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14ARKET ECONOMY FREE FROM TRADE CYCLES 
~ 

LEO SZILARD 

FORE~IORD 

If a physi~ist vriteo abnut a ~Jbject relating to ec no~i~s he o-as the 

r0ader an explanation, if not an upologyo Tha advances of physics have led the 

uorld to a point where ·the establislliuent of a Horld Gt)vern:nent ~ one uray or an~ \.her 9 

c~ no longer bo very f"ar off., Ye:t the world io far from baing ready for this in= 

ovl~able de'Vel;)pmcn'ti, To take jus~ one e~G.llD.plo~' let us asrrume that a free narka'c 

econumy will bo me.inta~.ned under a W rld G verll.Iilen'C.; hoH shall vTG avoid the perind= 

ie reCIU1"'1'<'Jl1CC'"' of b .ome and depressi ns; Dhall we try to oto.ve Clff depressions o a 

c, t .h=aS=..::atch=CiZ:.n banic, ~1rough ad hot: legislatio:1 by nol'.lo Horld. Par2.iamant? Sure= 

ly, w0 Hill have to do be4"ter than t at. In a Bensc, the pr bl0m may be s:i.mpler • = 

be con ·ernod with •hanging t:1riffs 2nd ather uncon\',. ollable J~:.ruC.e restrictions" Lool::= 

ing t.ouard..., su ·h n moro remote c.pplic:::.. tion r thc~r thu.11 -the po~ ;;iblo :i.:m:nedis e af.ipli= 

cations of t1o p:ril'leiplen d:ls·:::nssed in this papor 11 the disC\lc"'ion is limited t condi= 

tiona pertai<1in; tc ~ _Q,lo::>ned ceon'Q.m,'~' and it doos not cover the trunsiti n fr:om +.he 

pTe·ont to the proposed systamo 

A .tree market el.!or:..o~Y under the co:niiontionn.l monctai~y sy:Jte:n ts character ·.zed 

by alternating booms a11d dop:rcssionso It is not pos.sible to eliminate these fiu~;;:tu= 

ationa by coiY~rollf.ng tho interest rate., a. methoo of con'~<rol which has its obvious 

lim1·tations in tho fa.::t t,bat the int.e:·est rate cannot be gada smaller than zeruo 

'1-/hile such a rnar:.cet economy is obvictur.ly un::.l' leE it is not eaoy to disen ngle !!ll 
of the factors •·1hich enter into the causation of bnomo and dcpresoicn:J. I·~ isi how= 

aver, n2! nececsaz·y to do th:i.o in o1·der to oca that under a slightly di ·forent mone= 

ta y syst.3m~ 1trhich 18 based on ~2£ m.~-.:....1: _.;:l- s :cat.! or tht: 1 one, :i.t !OW.d. bo possihle 

h '9'0 my th is f~; £1'~ ~~a osc.l avi nn of the ~r Qe y~ 0 u 
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i;le arrive at such a two currency system through the thought that money f'ul= 

fills in the conventional, single curroncy, system ~tro essentially different fUnctions. 

On the one ~d, it is used for paying wages and purchasing goods from current produc= 

tion; and on the other hand , it can be rsaved" and thus used to est&blish claims on fu= 

ture production. As long as the same ~rrency is used for both fUnctions, the free 

market economy suffers, not from being t . o free, but rather from n t being free enougho 

An add:l.tional degree of freedom is introduced if tw-o dlfferent currencies, spending 

money. or gra dollars, and savings money, or red dollarspare made to serve these two 

diffarent fUnctionsr and if the exchange rate between them (the Eric~ of the red dol= 

lars) is permitted to remain free; l.e., if it is left to be determli1ed by the marketu 

ADVANCE REMARKS ABOUT TilE TWO CURRENCY SYSTEr1 

One result of -'c.he operation of the tt..ro currency system described below is 

that the wage .. evel and the general pric3 level of consttwer 0 s goc<is may remain con-

stant as expressed n green dollaxsa (This holds true eve·1 oYer long periods of time 

if v0 disrega:.d tha inc?oase in t~1e standard of living due to taahnologi~a.l progress9 
tlilich should lead to m1 iJ crease i.n the oJ&ge level at co: stan.t prices of consm1er gocdeo) 

The price of the red dollar, on the other hand, ma.y undergo variations, 1111d also may 

show long term trends. It is~ variatio~~ of tha price of the red dollar whi.h 

raake it possible to maintain tho n]on,_o~r_ v_olume 11 of ,gre~ dollars ccnatant over pericds 

during which therv s a shr:i,""~kage gf~he "lo~ vo1"Effie 11 of green dol JIT.~» a.l'ld also to 

have a ..t3J:.r!nkage q_L_the loan Vf>;J.ume of g:r:een dolla£.Q automatically accompanied by an 

increase rather than a decrease in the ~.!! of green de>lla:reo 

It is this r&atlonsh1J2 bet.\:.'eeu "loan volume ( f grem1 dollars) on the one 

handp and "mo>ley volume" (of grae:.-1 dollars), as \Joll as money ciraulatio11 (of greon 

dollara) on the other hand, ~:!,h_~s responsible _or tha absenoe gf that e.Jsen·Ual in= 

stabilit:y mici-t cha. acto:d~~~ p1arket ecot'lO'f!Y. q_q,_~~ o11 the conventio al, single cw:-

reney, 

But an cc uony nlch .s J.ree f ro11 . '~. s · . sta' l i y ~ d s t i l s-u. • er fr 
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considerable fluctuations; there could be a trade shrinkage mt.h respect to certain 

types of goods, and an expansion of trade with respect to certain other types of 

goodso If' such shifts take p~.ace very rapidly, there may not be enough time fnr pr 

per adjust1iieut, end there cmLd be unemploym,:mt in certain industries, while the pre= 

duetion capacity of other indt strlco rem...'ti.ns insuffi::ient· to eet the demand. Such 

undesirable phenomena mtght dovolop in a two "".liTency e .om;my also, if tho distr1h1= 

tion of savings (of red dollars) should be doteriora ed; ioeQ, if feu peo~le haTe very 

l!U·ga savinge_, and the bulk of th · consu11e:rs have no savings at allo 

The t..ro currency e>c~nomy dcscl•ibod boJ.ou H'Ould function the more smoothly 

the large:L· tt e frac·cio;.1 of the savinr;s ( Qf red dollal"'S) is 1-.lhich is ovmed by the con= 

sumez-s; and the more their distribution rose.·.blcs tho distribution of the normal spend= 

ing of the individual conouncrso 

In tho subsequent cliseussion of the tt·lO currency system ue shall always impli= 

citly assum a di3t:i.'ibu'tion ot savlngs uh:toh is sufficiently far from dct~riorat.ion<> 

W!S shal alsc b?ic fly di a cuss, la te.c 11 the po~.:Ji .l.li ty ~I s. t; i i; migh'l# be necessacy to pre

vent a deter:toration of the distribution of s:...vlngs QY~ lm!Z 2§.~ Qf '!Lime, by some 

form of taxation, '\ohich might be based on the yco.rly inere:n'-':1'~ of c:;;.pitu.l assets f ·i;be 

individual. rather than on his annual income, 

A shr-:inkagc tn the lc-a:1 volume wlll in tho t~".Jo cnrroncy system ult-.~ays lead to 

an im.mediat,e fall in the p:!'ice of consu.mer 1 s goods, !l.Qi in ts:rm~: of grqen dollar a. but 

in terms of radoollo.rs, (the price of \:hich "r.J .. l necessarily rise ... as we shall see = 

with the shrL"'lking of the loan volume) at--:td in ~bt~ s~, the t1:. currency system is 

free from price rigidityo 

SPIELREGELN 

In discussing thotwo currenty syntoru '"c shall assume that ~h~ system has been 

in operation for a conoidera.ble period of time~ so that the disturbances vhich may oc

cur during the t:ranoi tton f1·om the one ct:rr n~y s:rstem tD the tw ~urrocy systom have 

fad d ou·., 
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We shall , f or the s~~e of simplicity, assume that the~e i s only one bank , 

which we shall cal l t he Ba.:1k ; but we shall distinguish between t he Bank and t he Cen

tral Bank. 

We postulate that all itrages and salaries arc paid in green dollars at equal 

· time iatervals, say :.nonthly, on the first of the montho 

Ue f'Jrthor P.Ostulate that eveJ.:-y person and every business has a checking ac

cmmt with the Ba.i"lk, in green dollars; and that all Hages are paid m1d all purchases 

of goods are made by transfer through check, in green dollars . ( t<le are thus disre= 

garding for tha time being the possibility that for tho sake of conveni0nce a cer= 

tain limited amount of green dollD.rs may be issued in th.J form of b!Lnk notes to the 

publico This point 1.dll be disc ssod lat0I'o) 

Any person or business col'por.ation na:r ho.vo Hi'th tho Ban1: an account in red 

dollarso 

Wb.cevl£}1' has mwh a r<.Jd dollar holding i.s onti tled to a loan frc::n th3 Bank of 

g.;.:-een dollars in am0U11·C.s up to the nomi!?f-1 ~ of his r .... d dollhl· holding. 

All gree~1 dollar loons granted by the BCJ.1.k ru:u ca:cricd on debit accounts, on 

v.hich intcre~ !§ .£hiD:,geq (in groon dollars) at the current ut,~rest rate. 

CorrespondinglyD interest 12 !2§id by tho BmE o.t tho same current interest 

rate (in green .dollars) on th0 nominal w~ of all red dollar accounts ~ 

Only a fraction of the loans to 11JM.cl1 the red dollar depositors are in tot0 

onti tled wil l in fact be tuken up by therp., and loans w:tll be gr "cd by ·iihe Bank against 

securit1.ea other than rod dollar depozitso 

We pos·tulatc that tha total number,_ G , of green dollars in the system is 

equal to the tot~l nt~ber, Rs of red ~ollars in tho system; i a., tho totaJ. am~unt, 

Gp of the groon dollars in the system is cq;..lal to thu M:J.nnl vaJ:v.o . R, of the total 

amount of the red dollarso 

~le sball assum~ for the sako of th:t~ pre~ 3ntution tho.t b t h red and green dol= 
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'.Che Baru~ ls obl.l.gate:i 1iO keep 100% cov3ragc in red d .nar certificates fer 

l'E:a do-le.r · lCcount~J; a 1d lOQr covers.go ia g:roe'l dollar certlficator. for graau dollar 

\Te )I.)S ulato tho.t or~gin:;1ly 11 l'oc~ dollc.ro '.J\'!r·e ow1cd 1") • th public, ru.td 

A.ccordingly ull. rod dollar -:: ..;~ctificate~ wor\ .. i:a t_ e ~an co7oring th red dollar ac

com'l.tf3 of tho publie . Tho C(mt.ral B&."'1k Ol·UJed a~ that timo no red ·ollars, but it 
ouned .uJ1: t~w green d6~~ars, had lo::rt'led Q~U of them to the Bttmk, md tha Ban.'< had 

loa1Jad ill o. the., to the publtc::., I11 thi.:o orighuJ.. , or standa:td, condition, the total 

of tne dobi t aceo'll.!lta, D, is thero~'o :-e equal to the tt. ta.l, C, of the chccl::.:..ng accounts; 

w"1d incFentully, also eq1.1.al to tho '·otal amcun , G, of grec:1 dol:_ru'» in .he system, 

which is in +.urn oq·r:ll. t.o th>.;; total nom~nal value, R, of the ~ ... ed dollars in the Gystem. 

Th{:J.t ia, tn ·";hs standard cond:i:'~ion \ o h"-YElt D oqtull C eqlli:ll G equ· Ro 

Ho chall ,;; ,e that 1~1is st"ndil.l'd condition is not necooo•lrily r:;ai 1tait.ed all 

the ·u "Ja: bcc::mEc c.s some grc<an c1olla:r loo.us a.r . repaid to the Con tr~ 1 Bank tho Can

·~ral 3-:tnk wiL. pur~he~e ~ccCI. do~1.a:c3 J.~ the open n::o.i:·:~ot _ r gre n dollu.rs; a.nd the to= 

ta) .. , D, f the debit a~cc1w.··r.." r u.:,· t.'1c"1 fall .h£1~'i tho tota.1., ., of ·., o chocking aec<Ountso 

Hmrover, as .vo shall ~H.De, uncla:r i he rules of Gpor2.tion dr f.:C.l'~ cc b ,lou, the system will 

J:~~'£!.1.1 • .!~~- t.ir,_.-!..c2...:tt.rn..Q ·:;o t '1t1 s te ... 1da:cc condi t on o 

In tho snbsoqus1t di::~u;sion ·.Jo shall call th_ to·tc.l, n, cf t!10 debit accounts 

also t.1o 111oJ.n vol1n0;' and th0 total, c, of tho chec!d.ng acccn.mt.s, ul"o th~ 1 mOi10j 

v-olt.mo ., 11 

If t1e1:•e is a tr•.:md toHm'rl ::; t. .ac:o shrin.lGlge, as rofloctcd by a docUne in the 

to...3.l, D, of ·i:.h(~ d -":lb!t ac~oun.t.,s hy a e~rtain value, delta D, ·~he)ro \.rill ba also , c r= 

reap nding £j_ocJ..in2_, delta ·, :i n ·tro t"JtG. , C ~ of ·~he che cking o. cc<l tlnts~ (Delta C 

equals dnlta. Do) 1'ho Banl~ is t!1011 fr· :~c to re>-t"urn to th:; CmYtre~ Bank green d lla.r cer

~il"icates in t s a·· mmt, ~ll;.:t Co 

. a .. :--. , do l l • 1.' ) •m ('" 



this purehase, the total, c, of th0 checking accounts will ~iJ@ by thi~ same amount, 

delta c. 

This aetivity of tho Cent.ral Bank ,nill continue as long as this trend con= 

tinues. During thi3 period of time the Contral Bank accu !lulates a f\mt:: of red dolls.ra 

purchased at rising pric.:.s, l-rhil the total, c, of th checki-ag Eccounta 1emains c n~ 

stant (except for one day 1s change , wh~ch my remain uncompensated.) During this 

same period the tota.l, D, of the debit ac~ount.s falls from its original value, D equal 

C, to a value D " Co 

If subse~~ently there is a reversal of tr~nd; i~eQ, a tendency towards ae~eler~ 

at ion of trade, as renee ted b~ increasi11g demands for loans, the Cc:ntral Bank uill ilien 

sell red dollars from its previously accunulated fund at falling pr ces, and the green 

dollars vfnich the Central Bank so acquire::; 'dill bo loaned to the B9llk, uhich will then 

grant. additional loans to the public" During ~c.hls pm·i od of time, '~he red dollar 

fund of tho Celltral Bank dimini~ 1ez, tho ·r;otal of the debit t.Ccotmts :rises, and the 

total of the chce1dng account;s :r.:~1lk'1ins constant (e;:.!0pt for on9 d.:•y s chm1ge, which 

may remain uncompensated~) This prce~ss co;aes to an ~nd uhon tho ~ed dollar fund of 

the Central Bank ia exl1a.ustedfl by whic. time the total, D, of the debit accounts has 

again risen to a value 2-t£:£ to 1 ts or) gi·1al value, G., 

(This total , D, of the debit o.ccount.£;, may not have ret:tl'_lcd, houevcr, nElees= 

sarily to exactly ·~ho o:d.eh1al value, D eqtw~ G; it may be a trifle lo ur or a trifle 

higher; according to whether the Con~ra.l Bank made a loss or a galn 11A.1on it s<>ld its 

red dollar holdingo This is a m:tnoz· point., h'11t in o:rdor not to leave any uncer',ainty 

on it, we postula"l-;e that the t.ot:ll , D, of tho debit accounts is brought ba:::k to ametlz 

the standard value, D equal Go This may b. accomplished either by a flat bonus or a 

fla ... ttax o11 all debit aceo-untDo Eith r bonus or tax VO'.Ud be very small because of 

tho essentially symetri-eal c1aractcr of the processes w.rhich load t..o th<!l accumulation and 

to thCl disposal o a red dol a:r + d of th Centr· Dauk. T ism. o: udjast ent c lu 

t. c ] JC1"'E'l a·. t'lf'l f<"lrm ot a. 
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partial J."cfu::1.d c.f' :i.ntm.~cut on dobj.t acccu.VJ. to, provided vre are \Jilling to let the 

interest rate 'emanded on &ebit ccounts be slightly higher th~, the inte~eot rate 

granLd 0':1 the red dollar depooits.) 

~Q..tJA?ES 

~~he amount of red dollars dcposi 0d Cl1 anyo:1e' s red dollar account is not 

limitad by rm:r rule. Sir1iltll'ly, the nncunt o green dollars kept in anyon~ 1 s che•k ... 

ing account u£ing ~h.2, U!..2.n:lli is not limited by ~.ny rule. But on the .31st of the 

mont_h tJ:!r~illf_yi1J. .~2Q:10 fro:TI. 2!l~:onc 9 .J C'"lpcl_:~ug. acco nt th ": a!''Ollnt by •1h ch t.hie 

!J.CC<.lunt~adl') h~.....:1P-~cbtcdncns tQ. . ."_i,ho_;_~~-L1s.sholm ... !?;~_his dobit account); and 

tho B~ w5.JJ:_~_ .. .Q.ilJ1i.s chalf, Ji~UhirL£xccss aTDotmtt __ ;:pd doJ.l?.;rs ~n the open mar 

kot......:L.~~!i~Jl cr@.t .. to h~!:f~.!~..QU.£ ... _!:l£9,9Fnto We shall call t.henc red do:.lar 

purehnscs ~~rfloH ~2~c 

gi.illQ;Q.LqHARGF.S 

Service chc.rg::l'J play in th's h1o ct rrcneJr syst3m the rolo of frictiol'l, and 

ha.ve the funct O"'l of da.nponing flu::tuat.icm:::e A sorvieo charge o$ perhaps 1%, ~r a 

fraction thereof, may bo made on all ss.l'Js of r-od mo'10Y. This ser\'"iC~ charge must 

be kept so small as not to affect n:ny logi ti..111ate buolnoss, but high enough ~o ma.ka 

it d.ftp1·ofite.blo for anyone "to sGll at the beginning of ~ ~ the red dollars 

which the Ban.c may have purchased on his behalf for his excess green dollar holdingo 

Real ootate, stockr.;, a.11d other capital ilwest.::7lent arc, acecrding to our 

sch~m<l, purchasable against ;Jaym~Tts in red dollaro; and again service charges should 

make it unprt~.Z'i table to make s·ao:h purchase a via green dolla.:rs by check dra"n1 on a 

checking account. Tho purpose of the• o scrdco charges is to prevent speculation 

in stocks ft-om lc3.ding t~ an increase in the "loan volumo," t-:hieh \muld 11ot refleet 

the meney req·.li.remcnt of tho legitimate trade, v1ould therefore blur the pi~ture and 

Make the stab111zution of the system by a simple set of rules rather diffieulto 

THE INTEREST r~~TE 

The interest rate should be raised by the Central Bank ~menever ita red dollar 
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r eserve approacheD zero, and by raising the interest rata sufflci&nt}r hi_gh, it 

sh~ld always be possible to keep the demands for loans within t' o b~~~ds set by 

the rule of 100,{ coveraga of t.he ehG c!·ing EJ .-:counts. Convgrsely, -vJh"'r ver the;~r is 
the Central B~~ 

a marked trend for tha c.ccumulation of rod doll2.r reserves L1/tha -:cr.'.,ral Bank uill 

de~r~ase the interest re.te mtil soma fb:e4, miJlim~:n ~ is roa~.zdo 

LONG ~INCREASES OF T.1E RED ..12.Q11.@ AND GREE DOLLAR_a?;iOU1 T§...I_N_,_TI~ SYST!'J.f 

In an expanding eeol'loroyg '.Jb.J · cr tho oxpG.nsibp is duo to tl o incl,~ase in p P= 

ulation, or to tho increase in th stEmdard of l.vi g, c1 s to tcchnru.Ogl..Cal pr gToss, 

there is a nl!led for a steady incree.se in t.1e money cil'CJL'tlation if l.o'G tdsh to main-· 

tain number of groon clolla.rs 1:01d red dolJ.m~s silculd be int.rod!J~ed in ths c.vurse ;;f 

each year by the Central Bank, thoso two n m.b.:rs sho.tlcl. b0e:p1al so ao to ret.ain the 

original. equality of tho nom··n:.L!. · aluo of tho l'ed do' ar 

lar amount contuinod in 'thG r·y.:Jtem. A correDp· ndi:ug 11\.l!:loor of red and IIl'eon dol ar 

certificates shunJ.d then be p:dntod ecch yoa:~o 

Tho e.mount c..f IV-'oon .ollars nc11ly crca ted c.hould b•) lu:1.1od by the Central 

Bank to th® Bank, and s .. onld eno.olo the Dank to g1'ant add5.tio~1tJ. loans 1 .arJing 'vo a 

corresponding increase in t1~ to!:.al, C, of t10 che king uccount.s. 'be red ch:llars 

~rhich are neHly created should!) he~"rever, be dis't.ributed tr~~.Q u.rnong th!3 population, in 

one manner or anothero 

PHYSIOLOGY OF THE T~lO CUHRENCY SYSTE11 

Let us consider now uhv. t \orould happen 1 f ~ for a.,ome reason or another, (say 

in a perhaps mistc"~.ken ant.tcipation of a fall in the g<1ncrf.tl pr" co level of conrmmer' s 
a<s 

goods, .~~ expresaed in grsl';ln dollars) dealers should bo induced to hold ba k with pur= 

chases; i.,e., 9 if thoy sh\~uld begin so111ng f':"eor.1 stoc!~ iJit.hou . roplouishing their 

stock., If this ha.pp:;ms, doa1.ers ui11. begilJ. o -repay laanfJ to tho Bank, on which the 

1.; luld h u tn p::.y · l. , • . d ' . ... ri 11 ·~ , - .... 0 . s r, _.. 



T'w f:Lt"ao5 GI'"':m do.ll"'I' .. er',..:.fi "· a :1 lcrnger ne ... dcrl or lCO% u erage of the "'hetk= 

the Central Bank vill then currcn+:.y pill.' :tar.o r()d do~.ara n t'u~ open It!lrkct. This 

tha11 they dir:burc,e during this particular period,. u ll begin to have more !rltmey in 

their eh.ecking accounts than ccrr ,sponds to theiz- L1cli vidual indebt0 dness to tha Bank; 

and this wiD. lco.C. t o over f1.o•r 1-. chC.C}OS of rod doll ::"fJ by t 10 Be... 1.k o th~ir behalf o 

Th0ga ovorfloH ptu"chacon i-:ill e. .. e._.. contrib 1te to tho increcce of tho red dollur pr:t~e 

during this paz·t;iculal· period. 

A rise in tho p:!'ico of J•cc1 dolJ.o.rs means that. tho cavings of the eonsm ers 

havo ineroo.cod in pl'rcho.cin[; pouer' A COl'~ :lin (:cacti on c: the rod dollars pure :lased 

by the Centra:•. E1~.:nl" d·~rri~1£; thr t p ;:c:tcd "rtll b-3 red oJ. a.rs oold by consU111ers '..rho wish 

Thore ma.y b0 oleo C()n::JUmors 110 ~ri.J ttc-sun; that the p::L~lc~ of r~ -:1 dollars t,rill inerea.se 

still f\u·thcu· , and Hhu• uishing to spe-crll.latG_, Hill prcf.'or to OrTO'!<f gree dollars n 

th ir red d olla.r dcposi t:.; e.nd tho:.1 pu chaso conmmcr u ~ goods td th the co borrowd d~l= 

Thus cl:ru;in.g this partict2lar p.,r od ~~~of gTeon dollars from 
where money turns over more slowly, to the checking accounts of the consumers, 
thrs eheeking aec'O'llilts of th0 dealerc, / tvhCl·e money turns over fastest; i.e . , during 

!his particular period of loan shrinka@. tho~o uill be o.u increase ruther thetn a de.., 

rency system th re is nevor a shrinl~age of the "money volume •" even though there ma.y 

be a shrinkage of the "loan vo1'011locfl) 

We may further say that in this two currency s.ystem, if there is a tonden~y 

towards the slowing of' trade, 12ri-cos w:I.L. in a co!:t,~in _J;ense "fall~" and thez will fall 

1.mi1leQ1.atelyJ but th0y Hill "fall 11 in terms of r d dollars tmd not necessarily in terms 

gf green dollarsg Conoag!lontly. during such a period of "falling pr1ees," dealers may 

~inue to buy end sell at l!lssenti~ly unehang.&d prlces in €!:$len dollars, and make a 



A .:'ew remarks on snv:l11g iw th0 t•ro ~-t.li·rency eystem might illustrate cl:r ;::1in 

peeu11ar1 .. :Ls of ~.;his systbiD" 

An 1ncH~idual \-.tho eor..S'IliT.es nothing C<l!l r.;a t.: us much as he can earn, but ,,mat 

society !!.§. !! ~ ea11 se.ve ia d~te .a1.ued (if we disre~ard the possibility o.f manu

faeturing proClucts for stoek nnd saving by t.he stcring of prcducts) by the rate at 

whieh the to~ production nnd consumption irGraases4 In the_p~:r-~icular case, :ban 

th6re to no .t!ll•ther in~reace i.n the pop1lo.t1 n, :la urther teo!mologieal impr ,,ement. 

and th lS no ft:tr\.hcr P' sslble increase in eith6r prGdu ,ion or conmmption, socie.!{ 

as ~J~.?~-~n-g,ot nr-.'TQ....:':1~J£~ Let ua sec~ hot-; the t •o c -r:reney sys~om uould be= 

~a-re in this ext eme ec.De • 

He may, fOj," irw~an ;e, ho.~o u sitt'.<:~.tirm in Hbich at any ti e pe'Jple .,.m.-; 'Wish 

t0 d.ro.'J on their re:l dc:i.lur "'av-inc;s jnst balo.n~e the pc.,ople t·Jh(l; .Jish to increas 

their r8d d·olla.r sav·J.ngso The:i.'"' \fill tht>n be c e_•flc r pt.1rehnses of red dollars by 

the B'J.·,ll-;: f"cr in '.:i.vid\..c.l ace ".mto; but tb.e ri .... e ot l' d do J. rs l·ri.ll l'emain llilcllanged., 

On th•3 ~thcr han::3. if there is a gl"(;atcr t~ndeney to oave, the price or r8d 

dollars ttill !'ise a..'ld Hill lwep rising as long as this tonde:".ley persistso If a mnn 

who wielles to sav~ buys red dollars at a high prieo that dcea no~ mean, hcYa er, that 

he incurs a. l<osa; for if so-eiety persists in its sa.ving habi.ts, the price of red dol~ 

la.r.s will C{il'r~inue to_ru~, 

If there should be a reversal of the trend, ho~~ver; if for one reason cr 

anoth6r a. large number of people should S" .. 1ddonly d~ei.ce• that they \ro.nt to inerease 

their Mnsnmpt1on rather tha.n "to save, and if they bogin to draw on their red dullar 

aavingc, the pl"ico of rod dolJ.e.rs will fall en t.he market, e.nd this fall will tend 

t.CJ dis{..rUrD.ge a. further increase i:1 the consumption on the part of those who \unnt to 

eonsuro.~ at tho cent cr t,heir savin.;s .. 

Clearly 1 t is not poseible in any econoey to consume the savings of many years 

within & shert period \Jf timeo /1I1 attempt to do sc wuld, iu the ~wo currency syeten:., 

depreei~te the red dollar holdings of the savers, but it need not lead to a riae in 

the prlco of ·cousumei,~ s goods, as expressed in' green dollars; and •herefore it need 
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not dis\. 'Xb the re ti no "' t-Ja ·, • r d pri-: n. :o n"'. t·~ ge d.c 1unds need" \.heref· re, 

erioe a a a roc,.U t of st '1 a re ·el'Sc: 1 o the .::a-~1.ng ha its of soeiet ~ 

Such a :revar"'o.l o the s::rdng b:i.ts of soc:lety is, of course, not likely to 

occ:ur under ordered coud: t1onso It is I'lC·re li'-:ely ·chat socizty uill persis'~ in its 

saving habits; and it is quite pos ... i le h t this \o.'OU1 meru1 continually rising red 

dollar prieo:::so If th:t.o should be tho case, and if it ohould prove neeessary t~ pre 

vet the cotei."l ::ation, over 1 ng periods of tie, of t 1 ~ distribution of ::-ed dollar 

holdin -c, :.. t t~ight pc:·napo e ndvir:a le to iutx·cdee a ta.x bas~ on the annual eapi tal 

gain, represented by the ~.ncreo."'ed . .c;reen 'ollar val":.le of indivi • al red dollar holdings~ 

Alterna~ vel7, a t.a-;• bac~d n the au Pal incre-rJ.cn o: all eapital assets ovt~ad by an 

indiv. Clual mlgbt o.J.s" bt"J -co·· nidcr .d for t.1 p t".lvcnt ·on of the 1e""'erioration of the 

distrloutim'l of s:....vi1e;a. Either ;: these x0s could be · ~o.~ tax li ·e the in 

""omo tax to Hhich ·rc c.r at pres ... ~1 e.ccust 

BANK JOTES 

If greon dollarn e al<>o issued in the form o: bru 1- notos 1 as for sake of 

convcniencG ·they 01.1ght to be, the:rc exists the!!oreUcally the poss1b1li ty of hoardil.1g 

bank notaso Tn a two cu:n"enc!r econ· -.; !h,Qi."o_,,~~ bo much in.centive for such 

hoo:rdtg.s., But in order to at:lp any such tendency it might be required by law that 

ba'lk notes 1.!1 excess of, roy, r~100 par porson, be deposited on a bank account. before 

the~ 3lot of oach month.. If o:m wishes one co1:.ld ovnn go a step further and remove 

all legal protection fr m any ~'illegs.l" ho.2.rds of b!ll'l ote.,e Finally, if there should 

be insiat(mce <Jn having a. foolproof system, n0 might limit the validi.ty of individual 

banknotes t.o one calendar mon·t ·.1 (or maybe ona calendar year) ., Then, of course, wa 

could be q-uite at.'re tho.t all bank notes ·!Ould be pald in en a. bank account before the 

time limit setn l'c. ie 'IJ.411kaly, though, t at such e. draatie mea.a11re ehould be require.i 

in th absenc~ of any ~anifeat incentives for hoarding of bank notes~ 

.QENERAL REl-1ARKS TO TH~ TWO @F.RE!ffi.L§~ 

A market economy 1n a ~ pitalistic setting Yill bes~ funetion if there is an 



incentive to invo~t;;Iewt by expe ~ ':.atinn o. pro.t"i t (. d if it ·.s pr fi tub1.e to inves'~ 

then we maY' e:.rp0ct that those who u:Lsh t bt::r 'OH •. :JL ~-- .1. or ~):rocnc· ion purposes • .. fill 

be prepared to pay interest at a certain appreciable rate. In the syatem prop~sed 

in this paper there is an equitable alloea~ion of }.oans by 'lleans of allowing the in~ 

terest rate t.o be det,m."1.linoc1 by t'1e nm.rket? vi t the r ~Jd.wtn t ta.l v-o11~1e of loar s 

being fixed b.· t ~ nominal value of ·!;he to~al am.ou~1t of Z'ed d llars in tha s;ct;em. 

If too many wnnt to borTow t o rrn ch, those ·r:!.lling to pay the higher interest .l.·ate 

tdll have pr~..:'erenC•3, as it. (;1:1ould beo 

A man Hho e.equhcs p:c '1 r~.t"ll.'U's l' oi t 1er by earning t:1em cr by selling a ·me 

of his assets, ac·qu:tres the ··~_ght to c:om:ume i'l"om current producc.:ton. A m..~ who 

l-!O.!J.ts to "save~•· em o:l. th.c1. buy -o o and stor.::l th~:n, or h~ ms.y invest in some businoss 

for b:~rtaace by buy.1:.1g ctockp, c:r c m glYt ecqnirc .,. :1y b'tlying red dollars .... the right 

tv le d money to o ... hern, v ... o. the BMk, at the m.,rl'.en ~ tnte::cs · r""'teo Tl1e equitable 

al1G~ut:i.c:'1 of the :dght t lcnrJ :01 u<:.y ".v ,,~!1~::-: is · c~ mplished b~r ps:M!ci.tt:;.-1...; t a 

pr:tca of red doD.ars to bo do·::.e:cm ned by the ma:rke~c 

Tho only f\mctton of tho Covornment in_ this system ecn~ists in determining 

t he rata at \·7 ich additional amounts of red dollars are issued .. Clearly, ho,,J mu~h 

shoulll be invested in toto in accordance u!th the desirable and possible expansion 

of the economy is a decisiou ~1ich the ca.m~1uity mus~ mruce in the light of the incraase 

of population and the ad:vances of technology 1...tt'deh make a rise in ·the standard of 

living possible. There is no reason why the Govarnrn&nt should enter the economic pic~ 

ture in any other way, or vhy the ln'dget of the Government shoulC. not be balanced at 

any timeo Only inasmu~h as the G-overnment may embark on ee.mmercial or indus~rial an

teTprises~ would the Government, like any other entr~praneur, be justified in borro~

ing money at the prevailing rateso 

It should be, ho·Hevo:-, tho concern of the Govern."llent to ma.intain a distribu

tion of savings ~nder which the two curren~y syot€n eru~ satisfa~torily operat~. As ~ 

have mentioned before, one might think of variovo reasonable systoms of ta..xat en whi~hp 

if nee~ssary, could be invoked for the purpos~ of pr Yenting deter1crat1on over long 

pe~ ods of ~i e of the distr ion r red dollar h~. ·ngsA 
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In-

we shall , 

or 

the eneral fra..mevrork of the c·onstant flo~v system, 
I 

provisions and finally in detail its rules of procedure, 

sake of a more definite pr sentation, frequently . ore 
"~.....,..~·~ 

tily postulate one out of se eral possible modes of ~~~~i-

c • 0'-<...e-<l 
also postualte ~~~·c=::p;::m~'lttr'e-6 whicn r.ti."". t be C.lm-

tJl.N,;t'_ /t-t ~·~ " ;.J -~"9~?7-
bersome in practic ~ 'csllsao unneces~ Such probably unnece sarY. r

4
_ 

~ <L.. .. .--, ,. __ ..# Au-~..4/;~ ~ P ~~<._ 

~e~T. ~~XWMIJ introduced here becau;; .;;:6 ee:sier'"'" to- a~ 
0

• -

I 
Jl;(~which is foo~-proof . The behavior of n an econ mic 

system can be analysed nly by making a certain assumption concern.ing the ~~~~ 
r 

consumers . By discussirlg a system rhich is as nea.rly as ')OSsible foolproof 

it is possible to educe t.te se assumptions to a minimum , and to operate 

only vri th qssumptio'1s which TP.ay -Pind universal acce. tance on the part 
~~ ~~~~ 

of all aconomists~f we ~abandon some of ~~! ~~e:=-
vV~-""" 

the syste~ e less cumbe~some without necessarily becoming less stable . 
~--5( 0-~_14¥~;3-:! 
, y ne di seussion of its stabi ?-ty we then ~a larger nurr:ber of 

a ssumptions relating to consumer enav or and the validity of some of 

these asswnptions migh-Wa subje :t of controversy among economists 

that cannot be settled aterial available at present . 

/ 
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In contraet to tnese two instititions tnere are h..lsiness or 0 anizatio s 

that. operate for profit in th~ mone~- market, vrhich we shall call banks , 

thou?;h t1eir functions are not exactly identical> ith the functions of 

present da banks . These banks r~~~~pt moneJ deposits on XMM 

chec r~oun~ ~v-~rr tt {. 

a may oqtain ~ b:> selling tt~e t.J"'*TYA(...¢o1~~ 1-v~ P~::r. 
~rttJ:I ~-:;n act a.s a broker between tnosc who vrish to 
·vvy rwcr-/~~ 

loan money and those who wish to lend money . But4t bank ~ :i:!:>--tb"-Li~s;-=-----

·'fi2¥ H~rgk~ ma;r ~)~ ~~i:-;;'~~ nc4ut: 
r/t2--, ~~ ~~~,
~~~~~~~~y~ 

~~stezo....migfi.t :Ln<iuce l:iaar inG On the~ 

~~~lf't.o lo~R. mone-y---on the lo!'l'§==.te~ IDOOfM ~hall 
\tz,~ constant flow i -· 

se~hat in the ~~1l.Xfit system th6 s1 sar.e limitatior~a.y _ 

-;::/' not have any cLtrinmetal effects on the money market . /'-_~ ~,___..._ k<-<-
(' ~<)~ 

--- _ _ __/ 

.. - t- !- , 1-... 
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In addition w this initial invest ent he nee s a certain amount 

of cash on hand to serve as his workino capital . This cash he nay 

obtain, for instance , in whole or in part by borrovring from the Bank a ~ 
~~D I 

~xd l~ charged to his special debit accoun ~nd credited to his checking 
- i')--~ 

acc,Juni) a..:;ainst ~o~5::. ~tP that . :ay serve as coll::tteral, f or ifte tanee 

/ f ; 
stocl<"s , bonds ,~c . ?te shall bs part,f·cn±m l ;y e~~ 

~particular case when a business r;;;.:;J;iJ u'"e.Sdebit letters as collateralt_ 

(Jv.-L ~ ~~~-~c:.r-7 (7~ ~ /Lt4.--r--
~ .~ r'Z-r~ ~~~ /Z ."k- ~r~, - -
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Detailep Provisions of the Con:tant Flo·;~ System 

The provisions ·which '• J shall postulate in the followin; may not all 

be necessary for the functionin; of the system . hey ·u·e in roduced i"lere 

in an atte•.pt to arrive at a system which is foolproof . It may not 

be necessary at all for the satisfactory functioning of the system; in 

practice such foolproofness is hardly necessary . But for the purposes 

of discussion fomlproofness has a great advantage ; t1at discussion can be 

carried out on the basis of or.ly a very few assumptions concernin, the 

behavion of consumers , fur1ctions iVhich may find universal acceptance 

on the part of all econmmists . If we made the systerr_ less fomlproof 

its operation might not be any less satisfactory, and as a rna ter of 

fact , it miGht be less cumbersome . But the discussion of its stability 

might then require a large number of assumptions relatinr; to consumer be
then 

havior and the validity of some of these assumptions mi~htjbe sub·ect 

to controversy among econmmists and the statistical material available 

at present might not be sufficient favorably to resolve the controver~ . 

Vfe postulate the follovfing provisions : 

a . All wages and salaries are paid on the second rlay of the month . 

b . No checks ma-- be dravm on the last day of the month , and checks 

re- ceived on a checkin account during the month , will , (a ~ if they represent 

payL:ents received for the sale of capital assets , be credited within a dg;y , 

(b) if they do not represent payments received for sales of capit.al assets, 

be credited on the last day of the month . 

c . The interest char ged on the account difference (c- d) is calculated 

from the amounts shown on the last day of each month on the checking account 

and on the special debit account . 

d . In puition to a chec~ing account and a special debit account aao h 
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person or business has aJso a 11 red dollar 11 account XX with the Banlc 

One red·dollar represents the of all debit letter of the 

nominal value o~ one dollar . Debit letters may be presented in the 

:orm of red dollar certificates in the total amount of R and the Bank 

is obligated to ~ maintain 100 per cent coverage of red dollar accounts. 

e . Anyone who has red dollars in his red dollar account is free 

to overdnaw hie checkin~ account and the Bank will automatically 

vrithin ~venty-four hours sell red dol_lrs on his behalf and credit 

his checking account so as to elininate the overdraft . 

f . In periods of time when the special debit volume is shrinking 

the Bank ma.-r purchase at the end of each month on behalf of each person 

whose checkin~ a , count shows an excess~ (c- d) over his special debir 

account X For a certain fract on of his excess debit letters on the 

open market with which it will credit the corresponding red dollar 

a~count of the client . 
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I 

If a physicist writes about a subject relating to economics he o .. a the 

reader an explanation, !t not an apology . The advances of physics have led the 

world to a point where the establishment of a orld Gove ent, one way or another, 

can m longer be very far of£ . Yet the world is far from being readJ for this 

inevitable development. To take just one example, let us assume that a free :market 

econo:m;y will be maintained under a World Government; how shall we avoid the periodic 

r ecurrences of boolll.8 and dep~rees:i!ons; shall we t to stave off depressions on a 

catch-as-catch-can basis, through ad hoc legislation by some ·orld Parliament? 

Surely, we will have to do better than that. In a sense, the problem y be 

simpler under a World Government, for we have then to deal with.! closed econo& 

and need not be concerned with changing tariffs and other tmcontrollable trade 

r estrictions. Looking tolYS.rds such a more remote application rather than the 

possible ~diate applications of the rinciples discussed in this paner, the 

discussion is limited to conditions pertaining to ~ closed econosr, and it does not 

cover the transition from the present to the proposed system. 

A free market economy under the c onventional monetary system is char cterized 

by alternating booms and depressions. It is not possible to eliminate these 

fluctuations by controlling the interest rate, a method of control which has its 

obvious limitations in the fact that the interest rate cannot be made llerthan 

zero . While such a market economy is obviously unstable, it is not ea::Jy to 

disentangle !:11 of the factor which enter into the causation of booms and depressions. 

It is, however, !121 necessary to do this in order to see that tmder a slightly 
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different moneua:r-.r syst , whlch is based on two currencies rather than one, it 

would be possible to have a stable market economy that ua.tl ll:e free from the 

oscillations of the trad~ cycles . 

e arrive at such a two currency system through t he thought that D¥>ney 

fulfills in the conventional, single currency, system t\ro essentially different 

functions . On the one hana, it is used for paying wages and pu chasing goods 

from current production; an on the other hand, it can be "saved" and thus used 

to establish claims on future production. As long as the same currency is used 

for both ftmctions , the free market economy suffers, not from being too f ree, but 

rather from not being free enough . An additional degree of freedom is introduced 

if tw'O different currencies, spending money, or green dollars, and savings money, 
a 

or red dollars , are made to serve these two different functions, and if the 

exchange rate between them (the price of t he red dollars) is permitted to remain 

free; i . e., if it is l oft to be determined by the market. 

ADV ANC.t£ lm1ARKS ABOUT THE 'IWO CURRENCY SYST»f 

One result of the operation of the two currency system described below 

is that the~~~ general price level of consum~r 1 s goods may remain 

constant as e:xpressed in green dollars8 .& -.~es &'tliiiP "•"'Sr, leftg f)eri:eee e£ time. 
~~~~-~~~~ 

(This holds true tif we disregard the increase in the standard or living due 

to teclmological nrogress, W:lich should lead to an increase in the \'tage lev 1 at 

constant prices of consumer goods .) The price of the red dollar, on the other 

hand, may undergo variations, and also may show long tenn trends. It is these 

var iations of the price of the red dollar whi ch make it possible to maintain the 
. H . 

1' monoy volume .91, green dollars const ant over periods during which thore is a 

shrinkage 2f !:!!£.1
1.oan volum/'£! green dollars, and also to have a shrinkago £! ~ !2..!!1 

volume £! green dollars automatically accompanied by an increase rather than a 

decrea~e in the circulation of g r een dollars• 
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It is ~ relationship between 
1
i oan volume" (of green dollars) on the 

one II 1/ ~dl,....,a~ hand, and money volume (of green dollars) money circulation (of green 

dollars) on the other hand, which i§. responsible £2!: ih.;. absence .2! ~ essential 

· stability which characterises jh£ rket econonw: based .2!!. ~ conventional • 

sin e currency, monetary system. 

But an economy which is free from ~ instability could still suffer 

from considerabl e fluctuations; there could be a trade shrinkage with respect to 

certain tyPes of goods, and an expansion of trade with re cct to certain other 

types of goods . If' such shifts take place ve ra.pidl , there may not be enough 

time for proper adjustment, and there could be 'lmemployment :In certain industries, 

while the production capacity of other industries remains insufficient to meet 

the demand. Such undesi rable phenomena might develop in a t'WO cUITency economy 

also, if the distribution of sav-.ings (of red dollars) ehould be deteriorated) 

i.e . , if!!!! people ~ ve large savings , !m1 ~ ~ 2! .!!h! consUJ'IleBe .h!!!. 

!!2. savings .!!i .!IJ.• 
The two currency economy described below wuld function all the mre 

~ ' ~t4h.., 
smoothly the larger{fraction of the· savings (of red dollars) i ,fo-wned by the 

consumers; and the more their distribution resembles the distributi on of the 

normal spending of the mdividual consumers . 

In the subsequent discussion of the two curr ncy ystem we shall always 

imolicitly assume a distribution of savings which is utficiently far from 

deterioration. We shall also briefly discuss, later, the possibility that it 

might be necessary to prevent a deterioration of the distribution of savings 2!!t 

lon periods £?.! time, by eo'!le form of taxation, which might be based on the y rly 

increment of capital assets of the individual rather then /fif:: annual income . 

A shrinkage in the loan volume will in the two currency system alw~s 

lead to an imnediate fall in the price of consumer ' s goode~ !!2i!!! terms£.!. green 

dollars,...J:2!:!!?.!!! terms 2£. ~ dollars, (the price of lirl.c 1 will necessarily rise - 6-d 

~~~ 4-4-L-



.. 
•' -4-

with the s 1rinking of the loan volume. ) and!!!~ sense, the t-wo currency 

system is free from price ri.gidi ty. 

In discussing the t .-o currency "stem we shall assume that the system 

haasbeen in operation for a considerable period of time, so that the disturbances 

which may occur during the transition from the one currency system to the two 

cur6·ency system have faded out. 

We shall, for the sake of s:im.plicity, assume that there is only one 

bank, which we shall call the Bank; but we shall distinguish between the Bank and 

the Central Bank. 

SPIELRIDELN 

We postulate that all wag s and salaries are paid 

say monthly 1 on the first of the mont 

e further postulate that ever,y person and every business has a checking 

account with the Bank, in green dollars; and that all wages are paid and all 

purchases of goods are made by transfer through check, in green dollars . (We are 

thus disregarding for the time being the possibllity that for the sake of con-

Vllnience a certain limited amount of green dollars may be issued in the form of 

bank .notes t o the public . is point will be discussed later. ) 
rka-Jo~'n.. 

Any person or businesEfmay have with the Bank an account in red dollars . 

wboever has such a red dollar holding is entitled to a loan from the Bank 

of green dollars in amounts up to the nominal value of his red dollar holding . 

All green dollar loans granted by the Bank are c rried on debit accounts, 

on which interest !! charged (in green dollars) at the current inter at rate . 

Correspondingly, interest !.!?_ paid by the Bank at" the same current inter t 

rato (in green dollars} on the nominal value of all red dollar accounts . 

On y a fraction of the ~ loaqfto wich the red dollar depositors are ~ lo.Jc. .,.riO/ 
entitled ~An f' ct be taken uo b them, and loans ~till be granted by the Bank 

against s c ·ties other ths.n 1\W red dollar deposits . 
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Gt 
We postulete that the total numbe7/ or green dollars,· the system 

is equal to t he total number, R, of red dollars in the s stem; i.e., t he total 

amou'1t, G, of the green dollars in the S"J stem i s equal t o the nominal value, R, 

of the total amount of the red dollars . 

We shall assume for the sake of this presentation that both red and green 

dollars are printed in the form of certificates, which are kept either in t he Bank 

or in the Central nk, and \ihich are not releas d to the public . 

The Bank is obligated to keep 100% coverage in red oollar certificates 

for red dollar accounts; and lOO~tt coverage in green do r certificates for 

green dollar checking accounts. 

¥ e postulate that originally all red dollars were owned by the public, and 

accordingly all red chllar certificates W<Jre in the Bank cover-lng t he red dollar 

accounts of the public . The Central Bank owned at th t tim no red dollars, but 

it owned~ the green dollars, had loaned !Y:_ of than to the Bank, and the Bank 

had loaned .ill of them to the public . In this original, or standard, condition, 

the total of the debit accounts, D, is therefore equal tot he total, C, of the 

checking accounts; and incidentally, also equal to the total e.munt, G, of green 

dollars in the system
1

f which is in turn equal to the total nominal value, R, of 

the red dollars in the system. That is, in the standard condition we have; D equal 

C equal G equal R. 

We shall see that -this atandard condition is not necessarily maintained 

all the time, because as some green dollar loans are repaid to tho Central k 

t he Central Bwrn< will purchase red dollars in the open market for green dollars; 

and t he total, D, of the debit a ccounts may thenfall below the total, C, of t he 

checking accounts. However, as we shall see, under the rules of operation described 

below, the system will return from time to time to the standard condition. 

In the subsequent discussion we shall call the total,D,of the debit accounts 

also the "loan volume", and the total, C, of t he checking accounts, also the "money 
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volume". 

If there is a trend towards trade shrinkage, a s reflected by a d eel.! e 

in the total, D, of the debit a coounts ·~he l eM ·Nkw~ by a certain value, 
uns/1 

delta D, there .-.q be also a correspondinr dec1.1lle, delta c, in the total, c, of 
C D 

t he chocking account (delta ~ equal delta ll) o The is then free to return 

to the Central Bank green dollar certificates in this wmunt, delta c. 
rle postulat e the rule that t he Centra~ Bank shall in! ediate purchase 

on the open market red dollars for this amountfor ~reen dollar ([e1~ Ae a 

r esult of this ""'Urchase, t he total,ll:ixk\wxcWec)c tag~ C, of t : e checking accounts 

will -... rise by this same amount, delta C. -
• This activity of the Central Bank will continue as long as t-trend 

continues . During t"lis period of time the Central accumulates a tund of 

red Cbllars purchased at rising prices, while t he total, c, of the checking 

accounts remains constant (except £or t:~ t ~· s change, which ma.- remain 
• uncomppnaated.) During th~ same period the total, D, of t he debit accomts 

falls from its original value, D equal c, to a value D ~ C . 

If subsequently ther e is a reveraal of trend; i . e., a tendency towards 

acceleration of trade, as reflected by ' ncreasing demands for loans, t he Central 
~ Bank will then sell red dollars from it ~ulatea fundJx&AM>tWwcwxca)ww•••ll 

~-la«B at falling prices. and the green dollars which t ~e Central Bank so 

q_cquires will be loaned to the Bank, which will then grant a dd.i.tional loans to the 

public . During this eriod of time, t h red dollar fund of the Central k 

diminishes , the total of the debit account s rises, and t he total of t he checking 
cr~ 

accounts remains constant (excent for l!il• 1 li t day's. change , which y remain 

uncompensated. ) This process comes to an end when the red dollar fund of the 0 

Central Ba.nk ha~ " exhausted, ~•ii1ich time t he total, D, of the debit accounts 

has again risen to a value close to its original value, G. 

(This total, D, of the debit a eeo1mts, may not have returned, however, 
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necessarily to exactly t he original value ·r//i D,. equal G; i t may be a trifle I "4'. 

lo ., or or a trifle higher, according to whether t he Central Bank made a loss or 

a ga ·'"n when it sold its red dollar holding . This is a minor point, but in order 

not to leave ~ uncertainty on it, we postulate that t he total, Kr D, of t he debit 
'--~.-.-,~~ accounts is brought back to exactly t he standard valu/J4i D equal G•l either by 

a flat bonus or a flat tax on all ~bit accounts . Either bonus or tax wuld be 

verJ small because of the essentially sy~etrical character of the processes 

'Which lead to t he a ccJ.ID.ulation and to the disposal of a red dollar fund of the 

Centr al Bank. This minor adjustment could be made annually; and m:>reover, if it 

is desired, it could alw: s take the form of a partial refund of interest on debit 

accounts, provided we are willing to let t he interest rate demanded on debit 

accounts be JJlightly higher th t he inter at rate ~e red dollar de eit .) 

OVffiFLmf PURCH.\SES 

The amount of red dollars de;>osited on anyone ' s r ed cbllar a ccounr. is not 

limited by an,_r rule . Similarly, the anvunt of green cbllars kept in anyone ' s 

checking account during ~month is not limited by any rule . ~ 2!!. !:h2, 31st 

2£. ~ month 2 ~ ~ remove .!!:.91! anyone ' s checking account :!&! amount !?z 
which ~ a count exceeds !E:!, indebtedness 12. !dl! Bank,..l!!?, shown gz h!,! debit 

account); ~ !dl! ~ ~ EE.t sm,!:!!! behalf, !sr£. ~excess amount , ~dollars 

.2!!. :!'d1,! ~market, which ll. ~ credit :!:£.hi!~ dollar account . We shall call 

these red dollar purchases overflow purchases . 

Servic charges play in t tds t\'.ro currency system the role of friction, and 

have t he function to d en f"luctuationa . A se:rvice charge of 1% e.chaps, or a 

fraction thoreof, :ray be made on all sales of red money. This service chD.rge nn.1st 

be kept so small as not to affect any legit imate business, but r~gh enough to e 

it im?roi'it ble for nyone t.o sell at the beglnning of ~ month t 10 red dollars 
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Which the Bank · purchased on his behalf for hi.s excess green dollar holding. 

Real estate, stocks, and other capital invest rent a re according to our 
against paym.en~ l.n 

scheme purchasable ilr/red dollars; and again service charges should make it 

unprofitabl e to make such purchas s via green dollars by check drawn on a checking 

account . The urpose of these s~rvice charges is to prevent ~eculation in 
/1 ,, stocks, should l ea.d to an increase in the loan volume which would not refiect 

the mon~y reQuirement of the legitimate t r ade, would therefor e blur the picture 

and make the stabilisation of the system b r a simple set of rules rather difficult . 

THE TE 

Th ... interest rate ~aised by the Central Bank whenever its r ed 

dollar reserve ap"roaches zero, and by raising the interest rat sqi'.i'iciently 

~ it should always be .x>ssible to keep the demands for loans within the 

bounds set by tho rulo of 100, coverage of the checking accounts . Conversely, 

wherev.;:.r there is a marked trend for the accumulation of red dollar res rves in 

the Central Ban.'!{, the Central Bank uill decrease the interest rate until ~ 

fixed minimum value is r eached. 

In an ex1anding econoil'.!Y, whether t he expansion is due to the incr e ... se in 

population, ~.~ r to the increase in the standard of li vine, due to technolo5ical 

orogr ess, there is a need for a. steady increa. e in the money circulation if 

wish to maintain a high levl:!l of employment ,!1 constant Jrices . To eet this 

requir ent a certain number of green dollars and red dollars shouldfo. +.l:\eP9.C&•_, 
u,d._ 

be introduced in t ho course of :~car b7 the Central Bank. These two nur.~.bers 

~ should be equal so , s t o ret 1.in t 1e original equall ty the nominal value 
~//_~ .. ~~ of t he red dollar amount Md _.the~ ()J zreen dollar. L"l the sv ate.l!l. A 

corres) ond.ing number of Nd and green dollar ce.~. tificates\~ th printed 

~a~. 
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The amount of reen dollars ne-w-ly cr ted ~oaned by the Central 

Bank to the Bank, and ~le thetBa.nk to grant ~dditionil. loans leading to 
a correspondin increase in the total, c, cf t e checking accol.Ults . The red 

dollars which are nm·1ly created ~ever, be distribu ed ~among the 

pulation, in one manner or another. 

Let us consiaer now ~hat would happen if, for some reason or anotner,( <J7-
\?]_p_e_r-ha_p_a.....,@])"""in- a tri.staken anticipation of a fall in the general nrice level of 

conaumer1 s gpoda
1

#as reseed in green dollars) dealers should be induced to hold 

bacK with purchase ; i . e . , if th•c•x they a hould begin selling fr . stock without 

replenishing their stock. lf this ha pena, dealers w.Ul begin to repay loans 
~ 

the Bank, on which they,/J ave to pay interoet; and t · s will reduce the total, C, 

of tho checking accounts. The excess green dollar certificates no lo er needed 

for 100~ coverage of tho chocking accounts will then be currently tranaferre by 

the Bank to the Central Bank, ano. tl e Central Bank will then currently purchase 

red dollars on the 0!1en market . Tt1is activity of the Central will immediately 

lead to a rise in the p rice of red dollars . 

kaxfvrikli'J?I**£wl in • ted K roroover, cert, in percent age of the dealers who take 

in more green dollars thrm the disburse during t l1i s particular pe "od, 'Will 

begin to have 100re money .in their individual checkintr aecoun a than eorreaoonds to 
~~ their individual indebtedness to the .. ; and this will lead to overflow purchases 

o£ red dollars by the Bank on their behalf. These overflow purchases will also 

co.ltribute to the increase of the red dollar price during t rl.s particular eriod. 

A rise m the price of red dollars means that t l'e savings of the consumers 

have incn.ased in urchasing power. A certain f r action of the red dollars purch.ae d 
~~ 

by the Central Bank during that period ~d dollars sold by consumers who wish 

to buy goods "Which
1

1n terms of red dollarsJ are now cheaper than they wore before . 
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dollars on their red dollar deposits and then urchase consumer ' s goode \dth 

these !borrowed dollars. 
~ 

It ekel.'tl 'Bs r.e'68Ei "t:x .... t during this narticulnr period there Jill be. a 

shift of green dollars from the checking accounts of t.e dealers, where ney 
/ 

turns over more alowlJ, to the checking a.c.: ccounts of the consumers, llhel'e money 

turns over ,fastest; i . e . , during this particular period of loan s ..rinkage, there 

wi .l be an increase rather than a decrease in the ci rculation of green dollars , 

(We have seen before t hat in the two currency system there is ~ a.. 

shrinkage of the 
1~on volume: e en tho h tnere L"la:;J be a shrinkage of the 1oan 

IJ 
volume . ) 

the 

"fall" ~ ter.:ts .2! ~ dollars ~ !!2.!:. necessarily iu terms 2.! green dollars . 

Conseguentl;y, during .!!!$!. oeriod 2£. 11 falling prices«, dellers may continue !:2_ 

~ ~ ~!!:.!:, eesentially unchanged -orices in ~en dollar" a ~ !lE:!i!!. ~roi'it . 

fe 'I remarks on s ving in the two currency system night 1llustr:'lte certain 

peculiarities of this systao. 

An jndividual who consumes nothing can S.:\Ve as nmch as he cru1 earn, but 

hat society as a whole can save is determined (if we disregard tho possibility 

of manufacturing products for stock and saving by the storing of roducts) by th f«_ . 
r te at which ~ total production and consumption increases . In the particular 

case, when there is no further increase in t L6 population , no further techncUo cal 
. !~·~ 

improvement, and thu., no furthvr(increa.ee in either production or consumption, 

society as a whole cannot save anyth ng . Let us see how the two currency syste 
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would behave in t ds xtrem~'iir4 case . 

e ma.1 1 for instance, have a situation in which at any time people who wish 

to draw on t heir ~ reci. dollar savings just balance the peo:lle who wish to 

increaae th ir red <hD.ar savings . There will then be overflow purchases of red 

dollars by the Bank for individual accounts; but the price of red dollars will 

remain unchanged. 

On the other hand, if there is a greater tendency to save, the price of 

r vd dollars will rise and ~sill keep rising a long as this tendency persists , If 

a man who wishes to save buys red dollars at a high price that does not t1can, 

.owever, that he incurs a lose; for i£ society persi~ts in its saving habits, the 

price of red dollars ~ continue .:!::.9. .!1:!!• 

I£ there should be a reversal of the trend, however; if for one reason or 

another a large number of people should suddenly decide that they want to increase 

their conswnption rv.. er than to save, and if they begin to raw on their 

red dollnr savings~ the price of red dollars will fall on the rk t, and this fall 
4.~ .. ~ 

will tend to discourage ~l.nc1·ease in the conswnption on the part of those 'Who 

front~o consume at the cost of their sa ·ngs. 

Clearl;y it is not possible in any economy to consume the savings of y 
.._-un·~A.. ~ ~<~ o/ /-,:'.__._. 
years~ && s::.sgle yael. An attempt to do eo l«> · d, in t e t wo currencJ stem, 

depreciate the rod dollar holdings of t e savers, but it need not lead to a rise in 

the price of consumer 1 s [,OOds, a.a expressed in green dollars; and therefore it n ed 

not Clisturb the relations of wages and I rices. llo n mge demands need, therefore , 

arise as a result of such a reversal of the a avlng habits of society. 

Such a r oversal of~ the saving habits of society i , of course, not likely 

~o occur un.,er ordered conditions . It is .ore like_ly that society will perai t in 

its saving habits· and it is quite possible that this would Jnea.n contin~ rising 

red dollar prices . If this sho d be the case, i::f &J.d if it should prov necees~.ry 

to prevent the deterioration/' over long periods of tir.ie
1 

of the distribution of red 



dollar hol di.ngs, it 

capital gai,,1 represented by the incr ased green dollar value of in~vidual red 

do ar holding s4 

Alternatively , a t..:;X b ed on the annual increTilent of all ca)ital ass ts 

o\ffied b a.n individual m .:>ht also be considered for t_ .. v ~rev'-'ntion of th de., r i ora-

t . :f t d1 t ·b ti :f · • ·~ ~~£.~a ~~ ~on o ·.-w s ·rl. u on o sonngs •. . l1. J'l5"' 

A ~~~ ~ h'~ ~f:!~"'~ ~ 4 -d'-·~ ~ ~ ~~ 
~~ ~~~-tf/!4~~'J'-4'flf'~4'1C.,aHi• ec~ 

ANK NOTES 

If green dollars arc also issued in tho fo .. of bank notes, a s for sake 

of convenience they ought to -~ be, there ~theoretic lly t he noseibility of 

ho ding ba11k notes . In a tv10 curr ency econolDJ there would ~ .!?.! ~ ,;:;in;;;:.c;:;.;e;.;;n.-t-=i-v~ 

£2!: ~hoarding . But in order to stop any s-...tch tendency it might be reqUJ.red 

by law that bank notes in cess of, a ay, 00 ner person, be deposited on a 

bank account before t he 31st of each month. If one l'lishes one could even go a 

step further and remove all legal prot ction from 11 illegal n hoards of banknot a , 

Fi lly, if t here should be lnrii tence on having a foolproof syot , one ht 

limit t he validity of individual ba otes to one calendar onth (or maybe o e 

c lendar year) . Then, of CJurse, lfe could be quite sure t t all bank notes :ould 

bo paid in on a bank account before t he title limit set . t is~ unlike ·, 

though, that such a drastic moosure ~uld be required in t he abae."lce of any ·rest 

:inccntiveD for hoarding of bonk notes . 

S TO '1lill T: · CU.rooNC Y S!ST:Ei-1 

A mar ket economy in a c oitalistic sett ing will best function if t .ere 

iw an incentive to investment b { expect ati on or profit and if it is pr ofitable 

to invest t hen we ma~ expect t hat those who wish to borrow money for production 

purpo es will be pr epared to p· y interest at a cert · n anpreciable r te. In th 

syst pro 'osed in t his paper there is an equitable allocation of loans by eans 

of allowing tho inter est rate to be determined by the rket , with the u~.a. ................ 



-13---
tal volume of loans being fixed by the nominal value of the total a.D~>unt of 

rod dollars in th system. If too many want to borro too ch, those willing 

to pay the higher interest rate ~tti.ll have prefe r.ce, as it. hould be • 

. A man r1ho acquires green doll r .. , either by earo.ing them or by a 

some of his a-..seta, acq ires t!1e right t eo &u.ue fz:on current reduction . ~ 

~ . ,..,...t.c, k~l-J~~~,4rr~~~~7tl~ 
oonf wants to 11 sa.vo 11 ~u.n eit .• er buy goods and store .1em, or Le might ucquire· by " 

'--- \!")·-- l..t.c.. ~~ 
buying red dollars- the right to lend onoy to others) et t:Je current interest r te . 

Tl e equitable allocation of t > ~;~ right to le ,d money to othe s is accoc_!)lishcd by 

permitt:ing the price of red dollars to be dote Jed by the market . 

The only .function of t}1e Cove ent in this syst m consists in determining 

the rate at which additional amounts of red dollars are issued. learly, how much 

should be invested in toto accord311.Ce wit~sirable and possibl expansion 

of thee conomy is a decision which the conmrunity must make in the light of the 

increase of population and the advances of t ecbnology lilich ru.ake a rise in the 

standard of living possible . There is no reason why the Government should enter 

thee concmic pict':U'o in any other way, or -why the bud!!et of the Government should 

not b balanced at an time. Only ina uch as t 1e Gove , ent mAy embark on 

conmercial or industrial enternrises, would the Government, like other entre-

preneur, be ustified in borro .. ing money at the pr va.ilmg rates . 

It should be, however, the concern of the Gove ent to maintain a 

distribution of savings under Which the two currency stem can satisfactorily 

op r te . As we have mentioned before, one might think of various reasonable 

syste of taxation which, if necessary, could be invoked for the urpose of 
~~'1'~'.,...,?:, ff h.:~ . 

preventing deterioratio~h distribution of rod dollar holdings . 
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IIIARKET ECONOMY FREE FROM TRADE CYCLES 
.. ~ 
LEO SZILARD 

FOREWORD 

If a physicist writes about a subject relating to economics he owes the 

reader an explanation, ff not an apology. The advances of physics have led the 

world to a point where the establishment of a World Government, one way or another, 

can no longer be very far off. Yet the world is far from being ready for this 

inevitable development. To take just one example, let us assume that a free market 

economy w:ill be maintained under a World Government; how shall we avoid the periodic 

recurrences of booms and depressions; shall we try to stave off depressions on a 

catch-as-catch-can basis, through ad hoc legislation by some World Par~?~ 
~ ~/~ ?~ f ' -;#-Surely, we will have to do better than that. In --a senBe, the problem may be 

simpler under a World Government, for we have then to deal with!. closed econo!l\Y 

and need not b~ copcttmej.I with changing tariffs and other uncontrollable trade _,.,~ ... ~ ~.--. -&-~~ ~~~,___,...k -co •-.<.-~~~~~ .... r 
restrictions /' Looking towards such a more remote application rather than the ' 

possible immediate applications of the principles discussed in this paP.er, the 

discussion is limited to conditions pertaining to ~ closed econosr, an~ 
cover the transition from the present to the proposed system. 

A free market economy under the conventional monetary system is characterized 

by alternating booms and depressions. It is not possible to eliminate these 

fluctuations by controlling the interest rate, a method of control which has its 

y{l obvious limitations in the fact that the interest rate cannot be made smaller than 

(_/ zero. While such a market economy is obviously unstable, it is not easy to 

/i) disentangle all of the factors which enter into the causation of booms and depressions. 

It is, however, E£1 necessary to do this in order to see that under a slightly 
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different monetary system, which is based on two currencies rather than one, it 
~ 

would be possible to have a stable market econom;y that ; 3 J ee free from the 

oscillations of the trade cycles. 

We arrive at such a two currency system through the thought that money 

fulfills in the conventional, single currency, system two essentially different 

functions. On the one hand, it is used for paying wages and pur chasing goods 

from current production; and on the other hand, it can be 11 saved11 and thus used 

to establish claims on future production. As long as the same currency is used 

for both functions, the free market economy suffers, not from being too free, but 

rather from not being free enough. An additional degree of freedom is introduced 

if two different currencies, spending money, or green dollars, and savings money, 

or red dollars, are made to serve these two di.fferent functions, and if' the 

exchange rate between them (the price of the red dollars) is permitted to remain 

free; i.e., if it is left to be determined by the market. 

ADVANCE REMARKS ABOUT THE Tv'lO CURRENCY SYSTEM 

One result of the operation of the two currency system described below 

is that the ~s~eneral price level of consumer's goods may remain 

oonstant as expressed in green dollar s., e •eJl ovez vetj! long)>l!!riees Q;f i;ii me.-
~o-~~~c~~~~ 

(This holds true/~ if we disregard the increase in the standard of living due 

to technological progress, which should lead to an increase in the wage level at 

constant prices of consumer goods.} The price of the red dollar, on the other 

hand, may undergo variations, and also may show long term trends. It is these 
' 

variations of the price of the red dollar which make it possible to maintain the 

~money volume~of green dollars constant over periods during which there is a 

~ ) h ~ !_;/ shrinkage .2f ~ 12.2!!. v;ol~e 2£ green dollars, and also to have a shrinkage .2£ the loan 

(j) volume of green dollars automatically accompanied by an increase rather than a 

decrease in the circulation of green dollars. 
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/' I/ 
It is this relationship between loan volume (of green dollars) on the 

one 
/1 II ~,_,_.a~ 

hand, and money volume (of green dollars) ~/]iiOrley circulation (of green 

dollars) on the other hand, which is responsible for ~ absence of that essential 

instability which characterises the market economoc based ~ ~ conventiona+, 

single currency, monetary system. 

But an economy which is free from ~ instabil: ty could s ill suffer 

from considerable fluctuations; there could be a trade shrihkage with respect to 

certain types of goods, and an expansion of trade with respect to certain other 

types of goods. If such shifts take place very rapidly, there may not be enough 

time for proper adjustment, and there could be unemployment in certain industries, 

while the production capacity of other industries remains insufficient to meet 

the demand. Such undesirable phenomena might develop in a two currency economy 

also, if the distribution of savings (of red dollars) should be deteriorated; 

i.e., if~ people~~ large savings, ~the bulk of the consumeBs ~ 

!!£ savings at &!_. 

The two currency economy described below would function all t e more 
~ ~~ X smoothly the larger(.fraction of the savings (of red dollars s o'Wlled by the 

l1Z> con~e~s; and the more their distribution re~embles the distribution of. the 

nonnal spending of the individual consumers. 

In the subsequent discussion of the bro currency system we shall always 

implicitly assume a distribution of savings which is lufficiently far from 

deterioration. We shall also briefly discuss, later, the possibility that it 

might be necessary to prevent a deterioration of the distribution of savings ~ 

long periods £f.~' by some form of taxation, which might be based on the yearly 

increment of capital assets of the individual rather than?m:-: annual income. 

A shrinkage in the loan volume will in the two currency system always 

lead to an immediate fall in the price of consumer's goods, not in terms £f. green 

(jJ_ dollars, but 1!l_ terms of ~ dollars, (the price of >ibich >dll necessarily rise ~,.,. 

@ ~~~/ 
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with the shrinking of the loan volume.) and in ~ sense, the two currency 

system is free from price rigidity. 

In discussing the t wo currency system we shall assume that the system 

has been in operation for a considerable period of time, so that the disturbances 

which may occur during the transition from the one currency system to the two 

\'le shall, for the sake of simplicity, assume that there is only one 

call the Bank; but we shall distinguish between the Bank and 

Central Bank. 

We postulate that all wages and salaries 

say monthly, on the first of the month_ in green dollars. 

We further postulate that every person and every business has a checking 

account with the Bank, in green dollars; and that all wages are paid and all 

purchases of goods are made by transfer through check, in green dollars . (We are 

thus disregarding for the time being the possibi lity that for the sake of con-

venience a certain limited amount of green dollars may be issued in the form of 

bank notes to the public . This point will be discussed later.) 
~~~ 

Any person or business' may have with the Bank an account in red dollars . 

Whoever has such a red dollar holding· is entitled to a loan from the Bank 

of green dollars in amounts up 

All green dollar loans granted by the Bank are carried on debit accounts, 

on which interest ~ charged (in green dollars) at the current interest rate . 

Correspondingly, interest is paid by the Bank at"-the same current interest 

rate (in green dollars) on the nominal value of all red dollar accounts. 

~ 

Only a fraction of the ~ lo~to which the red dollar depositors are i.-. U. 
entitled~ fact be taken up by them, and loans will be granted by the Bank 

against s ecurities other than - red dollar deposits. 

' 
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G, 
We postulate that the total numbe7/of green dollars, ... in the system 

is equal to the total number, R, of red dollars in the system; i.e., the total 

'f amount, G, of the green dollars in the system is equal to the nominal value, R, 

@ of the total amount of the red dollars. 

We shall assume for the sake of this presentation that both red and green 

dollars are printed in the form of certificates, which are kept either in the Bank 

or in the Central Bank, and which are not released to the public. 

The Bank is obligated to keep 100% coverage in red dollar certificates 

for red dollar accounts; and 100% coverage in green dollar certificates for 

green dollar checking accounts. 

\·Ie postulate that originally all red dollars were O"Wned by the public, and 

accordingly all red dollar certificates were in the Bank covering the red dollar 

accounts of the public. The Central Bank owned at that time no red dollars, but 

~ it owned all the green dollars, had loaned~ of them to the Bank, and the Bank 

had loaned all of them to the public . In this original, or standard, condition, 

the total of the debit accounts, D, is therefore equal tot he total, C, of the 

checking accounts; and incidentally, also equal to the total a.m::>unt, G, of green 

dollars in the system,.(wbich is in turn equal to the total nominal value, R, of 

the red dollars in the system) • 'i&zat ie.~ the standard conditiqn we have D equal 

C equal G equal R. 

We shall see that this standard condition is not necessarily maintained 

all the time, because as some green dollar loans are repaid to the Central Bank 

the Central Bank will purchase red dollars in the open market for green dollar~ 

and the total, D, of the debit accounts may thenfall below the total, C, of the 

checking account~. However, as we shall see, under the rules of operation described 

@ below~/ the system will return from time to time to the standard condition. 

In the subsequent discussion we shall call the total,D,of the debit accounts 

also the "loan volume", and the total, C, of the checking accounts, also the 11money 
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volume". 

If there is a trend towards trade shrinkage, as reflected by ad ecline 

in the total, D, of the debit accounts~ by a certain value, 
w:.tt 

delta D, there ~ be also a corresponding de&L~e. delta C, in the total, c, of 
C D • 

the checking accounts. (delta X equal delta Lt). The Bank is then free to return 

to the Central Bank green dollar certificates in this a.JIDunt, delta c. 

We postulate the rule that the Central Bank shall immediately purchase 

/pr:"' 

will - rise by this same amount, delta C. --
This activity of the Central Bank will continue as long as thes trend 

~ 
continues. During this period of time the Central Bank accumulates a fund of 

red dollars purchased at rising prices, while the total, C, of the checking 
~ 

accounts remains constant (except for ~&e l!at dey's change, which may remain 

' uncomp:pnsated.) During thf.) same period the total, D, of the debit accoliDts 

falls from its original value, D equal C, to a value D 4lt:. C. 

If subsequently there is a reversal of trend; i.e., a tendency towards 

acceleration of trade, as reflected by increasing demands for loans, the Central 

~ Bank will then sell red dollars from its~d fun~~Dbda~zx~kE~dd~ 
i ~ at falling pricest and the green dollars which t he Central Bank so 

E4_cquires will be loaned to the Bank, which will then grant additional loans to the 

public. During this period of time, the red dollar fund of the Central Bank 

diminishes, the tot~ the debit accounts rises, and the total of the checldng 
0~ 

accounts remains constant (except for~~ day's change, which may remain 

uncompensated.) . This process comes to an end when the red dollar fund of the 

Central Bank boo ~.... exhaust.ed, o/ which time t he total, D, of the d ebi t accounts 

has again risen to a value close to its original value, G. 

(This total, D, of the debit accounts, may not have returned, however, 
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't' necessarily t o exactly t he original value ~ D equal G; it may be a trine 

lower or a trifle higher, according to '·rhether t he Central Bank made a loss or 

a gain when it sold its red dollar holding. This is a minor point, but in order 

not to leave any uncartaln~y on i t , we postulate t hat t he 

j accounts is brought back to exactly t he standard value;4f 

a nat bonus or a flat tax on all cebit accounts. Either bonus or tax would be 

very small because of the· essentially symmetrical character of t he processes 

which lead to t he accumulation and to the disposal of a red dollar fund of the 

Central Bank. This minor adjustment could be made annually; and moreover, if it 

is desired, it could always take the form of a partial refund of interest on debit 

accounts, provided we are willing to let t he interest rate demanded on debit 

accounts be slightly higher than the interest rate ~~~~~ red dollar deposits.) 

I· rN'k ~ '"Ylht.,..u' 

deposited on '_:,;:.~e:!:!a c~:.~. :o~) 
OVERFLOW PURCHASES 

The amount oi' red dollars 

limited by any rule . Similarly, the a.n:ount of green d:>llars kept in anyone 's 

checking account during the month is not limited by any rule. ~ 2!!. ~ 31st 

2£ ~month~ Bank~ remove from anyone's checldng account the amount 1:?z 

which this account exceeds his indebtedness to the Bank,~ shown !?z his debit 

account); and ~~~ 12& ~~behalf, .£2!: this excess amount, red dollars 

2!!. ~~market, which it will credit je his red dollar account . We shall call 

these red dollar purchases overflow purchases . 

SERVICE CHARGES 

Service charges play in this two currency system the role of friction, and 

have the £unction to dampen fluctuations . A service charge of 1% perhaps, or a 

tfj fraction thereof, may be made on all sales of red money. This service charge must 

be kept so small as not to affect any legitimate business , but high enough to make 

it mnprofitable for anyone to sell at the beginning of each month t he red dollars 
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· ~~ 
which the Bank • T purchased on his behalf for his excess green dollar holding. 

Real estate, stocks, and other capital investment are according to our 
against payment3 in 

scheme purchasable W red dollars; and again service charges should make it 

unprofitable to make such purchases via green dollars by check drawn on a checking 

)< account . The purpose of these service charges is to prevent ~ation in 

i 

fl II 
stocks, should lead to an increase in the loan volume which would not reflect 

the money requirement of the legitimate trade, would therefore blur the )icture 
.... 0 ' -•· -and make the stabilisation of the system by a simple set of rules _....~ difficult . - --

THE INTEREST RATE 
~ 

The interest rate ~sed by the Central Bank whenever its red 

dollar reserve approaches zero, and by raising the interest rate sufficiently 

~ it should always be possible to keep the demands for loans within the 

bounds set by the rule of 100% coverage of the checking accounts . Conversely, 

wherever there is a marked trend for the accumulation of red dollar reserves in 

the Central Bank, the Central Bank will decrease the interest rate until ~ 

~~;,ed minimum value is r eached. , 
' LONG T.ERM INCREASES OF THE RED OOILAR AND GREEN DOLLAR AMOUNTS IN THE SYSTEM 

In an expanding economy, whether the expansion is due to the increase in 

population, or to the increase in the standard of living, due to technological 

progress, there is a need for a steady increase in the money circulation if we 

wish to maintain a high level of employment at constant Prices . To meet this 

requirement a certain number of green dollars and red dollars shouldJ- ·MteP&forei 
£.tvl4 

be introduced in the course of ~year by the Central Bank. These two numbers 

should be equal so as to ret;i· the original equality W.~ert the nominal value 
""d~r i, _w .. ~-

of t he red dollar amount and he8 ,ft green dollar~~~stem. A 

corresponding number of red and green dollar certificates ~en printed 
u..,.,l... 
~ year. 
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The amount of green dollars newly created ~aned by the Central 

to the Bank, and ~le tbe :..Bank to grant additional loans leading to 

a corresponding increase in the total, C, of t he checking accounts . The red 

J dollars which are newly created ~ever, be distribut ed free among the 

population, in one manner or another. 

PHYSI OLCGY OF THE TWO CUR.R.ENCY SYSTEM 

Let us consider now \mat would happen if, for some reason or another,~ 
~mistaken anticipation of a fall in the general price level of 

consumer's goods ' as expressed in green dollars) dealers should be induced to hold 

back with purchases; i.e., if Dere>c they should begin selling from stock without 

replenishing their stock. If this happens, dealers will begin to repay loans to 
.~ 

'/'- the Bank, on which theyjhave to pay interest; and this will reduce the total, C, 

of the checking accounts. The excess green dollar certificates no · longer needed 

for 100% coverage of the checking accounts will then be currently transferred by 

the Bank to the Central Bank, and the Central Bank will then currently purchase 

red dollars on the open market. This activity of the Central Bank will immediately 

lead to a rise in the price of red dollars. 

liiJI:xfxrj;!rr!Xru«ceHuat.e•h:: Moreover, a certain percentage of the dealers who take 

in more green dollars than they disburse during this particular period, will 

begin to have more money in their individual checking account s than corresponds to 
a~ 

their individual indebtedness to the N&.k ; and this will lead to overflow purchases 

of red dollars by the Bank on their behalf. These overflow purchases will also 

contribute to the increase of the red dollar price during this particular period. 

A rise in the price of red dollars means that the savings of the consumers 

have increased in purchasing power . A certain fraction of the red dollars purchased 
~.~ 

by the Central Bank during that period ~ dollars sold by consumers who wish 

to buy goods which/ in terms of red dollar~are now cheaper than they were before. 
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~~ ~~~~ 
There -;:;?be also consumers ,...,zw;i.oB \a spa~~~~~~~;'~- . 
price of red dollars will increase still further.,~ er to borrow green ~ -~ 

/ 
dollars on their red dollar deposits and then purchase consumer's goods with 

t hese borrowed dollars. . ~ ~ tL _ 
~ / li>C>a::;> » ;: '4.c;;t' ' ·~ ' i• z; 

·ir'S ehe1:1ld be ne~ea~during this particular period there will be a 

shift of green dollars from the checking accounts of the dealers, where money 

~ turns over more slowly, to the checking acccounts of the consumers, where money 

turns over fastest; i.e., during this particular period of loan shrinkage, there - ,, , 
will be an increase rather than a decrease in the circulation of green dollars. 

(_, 
1

1 ~ , /• < m (J... ~ ~ {We have seen _befort' that in the two currency system there is l!ID ._... .... r-

-1., A shrinkage of the hmoney volume:
1 

even though there may be a shrinkage of /the loan 
II 

volume.) ~ 

We mayj say that in this two currency system, if there is a tendency towards -~/ 
~~ t:e-, ~""t 

the slowing of trade, prices ~ ill.~ certain ~ ~ "fall", but they ~ 
'~ ~ "fall" 4n, terms of red dollars and ~necessarily in terms ££ green dollars. 

Consequently, during ~ §. period 2£. "falling prices" , deilers may continue to 

bu;y; and~~ eesentially unchanged prices in green dollars, ~make ~profit. 

A few remarks on saving in the two currency system might illustrate certain 

peculiarities of this system. 

An individual who consumes nothing can save as much as he can earn, but 

what society as a whole can save is determined {if we disregard the possibility 

of manufacturing products for stock and saving by the storing of products) by the 
14. 

rate at which ~ total production and consumption increases. In the particular 

case, when there is no further increase in the population, no further technmlogical 

improvement, and thus no furthe~~;::~~:ither production or consumption, 

society as a whole cannot save anything. Let us see how the two currency system 

!J 
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)( would behave in t his extrem.~ase. 

We may, for instance, have a situation in which at any time peopl e who wish 

to draw on t heir azvkmgs red dollar savings just balance the peo~le wbo wish to 

increase their red dollar savings. There will then be overflow purchases of red 

":/._ dollars by the Bank for individual accounts/ but the price of red dollars will 

remain unchanged. 

On the other hand, if there is a greater tendency t o save, the price of 

red dollars will rise and will keep rising as long as this tendency persists. If 

a man who wishes to save buys red dollars at a high price that does not mean, 

however, that he incurs a loss; for if society persists in its saving habits , the 

~ price of red dollars will continue 1£ rise. 

If there should be a reversal of the trend, however; if for one reason or 

another a large number of people should suddenly decide that.theywant to increase 

their consumption rather than to save, and if they begin to draw on their 

red dollar savings, the price of red dollars will fall on 
~ 

the market, and this fall 

will tend to discourage ~ increase in the consumption on the part of those who 

want to cons.ume at the cost of their savings . 

Clearly it is not possible, in an7, economy to consume the savings of many 
1,.v\/:--f~ ~ ~ ~~ .. 

years Y;t ave si~lQ yQar . An attempt to do so would, in the t wo currency system, 

depreciate the red dollar holdings of the savers , but it ~~ead to a rise in 

the price of consumer 's goods, as expressed in green dollars; and therefore it ~ 
~ 

not disturb the relations of ~mges and prices. No new wage demands ~' therefore , 

arise as a result of such a regersal of the saving habits of society. 

Such a reversal of the saving habit s of society is, of course, not likely 

€o occur urider ordered conditions . It is more likely that society will persist in 
~~ 

its saviP~ habits ; and it is quite possible that this would mean continu~ rising 

red dollar prices . If this should be the case, i::t and if it should prove necessary 

to prevent the deterioratio~ over long periods of tim~of the distribution of red 
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:~ L ~~~~ ff.ze;o at:-jll•lk
dollar holdings, it might perhaps be advisable to Aa¥~~~eybased on the annual "4'4 
capital gainf represented by the increased green dolla; galue of individual red 

dollar holdingsJf.ftt\;haz thM eas~d. Ga tae annttal ifieome, a& i v at; px•ase1 d • r 

~m!Iy/ Alternatively, a tax based on t he annual increment of all capital assets 

owned by an individual might also be considered for t he prevention of the deteriora

tion of the distribution of savings. fc.~ 4 ~ 4.c~ ~ k 

~· ~ ~)-:z:~; -:·~se ~Z:6 p;•-'~~~4( 
J.-£4~ ;~ ~~ ~ 

BANK NOTES ~ ~ ~ (1Sa I 4 ,_ ( ... ~ a .. ,,. £ ... <;a ; • • ...., • a gj ' 

k-~~ . .-..t,~ ... -~-- ..... ~- -
If green dollars are also issued in the form of bank notes, as for sake 

V' of convenience they ought to be, there ~etically the possibility of 

hoarding bank notes. In a tvro curr ency economy there would !!£i ~ ~ incentive 

12£ ~ hoarding . But in order to stop any such tendency it might be required 

by law that bank notes in excess of, say, $100 per person, be deposited on a 

bank account before the 31st of each month. If one wishes one could even go a 

step further and remove all legal protection from any 11 illegal11 hoards of banknotes. 

Finally, if there should be insistence on having a foolproof system, one might 

limit the validity of individual banknotes to one calendar month (or maybe one 

co.lendar year). Then, of course, we caul d be quite sure that all bank notes would 

v- be paid in on a bank account before the time limit set. It is I#!IJ unlikely, 

though, that such a drastic measure~uld be required in the absence of any manifest 

incentives for hoarding of bank notes . 

GmERAL RElvfARKS TO THE TWO CURRENCY SYSTEi•l 

A market economy in a capitalistic setting will best function if t here 

ivan incentive to investment by expectation of profit,&BEt if it is profitable 

to invest
1 

then we may expect that those who wish to borrow money for production 

purposes will be prepared to pay interest at a certain appreciable rate . In the 
I _, 

system proposed in this paper there is an equitable allocation of loans by means 

of allowing the interest rate to be determined by the market, with the maximum 
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total volume of loans being fixed by the nominal value of' the total amount of 

red dollars in the system. If too many want to borrow too much, those willing 

to pay the higher interest rate will have preference, as it whould be. 

A man who acquires green dollars, either by earning them or by selling 

some of his assets , acquires the right to consume from current production . _ A ~~ ~ 
~ h'" ~ ,__, ~~,.!.., ·~ ~...___.. ~ "~ ~ 

man/ wants to 11 save 11 can either buy goods and store ineo/ or he might acquire
1 

by ~ 
l t~..tw.~ 

buying red dollars
1

the right to lend money to other~at the current interest rate. 

The equitable allocation of the right to lend money to others is accomplished by 

permitting the price of red dollars to be determined by the market . 

The only function of the Government in this system consists in determining 

the rate at which additional amounts of red dollars are issued. Clearly, how much 
~ 

should be invested in toto in accordance with desirable and possible expansion 

of the e conomy is a decision which the conmruni ty must make in the light of the 

increase of population and the advances of technology "\\11ich make a rise in the 

standard of living possible. There is no reason why the Government should enter 

thee conomic picture in any other way, or why the budget of the Government should 

not be balanced at anJ time. Only inasmuch as the Government may embark on 

conmercial or industrial enterprises, would the Government, like any other entre-

preneur, be justified in borrovrlng money at the prevailing rates. 

It should be, however, the concern of the Government to maintain a 

distribution of savings under Which the two currency aystem can satisfactorily 

operate. As we have mentioned before, one might think of various reasonable 

systeme of taxation which, if necessary, could be in~~ed for the purpose of 
(. .. . I ~ . I&U>i ?;a a ~ 7' ; o > = e?- # ..- e::; 

)<.. preventin deterioration /tt(. the distribution of red dollar holdings. 

~~~.P/h~ 
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