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1. Introduction
Carl Menger’s monetary theory is widely viewed as describing the monetary system as
a Hayekian spontaneous order. As such, it is highly regarded in the literature of the
modern members and descendants of the Austrian school of economics such as
Lawrence White. The following characterization of Menger by George Selgin and
Lawrence White typifies the modern Austrians’ understanding of the thinker:
Carl Menger offered a logical evolutionary account or rational reconstruction of the
development of money out of barter. He explained how money had emerged
incrementally and spontaneously from individuals’ efforts to economize on their costs of
achieving desired trades. (White and Selgin 2002: 133)
While admitting the partial validity of this characterization of Mengerian monetary
thought, I offer a revisionist account of Menger’s monetary theory in this paper,
developed in view of the evolution of Menger’s thought.
First let me mention two scholars, Susumu Egashira and Geoffrey Hodgson, as
forerunners of the recent reevaluation of Menger. They have investigated Menger’s
monetary theory in directions that are particularly relevant to my argument. In his
monograph on Friedrich Hayek, Egashira comments on an aspect of Menger’s theory
developed in the second edition of his Principles of Economics. For the benefit of
English-speaking readers, allow me to provide the following translation of Egashira’s
comment, which was originally published in Japanese:
While acknowledging the spontaneous development of social systems, Menger also
recognizes that the state plays a role in the emergence of money; this is a difference
between Hayek and Menger. Hayek does not pay due attention to this aspect of
Menger’s thought when he endorses the Mengerian understanding of organic social
phenomena. In this sense, Hayek’s quotations from Menger cannot be considered
well-balanced. (Egashira 1999: 157)
Egashira’s insight into the new element Menger introduces in the second edition of the
Principles has received little attention; unfortunately, no English translation of the
second edition have been published since the death of the author, leaving many
researchers to form incomplete understandings of the relationship between Menger and
the later Austrians. The problematic relationship between Menger and Hayek is
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considered further in Section 5, below.
In his provocative study How Economics Forgot History, Geoffrey Hodgson offers a
related insight in summarizing this aspect of Menger’s monetary thought as follows:
In this context it is extremely ironic that Menger (1909) later modified his argument
concerning the evolution of money, and admitted an essential role for the state.
(Hodgson 2001: 88)
In his contribution to this journal, Mikael Stenkula offers a balanced picture of
Menger’s monetary thought. In his own words:
Even if money is not a creation by law and intervention, government can play an
important role according to Menger. First of all, Menger opens up for the government to
take care of the coinage of the commodity working as the general medium of exchange.
(Stenkula 2003: 596)
Finally, Gilles Campagnolo, a French scholar, summarizes Menger’s argument aptly in
his introduction to the English translation of latter’s “Money as Measure of Value” as
follows:
Some later heirs of Menger would present theories in which the state is either useless or
dangerous in its action upon money. There is also Hayek’s notion of “the rise and fall of
monetary nationalism,” and the pricing system without any interference from the state,
which is pivotal to Hayek and Mises respectively (it is pivotal in the case of Mises, who
dealt with the very subject of the theory of money). Nevertheless, as readers shall see in
the following pages, Menger never considered this issue regarding money in this way.
(Campagnolo 2005: 242)
Campagnolo rightly points out the difference between Menger and later Austrians: For
Menger the state is an important tool to make the monetary system work. (1) By
translating Menger’s article into English, Campagnolo contributed to make it available
for English-speaking readers.
In view of these recent arguments, I assert the following in this paper. 1. In Menger’s
monetary theory, states do play an important role in shaping monetary systems. This
assertion is contrary to the conventional understanding of Menger as viewing monetary
systems as spontaneous orders in which governmental intervention should be minimized.
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At the same time, this assertion is fully compatible with those new arguments on
Menger’ monetary thought introduced above. 2. Menger’s monetary thought differs
from Hayek’s; applied to the monetary system, it is more balanced than Hayek’s radical
liberalism. (2)
2. Monetary theory in the first edition of the Principles of Economics(3)
Menger’s monetary theory followed a complicated course of development; to retrace
this course, let us review the publication history of the works of Menger bearing upon
his monetary thought. The author’s first mention of monetary issues occurs in the first
edition of the Principles, which Menger wrote for Habilitation, a typically German
academic qualifying procedure – recently abolished – that was a requirement for
obtaining professorships at German universities. Beginning with this work, a
chronological list of Menger’s papers and monographs concerning or closely related to
monetary theory follows:
The first edition of the Principles of Economics, originally published in 1871, Ch. 7 and
8.
Investigations into the Method of the Social Sciences with Special Reference to
Economics, with a New Introduction by L. White, ed. by Louis Schneider, translated by
Francis Nock, originally published in 1883.
“Geld”, in: Handwörterbuch der Staatswissenschaften, Vol. 3, 1892.
“On the Origin of Money”, in: Economic Journal, 2, 1892.
“La monnaie mesure de valeur”, in: Revue d’économie politique, 6, 1892.
“Geld”, in: Handwörterbuch der Staatswissenschaften, Vol. 4, 2nd edition. 1900.
“Geld”, in: Handwörterbuch der Staatswissenschaften, Vol. 4, 3rd edition, 1909.
reprinted in : Carl Menger, Gesammelte Werke ed. F. A. Hayek, Vol. 4, 2nd edition, 1970;
and in Carl Menger and the Evolution of Payments Systems, ed. Michael Latzer and
Stefan Schmitz, Cheltenham: Edward Elgar, 2002.
The second edition of the Principles of Economics, 1923, Ch. 8 and 9.
Chapter 8 of the first edition of the Principles is a starting point for the development of
Menger’s monetary theory. His next work, Investigations, is well-known for its critique
of the German Historical School, but its analysis extended to other institutions as well;
Hayek regarded Menger’s arguments in the Investigations as laying the groundwork for
his own ideas.
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In 1892 two papers by Menger were published in foreign languages: one in English,
translated by Caroline A. Foley; and the other in French translated by Gilles
Campagnolo into English recently. Also there is a German article published this year,
written for the Handwörterbuch der Staatswissenschaften. The article was revised twice,
first in 1900 and later in 1909. The revision of 1900 was particularly significant not only
because of the length of the paper increased from twenty-eight to forty-seven pages, but
also because it reflected a deepened viewpoint. The 1900 edition consists of eleven
sections; the fourth section is entitled “The Perfecting of Money by the State”. The title
of this section shows that Menger’s viewpoint had been enlarged between 1892 and
1900; the 1892 version deals only briefly with the question of the state, in a subsection
entitled “Influences of State Power”. Nor did Menger previously address the role of
state beyond the chapters in the first edition of the Principles cited above. The final
version of “Geld” appeared in 1909 in the Handwörterbuch der Staatswissenschaften;
this version was reprinted both in the Gesammelt Werke, edited by Hayek; and more
recently in Carl Menger and the Evolution of Payments Systems. Among the various
editions of “Geld”, the remainder of this paper deals primarily with the 1909 version.
Menger’s last words on the problem of money appeared in the posthumously published
second edition of the Principles.
In the context of this publication history, let us consider the evolution of the Menger’s
monetary thought in greater detail, beginning with his exploration of the difficulty of the
double coincidence of wants in the first edition of the Principles. Menger wrote:
A has a fishing net that he would like to exchange for a quantity of hemp. For him to be
in a position actually to perform this exchange, it is not only necessary that there be
another economizing individual, B, who is willing to give a quantity of hemp
corresponding to the wishes of A for the fishing net, but also that the two economizing
individuals, with these specific wishes, meet each other. (Menger 1976: 258)
In Menger’s view, it is rare for one individual to be eager to exchange a commodity he
possesses for another commodity owned by another individual and at the same time that
second individual wishes to make the same exchange in reverse. And it is still rarer that
two such individuals should find each other, for instance, by meeting on the street. This
difficulty leads such economic actors to the idea of exchanging their commodities for
products that are more generally needed than those they wish to trade, even if the actors
do not themselves want these more generally needed products.
Menger explains this idea using the example of an armorer:
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If our armorer correctly recognizes his individual interest, therefore, he will be led
naturally, without compulsion or any special agreement, to give his armor for a
corresponding number of cattle. With the more saleable commodities obtained in this
way, he will go to persons at the market who are offering copper, fuel, and food for sale
in order to achieve his ultimate objective, the acquisition by trade of the consumption
goods that he needs. But now he can proceed to this end much more quickly, more
economically, and with a greatly enhanced probability of success.
(Menger 1976: 260)
The armorer in this example understands that some commodities sell readily whereas
others do not, in other words, that different commodities have different degrees of
marketability. Money can be defined, in these terms, as the commodity with the greatest
marketability. This Mengerian way of seeing markets stands in sharp contrast to
Walrasian microeconomics, in which all markets are well-organized and all
commodities sell readily. In the Mengerian market, it is quite possible for there to be
little demand for some commodities, and in this sense the Mengerian market must be
understood to be imperfect. (4)
Once the armorer’s use of the exchange commodity is understood by others, his
method of indirect exchange will be adopted widely, though not immediately:
This knowledge will never be attained by all members of a people at the same time. On
the contrary, only a small number of economizing individuals will at first recognize the
advantage accruing to them from the acceptance of other, more saleable, commodities in
exchange for their own whenever a direct exchange of their commodities for the goods
they wish to consume is impossible or highly uncertain…Since there is no better way in
which men can become enlightened about their ends, it is evident that nothing favored
the rise of money so much as the long-practices, and economically profitable,
acceptance of eminently saleable commodities in exchange for all others by the most
discerning and most capable economizing individuals. In this way, custom and practice
contributed in no small degree to converting the commodities that were most saleable at
a given time into commodities that came to be accepted, not merely by many, but by all
economizing individuals in exchange for their own commodities. (Menger 1976: 261)
Thus, in Menger’s view, the merits of indirect exchange were not discovered by
everyone simultaneously. First, some economic actors began to practice indirect
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exchange after recognizing its merit. Others then imitated the behavior of these
successful early practitioners. Finally, the indirect exchange became the standard
practice for all market participants. This, in summary, is the money formation process
according to Menger.
Menger’s understanding of this process brings to mind the Hayekian concept of
spontaneous order, a key element in Hayek’s politico-economic thought. As in Hayek,
the state for Menger does not play a significant role in the formation of money in the
first edition of the Principles; rather the process is a natural, automatic one in which the
state does not intervene. The following passage reflects this well-known aspect of
Mengerian monetary theory:
The origin of money (as distinct from coin, which is only one variety of money) is, as
we have seen, entirely natural and thus displays legislative influence only in the rarest
instances. Money is not an invention of the state. It is not the product of a legislative act.
Even the sanction of political authority is not necessary for its existence. Certain
commodities came to be money quite naturally, as the result of economic relationships
that were independent of the power of the state. (Menger 1976: 261-2)
The understanding expressed here is diametrically opposed to the state theory of money
as represented by Georg Knapp; according to Menger, a sound monetary system does
not require legal sanctions, and is not predicated upon the explicit agreement of market
participants.
On the other hand, Menger argues that the state may have played a role in overcoming
the difficulties of using metal as an exchange commodity; specifically, the state
guaranteed the purity of metal that was thus used. In Menger’s argument, it was both
necessary and difficult for market participants to determine the purity and weight of
metal being used as an exchange commodity; however, the state could offer a solution
to the first of these difficulties by assuring the purity of the metal:
The first of the two difficulties, the determination of the degree of fineness of the metal,
seems to have been the one whose removal appeared to be first in importance to
economizing men. A stamp impressed by a public or some reliable person on a metal
bar guaranteed, not its weight, but its degree of fineness, and exempted the possessor,
when he passed the metal on to other persons who appreciated the reliability of the
stamp, from the burdensome and expensive assay test. Metal so stamped still had to be
weighed, as before, but its fineness required no further examination.
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(Menger 1976: 281-2)
Finally, it should be noted that Menger’s monetary thought in the Principles is rooted
in the research program of the German Historical School. In a footnote in Chapter 8,
Menger himself explains the following:
Other German economists of the first decades of the nineteenth century show little
interest in historical research, and the problem of the origin of money was almost
completely neglected in the works of Johann A. Oberndorfer, Karl H. L. Pölitz, J. F.
Lotz, Karl S. Zachriä, and F. B. W. v. Hermann. This situation continued until, with the
reawaking of historical research in the field of our science, the question of the origin of
money was again taken up by Karl H. Rau, Johann F. G. Eiselen, Wilhelm Roscher,
Bruno Hildebrand and Karl Knies, as well as Karl Murhard somewhat earlier.
(Menger 1976: 319)
Among the various scholars mentioned in this passage, Roscher, Hildebrand and Knies
belong to the so-called Older Historical School. (5) Menger’s relatively high evaluation
of the Historical School accords with his dedication of the Principles to Roscher, widely
considered the founder of the German Historical School. Although Menger became
critical of the School later, in the Investigations, his monetary thought in the Principles
very likely constitutes an application of the research program of the School.
3. The Investigations and spontaneous Order
Menger’s second major work, his 1883 monograph Investigations into the Method of the
Social Sciences with Special Reference to Economics, applies his understanding of the
formation of monetary systems to other institutions as well. In the well-known passage,
Menger formulated his agenda for this work:
How can it be that institutions which serve the common welfare and are extremely
significant for its development come into being without a common will directed toward
establishing them? (Menger 1985: 146)
This passage came to widespread attention, particularly among libertarian thinkers and
the modern Austrians, due to its citation by F. Hayek in The Counter-Revolution of
Science. Inarguably, Menger’s agenda in the Investigations follows from his monetary
thought in the first edition of the Principles; in the Investigations he extends his earlier
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arguments beyond the monetary system to encompass other institutions as well,
including law, language, the state, and markets.
It is particularly noteworthy that Menger considers the state to be an example of an
institution that “come into being without a common will directed toward establishing
them”. Except for the state, all of the institutions mentioned by Menger – money,
law ,language, and markets – are similarly understood as instances of spontaneous order
by Hayek. This discrepancy suggests that Menger’s and Hayek’s conceptions of the
state are different; this difference may amount to a gulf separating the founder of the
Austrian school of economics from its later members, beginning with Hayek.(6)
Menger explained the formation of the state as follows:
It can scarcely be doubted that at least in the earliest epochs of human development
states developed in the following way. Family heads joined by no political bond and
living side by side came to have a state community and organization even if it was
underdeveloped at first. They did this without special agreement, merely because they
progressively recognized their individual interests and endeavored to pursue them (by
voluntary subjection of the weaker to the protection of the stronger, by the effective aid
which neighbor gave to neighbor in those cases in which the latter was to be coerced
under circumstances under which the remaining inhabitants of a territory also felt
threatened in their welfare, etc.). (Menger 1985: 156-7)
At this stage, it bears noting that Menger’s emphasis on the natural development of
social systems does not preclude a role for the state in later stage of historical
development. Thus Menger wrote in the following passage from Chapter 2 of Book 3:
It is clear that legislative compulsion not infrequently encroaches upon this organic
developmental process and thus accelerates or modifies the results. The unintended
genesis of social phenomena may factually be the exclusively decisive genesis for the
first beginnings of social formation. In the course of social development the purposeful
encroachment of public powers on social conditions becomes more and more evident.
Along with the organically created institutions there go those which are the result of
purposeful social action. Institutions which came about organically find their
continuation and reorganization by means of the purposeful activity of public powers
applied to social aims. The present-day system of money and markets, present-day law,
the modern state etc., offer just as many examples of institutions which are presented to
us as the result of the combined effectiveness of individually and socially teleological
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powers, or, in other words, of organic and positive factors. (Menger 1985: 157-8)
Menger argues that the unintended development may be the predominant factor in the
initial formation of social institutions; however, legislation comes to play a positive role
later on. Thus, social institutions can be interpreted as resulting from the natural
interactions of players and purposeful legislative intervention. This well-balanced view
of the formation of institutions offers a good point from which to approach Menger’s
later thinking on monetary issues.
4. “Geld” article in Handwörterbuch der Staatswissenschaften
Menger’s arguments in the first edition of the Principles and the Investigations continue
to be a source of insight for the modern Austrians, from Friedrich Hayek onward, in
their analysis of social institutions; however, Menger himself went on to focus more
concertedly on monetary theory with his twice-extended “Geld”. In this section, let us
turn to the 1909 version of “Geld”, upon which the English translation in Carl Menger
and the Evolution of Payments Systems is based.
First, let us return to Menger’s understanding of the spontaneous development of such
institutions as money. Menger writes in the 1909 version:
Like other social institutions, the institution of intermediaries of exchange, which serve
the common good in the fullest sense of the term, may, as I shall explain later, emerge or
be prompted, but also impeded, in its automatic development by the influence of
authority (for example, public or religious) and especially by legislation. This manner of
emergence of media of exchange, however, is neither the only nor the earliest one. Here,
a relation exits similar to that between statute law and common law: media of exchange
originally emerged and eventually, through progressive imitation, became generally
used not by way of law or agreement but by way of custom, that is, through similar
actions, corresponding to similar subjective impulses and similar intellectual progress,
of individuals living together in society (as the unreflective result of specific individual
strivings of the members of society) – a circumstance which subsequently, as with other
institutions that arose in like manner, does not rule out, of course, their being established
or influenced by government. (Menger 2002: 33)
This passage accords with those in the Investigations considered in the last section. In
both this passage and those cited above, Menger emphasizes the automatic development
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of social institutions but does not exclude state intervention. Menger here argues that the
emergence of money by legislation “is neither the only nor the earliest one”, but at the
same time does not discount the possibility that institutions are “established or
influenced by government”. Clearly, Menger’s thinking here reprises that in the
Investigations.
Menger also returns to the problem of the emergence of metallic money, in the sections
of “Geld” entitled “The Perfecting of Metallic Money through Coinage of Metal” and
“The Perfecting of the Monetary and Coinage System by Government”. Early in history,
economic actors needed to assess the weight and purity of pieces of bar metal whenever
they received payment in metallic money. This necessity impeded trade. In Menger’s
own words:
But experiences on the markets of those peoples who, up to most recent times, had not
yet achieved an orderly system of coins show us how inadequately the disadvantages
inherent in the circulation of uncoined metals were overcome by the above automatic
development. The test of weight and especially of fineness by the assayers active on
these markets prove unreliable and, seeing how easily the stamps of these functionaries
may be counterfeited, have to be repeated, as a rule, with every transaction, a
circumstance that make payments highly time-consuming and costly.
(Menger 2002: 42)
Menger argues that it is next to impossible for private persons to assess the weight and
purity of pieces of bar metal at each transaction, maintaining that to do so is “highly
time-consuming and costly”.
In Menger’s view, the introduction of coinage is essential to the development of
monetary systems. In the following passage, Menger explains the merits of coins by
comparing them with unminted metals:
Metal pieces of this kind that are intended for or actually serve in intermediating trade
are coins. Now, compared to the circulation of unminted metals, this form of media of
exchange has the advantage that it saves the trouble and economically costly operation
of dividing and weighing metals that function as intermediaries of trade. Coins spare us
from or facilitate the task of assaying fineness and weight when we accept precious
metals and the proof thereof when we pay them out. (Menger 2002: 42-3)
In Menger’s view, coinage must be supplied by the state itself. Menger explores this
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issue further in a later section entitled “The Perfecting of the Monetary and Coinage
System by Government”; Menger begins this section with the following remark:
An advanced economy’s demands on the monetary system are not to be met by a system
such as develops automatically. (Menger 2002: 45)
This assertion shows that Menger’s thought in “Geld” is far removed from any
Hayekian notion of spontaneous order. Menger does not think that the monetary system
develops automatically, without the intervention of the state; rather he emphasizes the
role of state in the advanced development of the monetary system. In the second
paragraph of this section, Menger continues:
Above all, wide experience has shown that coining the monetary metals, as soon as and
insofar as this proves necessary for the economy, makes government intervention more
and more inevitable. The costly supplying of the markets with coined metals appropriate
(in kind and quantity) to the requirements of the economy is certainly in the interest of
both individuals and the economy as a whole; but, as experience shows, it cannot be
expected from a country’s individual economic units, which are under the pressure of
competition and are dependent on and oriented toward profit. Accordingly, even in
recent times, private coinage have met the general requirements of trade only
imperfectly. (Menger 2002: 45-6)
Thus, Menger argues that government must supply coinage in an economy because it is
difficult for private persons, whose main concern is profit-making, to supply sufficient
coined metals. In an accompanying footnote, Menger offers an example from California
history in which a private minting was taken over by a national mint. This example
reminds readers that the USA provides good examples of free banking for supporters of
this doctrine; however, neither this passage nor the footnote can be explained by the
conventional wisdom that Menger is, in a sense, a progenitor of the free banking
doctrine.
Another important question for Menger is whether or not the function of money as
legal tender is essential to the nature of money. Observing that jurists generally answer
this question in the affirmative, Menger gives a negative answer:
Likewise, the opinion widely held among jurists and economists that money is simply
perfected by being declared legal tender, or is perfected in its concept, is based on a

12

misunderstanding. When the state declares a specific sort of money or a number of sorts
legal tender (makes the creditor’s obligation to accept them at their face values as
settlement of money debts a legal rule), it undoubtedly does perfect these kinds of
money in their function as media of payment (from the standpoint of the judicature).
The assignats backed up by the guillotine and a series of legal regulations intended to
thwart any attempts by creditors to escape the effects of legal tender, undoubtedly were
quite ideal media of payment from the standpoint of the administration of justice and
perhaps also of debtors who had already satisfied their credit requirements. But were
they also ideal money? (Menger 2002: 79)
Menger pointed out that although it is possible for government to compel market
participants to accept certain kinds of money, this does not mean that market
participants will be pleased to accept them. The French assignats might have been ideal
media of payment; but they were not ideal money. As this passage reflects, Menger was
of the opinion that money must be accepted in its own right, not by state intervention.
While this view is essentially compatible with the ideas Menger laid forth in his
previous works, the following passage from “Geld” introduces a slightly new element:
To conclude from this, however, that legal tender is simply reprehensible and that
government should not intervene in the monetary system at all or should do so only in
the interest of individuals is just as erroneous as the view that legal tender is part of the
concept of money or signifies simply a perfection of money. For if one considers not
only the above-mentioned main cases in which legal tender is usual, then it turns out
that in certain cases the needs of trade seem to permit and occasionally downright to
require not only some sort of government intervention but specifically the declaring of
particular kinds of money as legal tender. (Menger 2002: 82)
This passage demonstrates that Menger believes in the fundamentally automatic
development of the monetary system, but admits the necessary role of the state in
advancing the development of the system. Thus, Menger’s view on the monetary system
is a well-balanced one. If one compares Menger’s views to Hayek’s in his proposal to
privatize the monetary system, one cannot fail to observe this clear difference between
the founding father of the Austrian school of economics and a grandchild of the school:
obviously, Menger would not have considered denationalizing the monetary system. (7)
The following passage affords a more general insight into Menger’s viewpoint:
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But even in these cases it should not be overlooked that legal compulsion of trade can
never be an end in itself. Here, any compulsion is itself an evil; its application may be
regarded as justified only insofar as it eliminates or prevents greater evils or as it serves
a mostly expedient organization of trade by overcoming certain obstacles inherent in the
habits or prejudices of the population. (Menger 2002: 82)
In general, Menger was against what he called the “legal compulsion of trade”.
However, often we do need some kind of state intervention when the evils produced by
it is smaller than those eliminated by it. In short, Menger prescribes a case-by-case
approach. Thus, Menger shared a basic belief in economic liberalism with later
members of the Austrian school, but his was a cautious belief based on the calculation
of the utility of state intervention. (8)
5. Continuities and omissions between Menger and Hayek
Finally, let us consider the relationship between Menger’s monetary thought, as
discussed thus far, and Hayek’s project of denationalizing money. Hayek too seems at
times to recognize the importance of the role of the state in the monetary system,
addressing the development of coinage in terms similar to Menger’s:
Also, when the genuineness of metallic money could be ascertained only by a difficult
process of assaying, for which the ordinary person had neither the skill nor the
equipment, a strong case could be made for guaranteeing the fineness of the coins by the
stamp of some generally recognized authority which, outside the great commercial
centers, could be only the government. (Hayek [1978]1999: 136)
Like Menger, Hayek argues that early in the development of a monetary system, market
participants needed to assess two aspects of metallic money in deciding whether or not
to accept it as payment: weight and purity. In this passage, which concerns the latter
quality, Hayek argues that the government often must assure the purity of metallic
money.
However, later in the same book, Hayek allows for the effectiveness of private
coinage:
There is no reason to doubt that private enterprise would, if permitted, have been
capable of providing as good and at least as trustworthy coins. Indeed occasionally it
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did, or was commissioned by government to do so. (Hayek [1978]1999: 139)
As discussed above, Menger argued in the later version of “Geld” that private enterprise
could not supply coinage effectively, and therefore that the government had to play its
role. As this passage clearly demonstrates, Hayek had a different opinion, believing that
private coinage had worked in the past and would work well in general.
Consideration of Hayek’s view of the development of monetary systems reveals
further differences between his monetary thought and that of Menger. Hayek described
the historical state monopoly over the right to supply money as follows:
For more than 2, 000 years the government prerogative or exclusive right of supplying
money amounted in practice merely to the monopoly of minting coins of gold, silver or
copper. It was during this period that this prerogative came to be accepted without
question as an essential attribute of sovereignty – clothes with all the mystery which the
sacred powers of the prince used to inspire. Perhaps this conception goes back to even
before King Croesus of Lydia struck the first coins in the sixth century BC, to the time
when it was usual merely to punch marks on the bars of metal to certify its fineness.
(Hayek [1978]1999: 137)
Although Hayek’s description of the historical role of the state in the development of
the monetary system in this passage is similar in many regards to Menger’s, it is
noteworthy that Hayek viewed this historical role rather negatively. For Menger, it was
a natural role for the state to play, without which the monetary system could not have
developed fully. Thus, the necessity of state intervention for Menger is justified by
public utility. For Hayek this historical state intervention was necessary only to solve
the financial problems of the state:
It is evident that, as coinage spread, governments everywhere soon discovered that the
exclusive right of coinage was a most important instrument of power as well as an
attractive source of gain. From the beginning the prerogative was neither claimed nor
conceded on the ground that it was for the general good but simply as an essential
element of governmental power. (Hayek [1978]1999: 138)
Whereas Menger held that the right to mint coins was justified by “the general good” of
society, because private firms could not effectively supply money, Hayek saw public
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coinage a good source of profit for the state.(9) Hayek did not accept that public good
justified public coinage; for Hayek, this argument amounts to an almost deceptive
account of history.
On the other hand, Hayek accepted Menger’s earlier arguments that monetary systems
are natural orders and that they originate from the efforts of economizing individuals:
But the superstition that it is necessary for government (usually called the‘state’ to make
it sound better) to declare what is to be money, as if it had created the money which
could not exist without it, probably originated in the naïve belief that such a tool as
money must have been ‘invented’ and given to us by some original inventor. This belief
has been wholly displaced by our understanding of the spontaneous generation of such
undersigned institutions by a process of social evolution of which money has since
become the paradigm (law, language, and morals being the other instances).
(Hayek [1978]1999: 145)
The argument in this passage closely follows Menger’s arguments on this issue in the
first edition of the Principles and in the Investigations, but such continuities between
Menger and Hayek are widely familiar. In the Denationalisation of Money, Hayek
referred to the first edition of Menger’s Principles, as well as both the 1892 version of
“Geld” and the 1909 version, which Hayek also included in his edition of Menger’s
Gesammelte Werke. Yet Hayek did not refer in Denationalisation to the second edition
of the Principles.
With this fact in mind, let us consider a comment Hayek made in a section of the
second edition of Denationalisation entitled “The Mystique of Legal Tender”:
The locus classicus on this subject from which I undoubtedly derived my views on it,
though I had forgotten this when I wrote the First Edition of this essay, is Carl Menger’s
discussion in 1892 in legal tender under the even more appropriate equivalent German
term Zwangskurs (“Geld” in The Collected Works of Carl Menger (London: London
School of Economics, 1934)).(Hayek [1978]1999: 147, n. 31)
As this comment suggests, Hayek did not note his reliance on “Carl Menger’s
discussion in 1892” in the first edition of Denationalisation. This “discussion” is none
other than the 1892 version of “Geld” from the Handwörterbuch der
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Staatswissenschaften. In the following passage, Hayek quotes from his edition of
Menger’s Gesammelte Werke:
See pp. 98-106, especially p. 101, where the Zwangskurs is described as “eine
Massregel, die in der überwiegenden Zahl der Fälle den Zweck hat, gegen den Willen
der Bevölkerung, zumindst durch einen Missbrauch der Münzhoheit oder des
Notenregals entstandene pathologische (also exceptionelle) Formen von Umlaufsmitteln,
durch einen Missbrauch der Justizhoheit dem Verkehr aufzudrängen oder in demselben
zu erhalten.” (Hayek [1978]1999: 147, n. 31)
As is widely believed, this passage Hayek cites here certainly reveals Menger’s view of
the monetary system as a spontaneous order. However, it is doubtful that an
even-handed view of Menger’s monetary theory can be derived from this passage,
though readers might expect such a view from Hayek, the editor of Menger’s. As I have
shown in this paper, Menger acknowledges that the state plays an important role in the
development of monetary systems; Hayek seems to have ignored his aspect of Menger’s
understanding of money. Although Hayek was a good historian of economic thought
and a good interpreter of Mengerian economics on the whole, this represents a
significant lapse.
6. Concluding remarks
Menger believed in the automatic development of the monetary system, but there is also
a different element in his thinking, as reflected in the versions of “Geld” that appeared
in Handwörterbuch der Staatswissenschaften. Specifically, Menger believes that a
monetary system cannot develop fully without governmental intervention. In this paper,
I have investigated the evolution of Menger’s views in this regard through an analysis of
relevant writings from the first edition of the Principles, Investigations, and the various
versions of “Geld”. This element in Menger’s monetary thought separates him from
later members and descendants of the Austrian school, and especially from protagonists
of the free banking school. (10) Although the Austrian school of Economics is known
for its economic liberalism, it is doubtful that its founder shared the passion of its later
members for the principle of governmental non-intervention. Menger’s liberalism, if it
can be characterized thus, was a subtler, more deliberate one.
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Notes
* Correspondence may be addressed to Yukihiro Ikeda, Department of Economics, Keio
University, Mita 2-15-45, Minato-ku, 108-8345 Tokyo, Japan. I gratefully acknowledge
the comments of Toru Maruyama, Mikio Nakayama, and Tatsuya Sakamoto, which
were invaluable in an early development of the argument presented in this paper. An
earlier version of this paper was read at the annual HETSA meeting in UWA in 2004. I
would like to thank the participants of the meeting for critical responses. Last, but not
least, my thanks also go to two anonymous referees of the journal, who helped a great
deal to revise the essential assertion of the paper.
(1) For details see also Campagnolo (2004: 282): “Aussi l’image de Menger (souvent
donnée encore aujourd’hui) d’un théoricien du libéralisme et d’un
non-interventionnisme absolu est au moins simpliste…Certes, les relations d’échange
entre les individus sont préalables à L’État selon Menger (sa démonstration étant faite à
partir d’Aristote), mais l’État joue un rôle (de coercition ou de facilitation) dans leur
formation.” Perhaps my paper might be interpreted as an attempt to substantiate
Campagnolo’s argument more or less. I endeavor to show the difference between
Menger and later Austrians in the field of monetary thought, more in details.
(2) In this paper I do not go into the arguments whether Menger’s standing point is
better than those of modern Austrians, who stick to the meaningless of state activities. It
is not my intention to show that Menger’s position is superior to those of modern
Austrians, beginning from Mises and Hayek. This paper remains to be purely historical,
reservedly written. Although I sometimes do use expressions like “balanced” or
“well-balanced” in the paper, this does not connote any substantial evaluation of
Menger’s monetary theory. Nor does the terminology “radical liberalism” when I refer
to the liberalism of later Austrians.
(3) The original German title of the chapter is “Die Lehre vom Gelde”. One has to pay
attention to the fact that the content of the chapter is not confined to presenting a
monetary “theory” in the strict sense of the word. Rather it tries to show the evolution of
a monetary system, using historical evidence as well. It is a Mengerian “conjectural
history”, if one is allowed to borrow a terminology from the field of Scottish
Enlightenment. In any case he goes here beyond what he later called exact laws.
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(4) For more on Menger’s views on markets, see, for instance, Negishi (1989: 284-9),
on which this characterization of Mengerian markets is based. For more recent
publications dealing with the theoretical structure of Mengerian monetary theory, see
Alvarez (2004) and Stenkula (2003).
(5) For an important role of Roscher in the formation of Menger’s Principles, see Ikeda
(1995a) and Ikeda (1997). For a general discussion of the development of Menger’s
thought in the Principles, see Yagi (1993).
(6) Hayek argues that society and state are two different institutions which must be dealt
with separately. See the following statement in Hayek (1979: 140). “Much confusion of
this issue is due to a tendency (particularly strong in the Continental tradition, but with
the spreading of socialist ideas growing rapidly also in the Anglo-Saxon world) to
identify state and society. The state, the organization of the people of a territory under a
single government, although an indispensable condition for the development of an
advanced society, is yet very far from being identical with society, or rather with the
multiplicity of grown and self-generating structures of men who have any freedom that
alone deserves the name of society. In a free society the state is one of many
organizations – the one which is required to provide an effective external framework
within which self-generating orders can form, but an organization which is confined to
the government apparatus and which does not determine the activities of the free
individuals. And while this organization of the state will contain many voluntary
organizations, it is the spontaneously grown network of relationships between the
individuals and the various organizations they create that constitutes societies. Societies
form but states are made.” Hayek admits that the state is “an indispensable condition for
the development of an advanced society”, but does not regard it as identical “with the
multiplicity of grown and self-generating structures of men”. Since a self-generating
system can be understood as a spontaneous order, the logical consequence of this
argument is that the state is not a spontaneous order. In other words, the state is a
product of constructivistic way of thinking for Hayek. Considering the quote from
Menger cited here, it is evident that Hayek and Menger had distinctly different concepts
of the state.
(7) Hayek (1978) is a classic work on this subject. An important earlier work, Smith
(1990), was written as a dissertation written under F. Hayek.
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(8) The analysis in this paper is confined to Menger’s monetary thought and his
liberalism as reflected in his writings on monetary issues. A more detailed general
analysis of Menger’s liberalism would also have to encompass his lectures to Crown
Prince Rudolf. For such an analysis, See Streissler (1994).
(9) Using the example of California, George Selgin demonstrates that the private
coinage did work in US. This forms a striking contrast to Menger’s understanding of
private coinage which I introduced in the text. See the following description in Selgin
(1988: 146-7). “During the California gold rush at least fifteen private mints struck
coins to satisfy a demand that would otherwise have gone unfulfilled due to the absence
of any government mint.” This important monograph in the field of free banking debate
stems from a dissertation chaired by L. White.
(10) For a representative study from the free banking literature, see White (1984).
Notably, the chairman of White’s doctoral dissertation committee was Axel
Leijonhufvud. White (1984) is a widely read revised version of this dissertation. See
also second edition of this monograph, White (1995). For more on free banking, see the
monumental volumes White (1993a), White (1993b), and White (1993c).
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Abstract
This paper presents a revisionist view of Carl Menger’s monetary thought. Although
Menger is widely regarded as understanding the monetary system as a Hayekian
spontaneous order, Menger recognizes the importance of state in the historical
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development of money. In his 1900 “Geld”, Menger emphasizes the role of state as
necessary for the full development of monetary systems. This revisionist view of
Menger sheds new light on his thought vis-à-vis a his status as founder of the Austrian
School of Economics, as well as the relationship of his thought to that of later members
and descendants of the school. Specifically, Menger’s position cannot be viewed as
aligned with the radical liberalism typical of the literature of these later Austrians.
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Carl Menger, Money, Spontaneous Order, Austrian School of Economics, liberalism
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