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Introduction

The concept of nonneutrality of money which implies that purely monetary
phenomena may exert pressure on processes occurring within the real sphere of the economy
is one of the most controversial concepts in the economic theory. Although the changes in the
supply of money alter the structure of relative prices and thus the distribution of income in the
economy, these effects are not widely recognized due to a widespread tendency to aggregate
macroeconomic variables and demonstrate relationship between changes in aggregate money
supply and aggregate price level. Furthermore, the heterogeneity of individual expectations
concerning the changes in money supply and inflation rate (closely linked to prevailing
uncertainty or at least asymmetry of information) is often not taken into account (cf.
Wilodarczyk, 2012).

Implications of money being neutral or not refer to a wide range of economic issues,
including raison d’étre of monetary policy as well as the efficiency of fiscal policy for which
it might be important not only to determine how much to spend in aggregate terms, but also
who shall receive the transfers to ensure the most efficient use of budgetary means. Somehow
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against rational economic calculations it turns out that for various reasons one dollar may not
necessarily equal one dollar, both in economic (cf. Wtodarczyk, 2010; Wtodarczyk, 2011) and
in social terms (cf. Zelizer, 1989; Zelizer, 1994).

Generally, both economists and sociologists often criticize prevailing monetary
theories as being derived from an untenably narrow set of assumptions about the nature of
money and types of social action associated with its use (Dodd, 1994, p. VI). In fact, there is a
kind of disciplinary schizophrenia in that orthodox economics’ precision is based on the
assumption that the only motive of human behavior is to maximize wealth, while it is obvious
to everyone that real motives underlying economic activity are much more complex (Doyle,
1992, p. 644). Nevertheless, more economists are aware of the social constitution of money,
consisting of power and class relationships, socially constructed meaning and symbolic
representations of social values (e.g. Wray, 2006, p. 8) and more interdisciplinary research in
this field is conducted (e.g. Ingham, 2004; Smithin, 2006).

It is worth mentioning that in the economic theory the first most significant attempt to
interpret money as an essential part of the social process requiring holistic approach
integrating economic, sociologic, historical, ethnological and statistical aspects was made by
Joseph Schumpeter in 1930s. He noted that money usually has different meanings for people
of different cultures and its cultural significance shall not be reduced to a common
denominator as it is the case of monetary theories which tend to reduce the meaning of money
to its functions (Schumpeter, 1991, p. 521).

The aim of this paper is to discuss some results of sociological research that may shed
new light on the concept of nonneutrality of money and their possible linkages and
implications for economic theory. This paper presents results of preliminary research and
therefore is based mostly on the review of sociological and economic literature.

The next section presents a paradigmatic framework for analyzing money in the social
reality based upon different assumptions concerning the nature of knowledge and the nature
of society. Then the role of social differentiation of money and attitudes toward its use
according to individual temperament is investigated. The following section discusses the
underpinnings of rejecting the notion of logical and political neutrality of money in
sociological literature. Subsequently, a novel link between the social concept of relative
deprivation (in aggregate terms) and nonneutrality of money under monetary integration is
introduced. Final section concludes.

Money in the social reality

When analyzing the assumptions underlying economic theories of money it is
important to recognize that most of these theories are based on the functionalist paradigm and
usually do not take into account a broader context of economic activity. Social theory
provides researchers also with other paradigms founded upon different assumptions
concerning the nature of knowledge and the nature of society thus allowing for different
interpretations of the concept of money (see Table 1).
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Table 1. The role of money in a paradigmatic viewpoint

Assumptions

Nature of Knowledge

Objective

Subjective

Nature of Society

Regulation, Voluntary Consensus, Integration

Functionalist paradigm

Assumptions:

There are objective rules governing external

world and universal standards of science.

The rigor of scientific method based on

empirical evidence provides rational

explanations of observed phenomena.

Money:

— the most liquid asset functioning as the

unit of account, medium of exchange
and store of value

— an instrument allowing to make rational
economic decisions

— its impact on economic activity is
explained by a wide range of competing
theories (e.g. quantity theory of money)

— a homogeneous category  (most
approaches refer to monetary aggregates
as measures of supply of money).

Interpretive paradigm

Assumptions:

Social reality is a network of intersubjectively
shared meanings, while cultural phenomena are
external manifestations of inner experience.
The significance and meaning of scientific
knowledge depends on its social context.
Money:

— an instrument of transformation of non-
pecuniary values and simultaneously an
object of transformation by social values
and relations

— linked to a variety of social relations
rather than to individual agents

— socially constructed and differentiated
(spatially, personally, etc.)

— a heterogeneous category (existence of
different monies and near monies makes it
impossible to define and calculate the
aggregate supply of money).

Radical Change, Conflict, Domination

Radical structuralist paradigm
Assumptions:

Society dominates over individuals, but is
subject to contradictory and antagonistic
forces bringing about its transformation.
Transformation of reality takes place through
social division of labor which determines
social relations and defines social classes.
Money:

— a central part in the capitalist system,
playing dominant role in capital
accumulation

— socially recognized
human labor

— an instrument which in form of capital
allows for exploitation of labor

— a factor responsible for systemic crises
of capitalist system (credit money).

incarnation  of

Radical humanist paradigm

Assumptions:

The construction of social reality prevents
individuals and societies from achieving their
potential.

The change in social reality requires the change
in consciousness.

Money:

— an institution that cannot be separated
from the social framework in which it is
embedded

— the embodiment of pure function,
replacing social ties with instrumental
ones

— the essence of rationalization

— an instrument allowing for quantification,
regulation, social control and alienation of
workers.

Source: Author’s elaboration based on Ardalan (2003).

In accordance with the content of Table 1, it can be stated that in most cases money is

not neutral when interpreted as a part of social reality. For instance, money may lead to
increased income inequalities as it facilitates capital accumulation and exploitation of labor
force (radical structuralist paradigm). Simultaneously, money plays an active role in
transforming social values and relations, both in a creative (interpretive paradigm) and in a
destructive way (radical humanist paradigm). This interpretation confirms sociological
observations that money, similarly to other media of communication, is characterized by two
inseparable aspects, namely the integrating (symbolic) and the disintegrating (diabolic) one
(Luhmann, 1994, p. 259).
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On the whole, the nature of the multidimensional relationship between money and
society can be investigated e.g. in terms of the direction of influence, as well as its context,
scale and intensity (see Figure 1).

Money
(quantity and quality of money)
Independent variable Dependent variable
Structural perspectives Cultural perspectives Structural perspectives Cultural perspectives
(objective) (subjective) (objectivek (subjective<

Microlevel Macrolevel Microlevel Macrolevel Microlevel Macrolevel — Microlevel Macrolevel

Figure 1. Framework for the sociological analysis of money
Source: Author’s elaboration based on Baker & Jimerson (1992, p. 683).

So far, economists and most of the classical sociologists have usually treated money as
an independent variable. However, contemporary sociologists, especially those accentuating
cultural perspectives on money, started to analyze it as a dependent variable, shaped by social
institutions (Baker & Jimerson, 1992, p. 682).

Undoubtedly, sociological framework of monetary analyses and their economic
applications requires further research regarding all dimensions. Nevertheless, from the point
of view of nonneutrality of money, it is worth emphasizing the role of microlevel
(disaggregate) analyses which may explain how processes observed in the macrolevel are
shaped. Microlevel analyzes can refer to individual preferences and attitudes toward money or
to the microlevel underpinnings of evolution of economic and social structures (elaborated in
the next sections of the article).

Social differentiation of money and individual attitudes toward money

Unlike economists, most of sociologists analyze economic and noneconomic uses of
money. Therefore, they are able to contrast the prevailing interpretation of money as a
homogeneous, infinitely divisible, liquid and qualitatively neutral instrument of
commodification of society (Zelizer, 1994, pp. 11-12) with an alternative view of money
being shaped by social relations, qualitatively heterogeneous and differentiated for different
types of social relations (Zelizer, 1994, pp. 18-19). This opposition can be further elaborated:
Money is reductively defined as the ultimate objectifier, homogenizing all qualitative
distinctions into an abstract quantity. ... [W]hile money does indeed transform items, values,
and sentiments into numerical cash equivalents, money itself is shaped in the process. Culture
and social structure mark the quality of money by institutionalizing controls, restrictions, and
distinctions in the sources, uses, models of allocation, and even the quantity of money
(Zelizer, 1989, p. 342).

In the social reality identical guantities of money may not necessarily be equal or
interchangeable. For instance, a $1,000 of regular income is not the same money as $1,000
borrowed from a friend, not to mention $1,000 stolen from a bank (Zelizer, 1989, p. 352).
While assigning different meanings and separate uses to particular monies (earmarking),
people create different kinds of money (Zelizer, 1994, p. 5). Thus, apart from traditionally
analyzed market money, also domestic money (including more specific categories, namely
wife’s money, husband’s money, and children money), gift money and other kinds of money
are used frequently.
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From the point of view of contemporary sociologic perspective, money is neither
culturally neutral [emphasis added] nor morally invulnerable. It may well “corrupt” values
into numbers, but values and sentiment reciprocally corrupt money by investing it with moral,
social, and religious meaning (Zelizer, 1989, pp. 347-348).

A deeper analysis of the social meaning of money and how it is attributed leads to
subjective, individual interpretations based on psychological factors. For instance, an
interesting approach was proposed by Doyle (1999) who linked four temperaments with
individual attitudes toward money and typical financial behaviors (see Table 2).

Table 2. Attitudes toward money according to individual temperament

Fearof ... = Fear-
Money reducing  Individual attitude toward Economic Attitude
Temperament . . - . )
as atalisman financial money behavior toward risk
against ... activities
Money is unclean and
. harmful to relationships. It
Mela}nchollc Abandonment G.IVE’ is a fundamental evil anda  Cooperation  Avoidance
(Amiable) Divest - .
source of disappointment.
It should be redistributed.
Money is fundamentally
Phlegmatic Disorder SAVE, dirty, but it gives pleasure Exchange Avoidance

(Analytic) Hoard to save and control money,
as it provides safety.

Money is an instrument of

achieving goals and

accumulation of tangibles.

It allows to exploit others ~ Competition Appreciation
and thus to reach a higher

rank in the achievement

hierarchy.

Choleric Incompetence TAKE,
(Driver) P Wrest

Money satisfies the need of
stimulation and novelty. It
allows for an extravagant
Sanguine Constraint SPEND, behavior and to reach a
(Expressive) Dissipate higher rank in the
admiration hierarchy.
Money reduces anxiety and
increases freedom.

Conflict Appreciation

Source: Author’s elaboration based on Doyle (1999, pp. 163-183).

In general, money considerably expands the capacity of individuals to stabilize their
own identity by holding something durable that embodies the desires and wealth of all the
other members of society (Hart, 2001, p. 259).

Assuming that the basic motive underlying human activities is fear, it is not surprising
that people use money as a specific talisman to protect themselves (at least symbolically)
from fears that are characteristic of their temperament (Doyle, 1999, p. 163). Obviously, this
role of money is relative rather than absolute, because its power as a talisman to relieve fear is
incessantly shaped by social and individual experience (Doyle, 1999, p. 188).

To recapitulate, people differentiate money as they do differentiate their social
relations. The use of money, especially spare money, is subject to cultural conditionings and
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individual propensities, e.g. people may be willing to spend it on conspicuous consumption,
allocate it on the financial market, hoard it at home, give it to a relative or transfer it to a
charitable organization.

Conducted considerations shed new light on economic phenomena that potentially
may be responsible for nonneutrality of money. For example, indebtedness of a household
may not only be the result of its economic situation or asymmetry of information on the
financial market, but also it may reflect unresolved domestic conflicts over the use of money
(especially in a situation when each household member represents a different type of
temperament).

Sociological concepts of logical and political (non)neutrality of money

Dodd (1994) analyzed and rejected two kinds of neutrality of money which he called
logical and political. The former concept refers to the possibility of money to mediate the
production and exchange of goods without any intrinsic difference to real economic variables
(assuming that the economy is in equilibrium). The latter suggests that although money is
used to express inequalities of wealth and power, it is not responsible for generating them
(Dodd, 1994, p. 3).

According to the classical and neoclassical economics, money facilitates the
production and exchange of goods to proceed more efficiently and extensively as compared
with barter exchange. The difference between both kinds of exchange is of quantitative rather
than qualitative character. As nothing fundamental changes in the economy due to
introduction and circulation of money, money is perceived as a logically neutral instrument
(Dodd, 1994, p. 4).

The concept of logical neutrality of money is directly linked to the quantity theory of
money. Although a detailed presentation of the quantity theory of money is outside the scope
of this article, it is worth repeating that it does not take into account structural factors
determining the flow of money through the economy, nor individual perceptions, attitudes and
uses of money (e.g. it assumes that savings are automatically and immediately turned into
investment, thus excluding hoarding and similar behaviors), nor broader moral, cultural and
institutional conditions (Dodd, 1994, p. 11).

All these observations allow to state that: Money is not simply a neutral [emphasis
added], transparent token mediating the exchange of goods and services as classical and
neoclassical theories suggest, but has cultural and symbolic associations generated by its use
as a form of wealth and as a foundation of power, its conceptualization in relation to freedom,
happiness and morality, and its retention as a basis for confidence or simply for its own sake.
It seems incurably naive to suggest that such a range of attitudes towards the acquisition and
use of money should be depicted on the basis of a logical relationship between the quantity of
money and the level of prices (Dodd, 1994, p. 13).

Apart from confusions over perceptions of money and its meaning, the roots of
money’s disruptive role may be seen in the organization of power in economic life which
seem to be responsible for the lack of the political neutrality of money (Dodd, 1994, p. 13).

The structural relationship between money, capital and the distribution of power in the
capitalist system was one of the central issues in works of radical economists. For instance,
according to Marx, money does not merely express exchange relationships as such, but
appears as a crystallization of capitalist relations of production and their structural
underpinnings. Money ceases to be neutral, because instead of coordinating activities of
independent producers within the social division of labor, it becomes an instrument by which
labor is commodified in an abstract form, bought and sold on the labor market, paid with
wage, and simultaneously exploited for the accumulation of profit (Dodd, 1994, pp. 14-15).
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There are also other researchers that do not perceive money as a neutral instrument
which can be changed without any fundamental effects on the price system. In fact, money
can be treated as a weapon in the struggle of a man against man, with prices being expressions
of relative chances in this struggle of interest (Weber, 1978, p. 108). As a consequence of this
nonneutrality of money, workers have lost control over the goods they produce and cannot
even buy them back. Their wages are lower than the value of the goods produced, because the
aim of economic activity is to make profit (Mellor, 2010, p. 20).

Theoretically, [t]he inherent transparency of money in relation to the will of its holder
is, by definition, non-discriminating. The possession of money is empowering irrespective of
the wealth, property, class position and social and political status of its holder. ... In practice,
however, these features are almost invariably obscured. A monetary income which barely
meets the purchase of subsistence presents a starkly different set of choices to its holder than
money held over and above this requisite level. Money acquired in the form of a windfall or
gift can give rise to a series of possibilities which are markedly distinct from money routinely
gained in the form of income, where most if not all of its potential uses may already have been
accounted for by regular economic obligations or commitments. What can be achieved
through money can also depend on pre-existing networks of relationships, on differential
degrees of access to the acquisition of goods and services not accounted for by the price
mechanism alone. ... These inconsistencies in the empowering features of money are
structurally interconnected with the distribution of wealth and power in society and across
the global economy. There is, then, a clear incongruity in the transparency of money as
conceived in principle as opposed to the empowering features it actually possesses in practice
(Dodd, 1994, pp. 159-160).

The opposition between transparency of money, which in ideal conditions should be
one of the manifestations of its neutrality, and real inequalities associated with its
empowering features seem to be very important for the sociological interpretations of the
nonneutrality of money. In the next section this opposition will be further investigated by
means of the sociological concept of relative deprivation in aggregate perspective.

Aggregate relative deprivation and nonneutrality of money under monetary integration

Social perceptions of money and its use discussed in previous sections of this paper
may constitute and important channel of transmission of monetary impulses on the real sphere
of the economy. This section focuses on the process of monetary integration in order to
exemplify how social reactions to economic processes involving money may lead to changes
in output and employment.

Assuming that there is a given number countries, each of them characterized by a
fixed supply of money and their own currency, a purely qualitative change concerning supply
of money (e.g. conversion of domestic currencies into a common one without any quantitative
changes in the aggregate supply of money) is likely to have a significant impact on the whole
economy.

First of all, if there are heterogeneous attitudes toward a new currency, a change in
economic behavior of individuals may occur, because the psychological rate of conversion of
one currency into another might be significantly different from the official one. As a
consequence, short or even medium term distortions in monetary circulation and the real
sphere may be observed.

Secondly, heterogeneous preferences may also refer to the country of origin of goods.
If this is the case, it may be socially beneficial not to resign from national currencies which
may help to achieve a more differentiated production structure and a more efficient allocation
of resources. In other words, a successful introduction of a common currency may depend on
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the scale of consumers’ indifference toward the origin of goods being bought (Kocherlakota
& Krueger, 1999).

Finally, introduction of a common currency means an instantaneous revision and
expansion of social space in which interpersonal comparisons of incomes take place (which is
directly linked to transparency of money mentioned in the previous section). Obviously, even
without the introduction of a common currency cross-border income comparisons are also
possible, but they are associated with higher costs, and therefore are probably less frequent.

The starting point of analysis conducted in this section is that income comparisons
bear on wellbeing and that social stress can be measured by aggregate relative deprivation
(ARD) which is the sum of the levels of stress experienced by the individuals who constitute
the population (cf. Stark, 2010; Stark, 2013). It is also assumed that initially income
comparisons are conducted within country borders and after joining the monetary union they
encompass all individuals from merging economies.

In case of income-based comparisons, the aggregate relative deprivation of a
population of n members (assuming that the population can be identified with the comparison

group), ordered by their incomes x; (X <X;for i< j), isequal to:

ARD(x)= SRD(%) =1 33" (x, ~ %)

NS

where RD(x;) is the relative deprivation experienced by individual i (it is the sum of the

extra income units that others in the population get, normalized by the size of the population).

Introduction of a common currency can have a positive or negative impact on a
country’s aggregate relative deprivation. In particular, when a low income population merges
with a high income population (provided that there is no overlap between income
distributions of both populations), all the individuals in the high income population except for
the richest individual gain in terms of relative deprivation, but all the individuals in the low
income population suffer (Stark & Wtlodarczyk, 2013).

Potentially, there are severe economic consequences of the increase in social stress
measured by aggregate relative deprivation in the low income population which include e.g.
increased inflationary pressure (if the ARD impulse is translated into successful wage increase
requests), increased fiscal pressure (if dissatisfied individuals are able to extort more transfers
from the budget), and lower competitiveness of the economy (if individuals decide to exert
lower effort and reduce productivity or if the increase of inflationary or fiscal pressure is
significant enough to influence the real exchange rate)?. The final outcome may strongly
depend on individual interpretations and attitudes toward the whole process.

Furthermore, if in ARD terms monetary integration is a source of positive stimulus for
the high income population, the output gap between low income and high income population
is likely to widen over time. Thus monetary integration of populations differentiated in terms

? Preliminary estimates based on methodology presented in Stark & Wtodarczyk (2013) and Eurostat data (2014)
extracted for 12 countries that adopted euro in 1999 and 2001 show a statistically significant correlation between
cumulative gains from euro adoption in ARD categories (calculated for each country as the sum of differences
between hypothetical value of ARD without adopting the euro and ARD when in the EMU) and cumulative rise
in the price level, as well as a statistically significant correlation between cumulative gains from euro adoption in
ARD categories and cumulative rise in the real effective exchange rate over the period 1999-2011. In the former
case the correlation coefficient was equal to -0.75 (thus implying that countries experiencing greater “ARD
losses” were also characterized by higher inflation rates), while in the latter case the correlation coefficient was
equal to -0.69 (which means that countries experiencing greater “ARD losses” observed also stronger
appreciation of the real effective exchange rate). However, there was no linear relationship between cumulative
gains from euro adoption in ARD categories and cumulative budgetary deficits over the period 1999-2011.

Economics & Sociology, Vol. 7, No 2, 2014



Julia Wtodarczyk 207 ISSN 2071-789X
INTERDISCIPLINARY APPROACH TO ECONOMICS AND SOCIOLOGY

of income may in fact lead to the polarization and social disintegration of the whole monetary
union.

It is also important to emphasize that in terms of aggregate relative deprivation the
overall effect of integration is always negative, because if individuals’ incomes are held
constant, the ARD of the merged population is greater than the sum of the levels of ARD of
the constituent populations before the merger (Stark, 2013). This means that even if a system
of transfers from high income economies (characterized by “ARD surpluses”) to low income
economies (characterized by “ARD deficits”) was established, it would not prevent widening
the gap between high income and low income countries.

Undoubtedly, the advantage of referring to the concept of aggregate relative
deprivation is that it allows to link purely gualitative changes in the supply of money with
social welfare and that it can be introduced into economic models to verify its usefulness.

Conclusions

According to the sociological literature, money is a complex socio-economic
phenomenon, enmeshed in dialectics of its quantitative and qualitative characteristics, socially
constructed and individually perceived, used for various economic and noneconomic
purposes, and therefore quite distinct from its purely instrumental and neutral economic
representation. Making economic theories of money more realistic may require not only
alteration of the set of underlying assumptions, but maybe also a paradigmatic change. This
paper pointed out several ways to bridge the gap between existing theories and the social
reality, but as was mentioned in the introduction this was only a first step toward integration
of economic and sociological concepts of money. Certainly, the need of a socio-economic
analysis of money reflects the embeddedness of economic activity in social, cultural and
political structures.

In line with conducted considerations, apart from construction of economic models
including the aggregate relative deprivation, further research could investigate e.g. the link
between the heterogeneity of social structures (in terms of domination of different types of
temperament and financial behaviors) and possible outcomes of monetary integration, the link
between the nonneutrality of money and the institutional structure of banking system due to
its important role in the organization of power in society, the extent to which money is
responsible for diffusion of uncertainty and other issues. Besides, increasing dynamics of
international migration and international transfers, including personal remittances is likely to
bring about growing interest in cross-cultural research investigating differences in the use of
money across the borders.
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