't that what money is now? The representative value of a value versus
another value?”

“Since money doesn’t represent gold or silver anymore?”

“Exactly.”

“So how do you value a value like money?”

“One currency versus another. The economy of one nation versus
another.”

“Too complicated. | can only imagine a map of the world.”

“Well, instead of a map, imagine an atlas. Then, pull some cartoon
imagery together and put a man’s finger on the world’s axis.”

“Like a basketball player spinning a basketball on his fingertip.”

"Exactly.”

“Who is it that who has the world spinning on his finger as such? | need
that image.”

“Try Alan Greenspan, the chairman of the Federal Reserve Board of
Governors.”

“Show me why.”
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CHAPTER 5

The Storage of Money Value

he Federal Reserve Board is
I responsible for defining the
value of money. In other words,
they value the value of the U.S. currency, the dollar.

This isn’t done by putting a number value on the dollar. After all, a dollar
is a dollar anywhere in the United States. A dollar’s equivalent value within
the confines of the U.S. government is goods or services. It’s the Fed’s job to
make sure that a dollar can buy relatively the same amount of goods or services
for the same price, leaving room for growth (what companies can charge) and
abating inflation (the oversupply of money in circulation).

How this gets done is an extremely complicated series of analyses.

First of all, the Fed, as it’s so fondly known, doesn’t look at money as we
look at money. The Fed says there are actually three types of money—and it
tracks all three to determine an overall value for the U.S. dollar. The total of
all three is our nation’s money supply.

Money, to the Fed, is hard currency—coins and bills. It’s checking
deposits, or what they call demand deposits—the money that can be easily
withdrawn from your bank account, under $100,000. And money is also
check-like deposits, or savings accounts, certificates of deposit (CD) accounts,
and so on, over $100,000.

For the record, the Fed calls these three types money M1, M2, and M3. M
on its own is used to represent the total.

“Wasn’t M James Bond’s boss, the head of the British secret service?” my
Imagination asks.

“Please, we’ll never get through this if you keep popping up.”

“You called me. I was pleasantly snoring away.”

“Sorry, you’ll have to go back to sleep for a while. I truly won’t need to
imagine anything for some time. I promise I'll wake you when the
explanations are over.”
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“Then what?”

“No, no. Blackout time. Off you go.”

Where were we? Oh yes, M. Money supply is deceiving because it’s not
stagnant. We are constantly spending money. So, the Fed has to track how
much we spend in order to keep the ledger in order. Otherwise, as we know,
things get out of control—inflation.

Velocity is how the Fed determines how much we spend.V, or velocity, is
the number of times per year each dollar is spent. MV, therefore, is our total
spending in a year—money multiplied by the number of time it’s spent. Total
spending is our gross domestic product, or GDP.

“There sure are a lot of acronyms flying around.”

“I thought you were asleep.”

“I was. But you have to imagine some of this stuff . .. I just can’t shut down
like that, like reason, for example.”

“We’ll get back to that later. In fact, I need reason now.”

GDP. GDP also comprises all the goods and services sold in a country
per year. Another way to look at it is the average price all goods and
services multiplied times the total quantity of goods and services sold in
a year.

GDP is looked at both ways because MV, money and how many times it’s
spent has to always equal out. Makes sense right? We have to buy all the goods
and services we buy with money.

That, at least, is how the Fed tracks money. It says that money turns over
about nine times throughout the year. So each dollar will end up at about nine
different places every twelve months. At each one of these stops, that dollar
should be worth the same amount; it should be able to purchase the same
amount of goods or services.

See, the iced tea arrives. When we go to pay the bill, it comes to $11.81.
That’s for two glasses. Granted, we're sitting in the lounge of a fancy hotel
looking out at the California beach, but $5 for a glass of iced tea is a lot.

“It wasn’t that expensive last time I was here,” says Joel Dickson, a former
staft economist at the Fed, who now works for the Vanguard Group, one of
the largest investment companies in the world.

Joel informs me: Money is the arbiter.

“I ask for something I want, the iced tea, and I get it. What goes on in
between is money in this world.”

“I've already got the simple stuff down,” I say. “But—"

“—It 1s simple,” he says.

“Not really,” I note. “It only sounds simple.”
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The Storage of Money Value

The reason I'm talking to Joel in California is because the Fed, in
Washington, D.C., isn’t talking. Can’t get in the door. No way. No how.
Nothing goes on record.

“You have to realize that what we do is sensitive. Any one word can send
the markets spinning,” says David Skidmore, the only person, it seems, at the
Fed who is allowed to speak. Skidmore is the Fed’s spokesman.

What’s so sensitive? “It’s the economy, stupid.”

As I'm sitting with Joel, the Dow Jones Industrial Average tanked a few
hundred points after Federal Reserve Board Chairman Alan Greenspan
announced that interest rates would be slashed half a percent.

So, a hint over what the Fed might do when it exercises its power
literally changes the markets, accounting for billions of dollars in trading
movements.

The Fed composes money. It says that it uses a “broad range of indicators”
to determine the value of money. In its own lingo, the Fed uses the term
“monetary policy” to describe money. It sufficiently obfuscates what money is
and how the value of money is determined. Indeed, after dealing with the Fed
and reading through all of its publicly disseminated information, one gets the
sense that the Fed is either very confused itself about its mission, or it doesn’t
know what its mission is.

Example: money supply. All that talk about M1, M2, and M3. All those
formulas the Fed devised and calculated to battle inflation—well, they
threw money supply out the window just recently, stating that it’s
antiquated. What does the Fed use now to determine its policy and put it
into effect?

Good question. Vague answers. But good question.

“Money is determined by what we spend,” says Dickson.

If we didn’t spend any money, we wouldn’t need any money. However, if
we overspend—in other words, there is too much money in circulation—the
prices of goods and services will increase too.”

That increase is called inflation. And that’s what the Fed hopes to avoid.
Of course, in order for things to prosper, things must grow. And that’s the trick.
How to grow without creating inflation.

To do that the Fed institutes its measures: interest rate changes, reserve
requirements, buying back debt, issuing more bonds.

Most recently, the Fed’s control over the money supply lies in its power to
control interest rates. Lower interest rates increase the money supply. Higher
interest rates decrease the money supply.

The actual event of raising and lowering interest rates, while it catches the
news, isn’t really what happens. The Fed manipulates interest rates through its
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WHAT MONEY REALLY MEANS

discount rate. This is what banks can borrow against from the U.S. govern-
ment. It also buys or sells U.S. Treasury securities, or its own bonds. These
bonds are our national debt. And who are we as a nation mostly in debt to?
Banks.

When the Fed buys back its own debt, it eftectively lowers interest rates,
and increases the money supply. To buy back its debt, the Fed will write checks
to the banks who own its bonds. The banks deposit the money in their
reserves. This creates an excess in their reserves, so the banks will then lend
out that money—to people like you and me—and put it into circulation.Voila.
Mo’ money on the planet. When it wants to decrease the money supply, the
Fed will sell securities, taking the money from buyers, those same banks, and,
well, burning it.

This is the most efficacious way the Fed controls money and money sup-
ply. It also can raise or lower the discount rate it allows banks to borrow on.
Banks borrow money from the Federal government, the Fed gives them a pre-
ferred rate or interest, or discount, and then the banks re-lend that money out
to us. Raising or lowering the discount rate raises and lowers the amount of
money banks have to keep on reserve to meet our cash requirements, those
nine times each dollar gets spent.

That’s the gist of monetary policy. The U.S. Mint prints and mints dollars
and coins to match our spending habits, the more or less than the nine times
each dollar turns over in a year. (It prints $22.5 million per day worth of
currency in notes between $1 and $100.) On top of that, the Treasury destroys
about $7.5 billion per year in different denominations. The average $1 stays in
circulation eighteen months; the $5 bill, two years; the $10 bill, three years; the
$20 bill, four years; the $50 and $100 bill, nine years.

Of course we've just covered money in toto, and how it rises and falls or
gets destroyed. We haven'’t discussed how this affects the value of money.

Dickson explains: “Remember I said it is simple? It is. When money rises
and falls, values rise and fall. That’s money. The amount really doesn’t matter.
It’s the prices. So next time you see those economic indicators, like CPI
[Consumer Price Index] or PPI [Producer Price Index], and if they rise or,
fall, they indicate inflation. Inflation means prices rise. Money is incidental
to that”

Certainly, in the United States, the value of money is determined by the
prices of goods and services. Whatever we use to buy those things—Ilet’s say
money—is one side of the equation. But what really matters is how much
will it cost us to borrow against from the government to buy those things
(interest rates) and how much are those things anyway—consumer prices,
producer prices. Moreover, will I have a job and be able to afford those



The Storage of Money Valuey
things or produce enough of those things to go around? The answer to
that question is called an employment level. Pretty much those few things
determine how much money should be printed or released to lap up
demand.
Maybe it is simple, after all.
Dickson, by the way, paid with a credit card.

113

...and ’'m awake.”

“Good”

“Just in time I see to picture the waves crashing to shore. A couple hold-
ing hands walking along the boardwalk. The wind change directions and send
the breeze elsewhere. Ripples chopping the sea, sending it in what seems like
an unnatural direction. Flags waft.

“Which way will the breeze blow? What affect will it have on the tides,
the waves, the clouds and the rain? It changes really everything, that wind. And
at the end of the day, it’s nothing but air ...~

s

Dialogue: Me and My Imagination

“A breeze?"

“I was just waking up.”

"How could you have slept through all of that? It was complicated.”

“No, it was boring. Imagining a nude woman from a single line drawn by
Picasso is complicated.”

“We're thinking in opposite directions.”

“My point.”

“Aren’t you getting it, what money is, what money means?”

“Nope. In fact, I'm stifled. Perhaps this is why accountants don‘t paint. |
get lost when you steep so far into dry facts. Where does that leave
me? What can | do with a term like ‘velocity’? That 'V’ thing you yam-
mered on about. Velocity to me is a rocket ship’s bright flare, a fast-
ball, a tennis serve, the RPM dial on a Porsche. | attach different
meanings to what you conjure in your day-to-day discovery.”

“What you're saying is that we're growing farther apart.”

“In a sense. | mean | get the reality of money; you've said it to death.”

“Then what is it?”

“Whatever | want to make it. That's money.”

“But it isn't.”

“In your world. In mine, it's what | can buy with it.”
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WHAT MONEY REALLY MEANS

“You really must have been asleep in the last chapter. That's what we
found out.”

“So why go through the exercise? | could have told you that.”

“Could you have imagined that, despite your best work, $1 in 1950 is
worth $7.39 today?”

“| suppose not.”

“Some things you can’t imagine. You don‘t have the ammunition. That's
what I'm trying to provide.”

“But it feels like I'm losing something.”

“Isn‘t that the terrible thing about knowledge?”

“What?"

“The more you know, the less you have to imagine.”

“And that's why | hate reason; he's out to get me.”

“I'hardly think so.”

“So is that the mission? Am | to die off here? Is that where we're headed?’

“There’s a chance of that, part of that anyway. Once we determine what
money can be and should be, in all its forms: the bad—qgreed, power,
ego, manipulation, gluttony—and the good—charity, equality, phi-
lanthropy, generosity, support. Then and only then will we see
whether there’s anything for you to turn to in times of silent thought.”

“I don’t want to die.”

“No one is saying that yet.”

“Then what have we left?”

“In terms of what money is, we need to identify ourselves. Let's get a
world view, see what money is on the foreign exchange market. Then
that should just about do it.”

“Where to?"

“Ah, the world—New York.”



CHAPTER 6

The Global Monetary Value
System

nside. It makes perfect sense. It’s
I entombed.

All its parts are sufficiently connected. It runs despite how big or little,
despite things affected by time.

Indeed, only time is the thing that affects it, makes it grow. It has no choice.
Not too fast. Not too slow. In an almost perfect balance. Because who knows
or cares what the outside world thinks, or better yet, even is. All that is needed
is within the confines of these borders, these walls.

But life cannot be lived in a vacuum. Influences arise. And then we are
born into the world. And then we are no longer isolated in our womb. We are
part of the inextricable weave of society, the world at large. Its to that which
we are compared. It’s to that in which we must fit in.

In 1944 fixed rates of exchange were determined by the world’s major
industrial nations. International trade had forced the hand of governments
who could no longer worry about the stability of just their own currencies.
The growth of imports and exports meant nations had to rely on one another,
whether they liked it or not. World War II, of course, being strong testament
to the “not.”

In any case, the mission of worldwide price stability, ergo currency balance,
was left to forty-four governments whose representatives met in Bretton
Woods, New Hampshire, that year to hammer out exactly how this could be
done. When the representatives left three weeks later, fixed rates of currency
exchange had been established and the International Monetary Fund had been
created.
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WHAT MONEY REALLY MEANS

In 1973, two years after the United States abandoned the gold standard,
the world’s major currencies were allowed to float; fixed rates were no longer
imposed.

Forty years allowed the world to get a little closer. A global village had been
built through the proliferation of communication and technology. Monetary
control was transferred from the governments to the capital markets.

To be sure it was a struggle. The early 1970s posed a disaggregative envi-
ronment: The Vietnam War raged, oil prices skyrocketed, inflation fears neared.
The world was tumultuous, the strain on governments too much. The free
market took over.

Here, traders, dealers, brokers, and agents set the price of a nation’s cur-
rency. They decided how much a dollar would be worth on the worldwide
market. They decided how much a currency is worth compared to other cur-
rencies. They still do.

It’s not a matter of pure supply and demand. Within the confines of any
country, money is valued by the goods or services it can acquire. Outside a
country’s borders, money is viewed much difterently. Currency takes on a new
meaning. In this context, currency is no longer the material or the “numeraire”
utilized as fiat money—paper, coins, whatever, as the exchange value for goods
and services. Money represents what a country is worth when compared to
other countries.

The dollar, we so often hear, is worth X number of yen, or euros or
deutsche mark marks, or British pounds. What does that mean?

Well, in order to calculate the value of goods and services in one country
versus the goods and services in another country, a “foreign exchange rate”
still has to be established. But this rate is determined on a second by second
basis by currency traders. It’s these floating rates of exchange that value all
money today. Not gold. Not silver. It’s trust and faith in governments and their
ability to perform. Sort of.

Government performance, in this case, means stabilization, the stabilization
of their economies. Interest rates are the most widely used and indicative
barometer of economic stability. That’s why the Federal Reserve Board is so
powerful. By setting interest rates, it’s basically determining the strength of the
U.S. government: how desperate it is (higher interest rates), or disinterested
(lower interest rates) in attracting capital.

Foreign exchange markets value these considerations in the Forex spot
markets. Here, a dollar may increase or decrease in value. Of course in coun-
tries of origin, currency remains constant. A dollar can only be redeemed for
another dollar. Its purchasing power may increase or decrease—$1.51 for a
muffin, or $1.55 for a muffin.
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“Mutffin?”

“Okay, doughnut.”

“Too colloquial.”

“Croissant.”

“Same thing, different country.”

“Loaf of bread?”

“There you go.”

Lots of things may influe