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INTRODUCTION

Of all the subjects on which you could improve your knowledge, I can’t think of one more valuable than money. And let’s be honest: most of us are starting from a pretty low base.

We spend our entire lives trying to get hold of it, yet we have no idea where it actually comes from. Then we’re expected to make intelligent decisions about what to do with the money we earn, but we’re never taught how. Like it or not, money is a huge part of the world we live in – and most people I know feel embarrassed or stupid for not understanding much about it.

‘Understanding money’ goes far beyond being able to pick the best savings account or decide on an appropriate mortgage. Those are helpful life skills, but they’re just tiny details within the big picture. What’s the point of picking the best savings account if inflation means the money in every savings account will lose value? Does it matter that you found a great mortgage if house prices are about to collapse? If you’re making these careful, responsible micro-decisions without an understanding of the wider context, you’re effectively doing beautiful interior design work on a house you’ve built on the edge of a cliff.

But is it really possible to understand that big-picture context? Yes. You really can develop a better understanding of what’s happening now, and you really can use that new knowledge to anticipate what’s coming next – positioning yourself to have the best possible chance of benefiting. This book will give you everything you need to achieve these new skills.

Feeling daunted? Don’t be. This stuff isn’t as hard to grasp as you think. And remember that almost everyone around you has an equally poor understanding – even though we’d all benefit from getting to grips with money a bit better.

Why is our knowledge of money so poor? I can think of four reasons, all of which I’m trying to solve with this book.

First, there’s no getting away from the fact that it’s a complex subject. There are countless interconnected concepts, so every time you look up something in order to grasp it better, the answer refers to three other things you don’t understand. In this book I introduce ideas one at a time, in a logical sequence – not assuming that you know anything at all before we start.

Secondly, it’s perceived as boring – and if you ever studied economics at school, I’m sure it was. But that’s just bad teaching: money is totally fascinating. For example, did you know that the pound has lost 99 per cent of its value over the last 100 years? How did that happen? Did you know that banks can never run out of money to lend, because they’re allowed to create it out of thin air? This book is full of utterly bizarre phenomena that have been right under your nose your whole life, yet no one bothered to explain them to you.

Thirdly and cynically, there’s no incentive for the people in power to help you become better informed – because if you’re left in the dark, it’s easier to take advantage of you. Henry Ford once said: ‘It is well enough that people of the nation do not understand our banking and monetary system, for if they did, I believe there would be a revolution before tomorrow morning.’ I’m not deluded enough to think that this book will lead to people storming parliaments around the world, but I won’t have done my job properly if it doesn’t make you angry in places.

And fourthly, it doesn’t help that even highly trained economists can’t agree on most of this stuff between themselves. Because the world is so complex and you can never just tweak one variable at a time, five economists can look at a situation and generate five completely different explanations for why it happened and what should be done about it. This one I can’t fix – but I can at least explain my interpretation and what led me to it, so you can decide for yourself if you agree.

Money is a topic that’s highly complex, then, considered by almost everyone to be ‘boring’, and intentionally opaque. Oh, and the world’s leading experts on it can’t agree on even the simplest decisions or explanations. So why on earth would someone like me – who doesn’t have a masochistic bone in his body – decide to write a book about it?

It was the crash of 2008 that first got me seriously into economics, and I’ve been learning about it for fun ever since. Then in 2020, when everyone else was suddenly becoming an expert in R-numbers and fretting over charts of Covid waves around the world, my obsession went up several notches. I know, I know: I should have been working on my sourdough or taking part in Zoom pub quizzes. But I couldn’t get over the fact that the UK government, which had spent a decade telling us there was no ‘magic money tree’, suddenly found one – producing £450 billion out of thin air and chucking it around on everything from no-questions-asked loans to discounted meals. In the US, they went further and just mailed cheques to everyone. How was that even possible? What would the consequences be? And most importantly, why do we all work so hard for money (then hand a big chunk of it straight back in taxes) when it can just be magicked up out of nothing? As a lowly investment podcaster (without any formal training), I certainly didn’t have any answers. But I did have a well-established response to encountering something I don’t understand: to start overzealously searching for answers.

I went back and studied how money came into existence in the first place. I dug through the minutes of Bank of England meetings from fifteen years ago. I delved into the history of the pound, then the dollar, and eventually the euro, the yen and the renminbi. I read some books by people who believe governments should print as much money as we need so that we can all have everything we could possibly want, and other books by people who believe this type of excess is already dooming us to destruction. I squinted at hundreds of charts, and even hired someone to compile new ones when I couldn’t find the data I wanted.

I then did what I always do when I’ve done a lot of reading: I wrote it down to try to get it all straight in my head, because you never really know if you understand something until you try to explain it to someone else. This book is the result.

So I’ll admit it: I wrote this book for myself. But as a result of doing all this reading, researching, questioning and hair-tearing, I feel as though I’ve developed two new super-powers. And by reading, you’ll have those super-powers too – with a heck of a lot less effort.

Your first super-power will be to finally understand what you hear and read about money and the economy. Those news reports about something to do with interest rates, currency movements or the bond market that sound like gibberish? The conversations at work where you stay quiet because everyone seems to have an informed opinion about the economy except you? In ten chapters’ time, it’ll all make sense to you. (And you’ll realise that most of those people who state their opinions with such confidence – including those on the TV and radio – don’t really understand what they’re saying either.)

That’s fun and all, but your second super-power is the more lucrative one: you’ll be able to make dramatically better decisions about your own money. You won’t need to blindly take the advice of a financial adviser or end up investing in certain stocks because a friend said it was a good idea: you’ll understand how the world of money works today, come to informed views about what will happen in the future, and make the right investment decisions as a result. My aim is to give you the knowledge and confidence to come to your own conclusions – but in the final chapter I’ll also lay out what I anticipate happening in the future, and the types of investment I’ll personally be looking at making as a result.

To grasp the world of money as it is today, we need to understand how we got here. Fair warning: this means that before we get to the ‘here’s what you should do’ part, there’s a whole lot of learning about inflation, interest rates, debt, central banks, GDP and other such concepts you’ll have heard of but probably won’t understand that well. That may sound like a chore, but it won’t be: like I said, money is fascinating when it’s explained properly. And by the time we get to the part where I explain how I’ll be investing, the conclusions will seem natural and easy to grasp – because you’ll have all the grounding you need.

We’ll also explore the infamous financial crisis of 2008, as well as those events of 2020 that made me curious enough to write this book in the first place. And we’ll go back to 1971 and explore an event that changed the financial world we live in beyond recognition. First, though, let’s go back even further and start at the most logical place: the very beginning …




CHAPTER 1

WHAT IS MONEY?

Imagine you live in a tiny village back in primitive times – before anyone has got around to inventing central banks, collateralised debt obligations or Apple Pay. Perhaps you have a vegetable patch and use it to grow some carrots, which you sell to your neighbour in exchange for two coins. You then take one of those coins and give it to another neighbour in exchange for a haircut. The coins – the ‘money’ – in this scenario are performing three useful functions at the same time:


	They’re generally accepted as a form of payment – known in economics lingo as a medium of exchange. Because the carrot-buyer, the hairdresser and you all agree to accept coins as payment, it’s easier for you all to make trades between one another. If you didn’t have coins (or some other object to function as money) to ‘sit in between’ every trade you wanted to make, you’d be stuck with barter: you’d only get your haircut if you could find someone who’s nifty with a pair of scissors and fancies carrot soup for lunch.

	They’re a way to keep track of how much something is worth – technically called a unit of account. By stating the ‘price’ of everything in relation to coins, you can easily compare products and services against one another. Without this, you’d need to have a separate exchange rate for every possible combination: ‘carrots to haircuts’, ‘haircuts to chickens’, and so on.

	They’re a store of value – which, unlike most terms in economics, is exactly what it sounds like. Your carrots earned you two coins, but you only spent one. By holding onto the other coin rather than spending it, you were effectively taking some of the reward of the value you created by growing the carrots and carrying it forward through time so you could enjoy it (by exchanging the coin for something you want) in the future.

So that’s what money is. It’s something we use to pay for goods and services using its physical representation as notes and coins, or increasingly their digital equivalents. Together, these form a ‘system of money’ – also known as a currency. (For the purposes of this book the differences between ‘money’ and ‘currency’ don’t really matter, so throughout subsequent chapters I’ve used them interchangeably.)

A central authority decided on the name of each currency and the denominations of notes and coins it should consist of, but that doesn’t mean we actually need such an authority to do those things: all that’s needed for a currency to ‘work’ is for a critical mass of people to voluntarily use it to trade with one another. This trade – the exchange of goods and services between people, companies and organisations – is what we call an ‘economy’. The ‘money’ is the bit we get fixated on, but the money isn’t the point: it’s just inserted into the middle to make these fundamental exchanges of value work more smoothly.

CAN ANYTHING BE MONEY?

So far, we’ve seen that there’s nothing magical about any particular form of money: in principle you could use absolutely anything as money, as long as enough people agree to exchange their goods and services for it. In practice, though, some forms of money work better than others.

Take gold. Gold has been used as a type of money for thousands of years, but why did it start being used as money in the first place? It wasn’t random, and it’s not just because it’s pretty and shiny. It’s because gold has six characteristics that make it naturally suit the role of money:


	You can easily test the purity of a gold coin to make sure each unit is identical – which makes trade easier, because then it doesn’t matter which one you get. This property of being able to swap any unit for any other is known as fungibility.

	It’s highly durable because it doesn’t react with other elements (whereas silver, for example, tarnishes when exposed to the air), so effectively it lasts forever without losing quality.

	It’s divisible because it can be melted down into different quantities, which means you can use it for transactions of all sizes.

	It’s portable because you can mould it into convenient shapes like coins. And, owing to the relative scarcity of gold, you don’t need the coins to be huge or tiny for them to represent a practical amount of day-to-day value.

	It’s recognisable because you can easily stamp gold with some kind of symbol to show it meets an official standard.

	It’s scarce: there’s only a certain amount you can dig out of the ground, and the amount that remains in the ground gets progressively more difficult to reach.

Kudos to ancient humans, then: of all the naturally occurring elements on the planet, they picked the one that was naturally the best suited to functioning as money.

All the factors listed above are important, but scarcity is the absolute deal-breaker: without scarcity, none of the other factors count for anything. Remember, the purpose of money is merely to make trade more convenient between two people who’ve both invested some of their scarce time and effort to produce something of value. This only works if there’s also something scarce about the money itself. Imagine you live in a world where leaves are a currency: you put in a hard day’s graft at work, then your boss just scoops up a handful of leaves to pay you. Gathering those leaves would require no time or effort whatsoever on your boss’s part, so you’d (quite rightly) feel cheated. (Is the money we use today sufficiently scarce? Stay tuned: this is a major theme of the rest of the book …)

Interestingly, it’s possible for money to have all these properties of ‘good money’ without taking any physical form whatsoever. Consider bitcoin: you can’t even see it, let alone touch it, and it was invented by an unknown person or group on an Internet forum rather than by any trusted central authority. But it rapidly picked up devotees – and after just fourteen years it’s used by an estimated 114 million people and two countries have made it legal tender.12

Why has bitcoin become popular? Because it ticks all the ‘good money’ boxes, with a particular emphasis on scarcity: bitcoin has been designed in a way that means each new coin can’t be created too quickly. Also, once 21 million coins in total have been created (which will happen around the year 2140), that’s it: no more coins are allowed to come into existence. Importantly, the pace and quantity can never be changed by anyone. Even though you can see leaves and you can’t see bitcoin, I know which I’d choose to receive payment in.

The example of bitcoin helps to prove something you might have already realised: that the money itself isn’t the point. Money can be something you can’t even touch or see, and it doesn’t matter because the actual purpose of money is for us to exchange it for other things. We want money purely in order to swap it for goods and services that improve our life today or in the future.

Money is, in other words, an entirely social phenomenon. If Jeff Bezos were to avoid a nuclear war by escaping to a bunker on his secret island lair (which I imagine he totally does have), then emerge a year later as the only surviving human on earth, his billions of dollars would be of no value whatsoever: with no one to trade with, money is useless. Imagine he then wandered the earth and came across a primitive Pacific tribe that had somehow survived, and who exchanged value by swapping the prettiest shells they could find. Jeff could show them wads of paper with pictures of Benjamin Franklin on them, but it wouldn’t get him very far.

Yet while money may be a ‘made-up’ social construct, it’s an extremely important one. Having an effective, widely accepted system of money makes it possible for members of a population to exchange their effort and skills without the need for a high degree of trust in one another. In fact, they don’t even have to know each other: they just need to trust the system of money itself. The larger the group that trades with one another, the easier it is for people to get their needs met.

However complex this book becomes – and it will in places, as much as I’ll try to avoid it – you can stay grounded by keeping this ultimate purpose of money in mind.

WHAT GIVES A NATIONAL CURRENCY ITS VALUE?

If gold and bitcoin are such good forms of money, why do we mainly use national currencies like the pound and dollar for our transactions today? There are two main reasons.


	They’ve been in widespread daily use for a very long time, meaning they have familiarity, trust and acceptance among a large group of people. There’s nothing to stop you and your hairdresser, builder or boss from transacting with any form of money you like (as long as everyone pays their taxes in your national currency afterwards) – but using the same currency that everyone else accepts and trusts is far more convenient.

	The government only accepts payment of taxes in its own currency. Everyone has to pay taxes, and taxes can only be paid in a particular currency, therefore everyone has a need for that currency. This gives the government control over money – and control of money leads to control (and power) in general.



These reasons will come as a surprise to many people: surely there must be more that gives value to nations’ official currencies than just habit and compulsion? Well … not really. Coming up over the next few chapters are some eye-opening facts about the currency you use every day which will make you look at the contents of your wallet in a whole new light.

Now we know what money is and what it’s for, we can explore modern currencies in more detail. In particular, we can investigate how well they help you to achieve the goal of exchanging your effort and skills for what you want – both now and in the future. Warning: it doesn’t all make for pleasant reading.

In summary …


	Money only exists to facilitate the transfer of value between people and through time.

	Money doesn’t need to have a value in its own right: we only want it because we can exchange it for goods and services that will improve our lives.

	If enough people within an economy can agree that something represents money, then that’s what it is. But some things work better as money than others (gold vs leaves).

	Scarcity is the most important property of good money: you’ll only accept money in return for something you value if you believe the other person had to expend effort to get it in the first place.





CHAPTER 2

WHY MONEY IS BROKEN

I have a totally untested theory that whatever things cost when people are thirty years old becomes the ‘right and natural price’ for them – and everything after that point is an unholy aberration. I still haven’t come to terms with a pint crossing the £5 threshold here in London, and there are plenty of older people who believe a house price crash is imminent because properties are currently worth more than the £19,000 they paid for their three-bed semi in 1970.

My theory makes it sound as though we’re all silly for being stuck in the past, but maybe we have a point. After all, why does the price of pretty much everything (from pints to property) tend to go up over time? Can you think of a convincing reason for everything to keep on getting more expensive?

We’ll uncover the reason during this chapter – and we’ll get there by taking a closer look at the money in your pocket and assessing how well it’s performing the three jobs that we now know a system of money has. As a reminder, those jobs are to be:


	something that’s generally accepted as a form of payment for goods and services (known as a medium of exchange).

	a way to keep track of how much those goods and services cost – or to put it another way, what they’re ‘priced in’ (this is known as a unit of account).

	a store of value, meaning you don’t have to spend everything you produce immediately: you can store it in the form of money until you need it in the future.


IS YOUR MONEY ACCEPTED AS A WAY OF PAYING FOR TRANSACTIONS?

This is an easy one. Take the pound: clearly, millions of people are happily using pounds to make billions of transactions each year, and you could say the same for all major currencies. So top marks there: it excels as a medium of exchange. On to the next one …

IS YOUR MONEY A GOOD WAY OF STATING PRICES?

For something to be an effective unit of account – to be ‘the thing that everything else is priced in’ – you need the value of that common unit itself to stay reasonably consistent.

It’s easiest to understand how important such consistency is by looking at situations where it hasn’t been the case. For example, in Germany in 1923, the value of the Reichsmark (the currency in which the price of goods was measured)1 was falling rapidly. So extreme was the downswing that workers ended up being paid twice per day: had they been paid any less frequently, the value of the currency would have changed too much between earning it and spending it. Supermarkets, meanwhile, had to update their prices hourly. This clearly wasn’t a happy situation and, as a result, many Germans abandoned the currency completely and started meeting their needs by just swapping items between themselves and leaving the currency out of it entirely.

I’m not aware of a major currency that has this problem right now, and most haven’t throughout history (so far), so full marks again as a means of keeping track of prices. It’s worth being aware, however, that all currencies do change in value by a small amount from day to day. Currencies have a floating exchange rate, which means their price relative to every other currency is always changing. A floating exchange rate is why you’ll often hear announcements such as, ‘The pound has strengthened against the dollar,’ (i.e. you can now get more dollars for your pound), or ‘The dollar has weakened against the euro’ (i.e. you can now get fewer euros for your dollar).

If all your earning and spending is in just one currency, you won’t notice this happening. When you do notice, it’s typically just a mildly nice or unpleasant surprise when you go on holiday (perhaps your beers in Spain cost more or less in pounds on this trip than they did last time). It’s more of an issue for bigger purchases like a home abroad, where the same price in euros might cost you thousands of extra pounds between viewing it and completing the legal process to buy it. It also affects companies that sell or buy a lot from other countries – the largest of which go to great efforts to ‘hedge’ their risk of currencies moving in a way that would negatively affect them.

But back to your Spanish holiday. If you could exchange £1 for €1.16 last week and today it’s €1.20, what’s happened? Has the pound become worth more, or has the euro become worth less? You could attempt to work it out by looking at how each currency has changed against a selection of other currencies over the past week, but the point is that neither currency has a fixed value.

All this currency floating is a mild inconvenience sometimes, but not a big deal. Unlike the Reichsmark in 1923, major currencies are stable enough that we can use them to measure prices domestically with no issues at all – and we can use them internationally with (usually) mild and manageable fluctuations from day to day, or even month to month.

If these manageable fluctuations aren’t such a big deal (for most of us, at least), why go into so much detail exploring them? Because it’s important to break the illusion that today’s currencies have a completely fixed value. Now that we’ve seen that they don’t, we can look at how values can change over longer stretches of time – which is far more problematic …

IS YOUR MONEY AN EFFECTIVE STORE OF VALUE?

As we’ve just seen, fluctuations in currencies can seem so minor and inconsequential that we can be deceived into believing they’re perfectly stable. So when prices go up over the long term (which they almost all do), it’s natural for us to assume that this is caused by factors relating to each product itself. Your parents bought a house for £20,000 in 1975 and now, with barely a change of wallpaper, it’s worth £250,000? Well, houses must cost more now because the population of the country has increased. A pint of milk cost 5p when you were a kid and today you have to hand over 55p? Well, food must have just become more expensive – or maybe the cows have unionised or something?

But now that you know the value of your money isn’t fixed, there’s another possibility. Perhaps those prices haven’t moved: perhaps it’s the value of the currency that’s fallen instead. I’m not saying that the actual values of houses and milk haven’t changed over time. But I am going to argue that, over long periods of time, currencies have tended to fall in value significantly – making them a poor store of value and resulting in serious repercussions for your wealth.

I know: this is all a bit mind-bending, and you may take some convincing. The illusion of the ‘fixed currency’ is a tough one to break, so I’m going to attempt it from two angles. First, I’ll swap out the currency for something else to demonstrate that ‘what you measure in’ does matter. Then I’ll show that just about everything has become more expensive when measured in a particular currency over a long period of time – making it more likely that something funny is happening with the money itself rather than with everything you can buy with it.


[image: ]
Chart 1: UK property priced in pounds (solid line) and gold (dashed line)2

To start with, let’s swap out the currency and look at what would happen if houses and milk were priced in gold instead. Why gold? We already know that gold has been used extensively as a medium of exchange throughout history, so it will be interesting to see what the world might be like if we were still using it as the basis for prices today. Let’s start by taking a look at houses in the UK over time, priced in both pounds and gold, shown in Chart 1.

Here, the solid line represents the average price of a house in the UK as measured by the Nationwide Building Society, in pounds. Rather than showing the actual price over time, it’s using an ‘index’ – which just means that the price in Year 1 (1970 in this case) is set to 100, and changes in all future years are relative to 100. For example, if the first price is £50,000 and the index is set at 100, then by the time the price has gone up to £55,000 (a 10 per cent increase) the index will show 110. Indexation is helpful because it gives us a common starting point, and from there we can see how the prices diverge.

The solid line shows that the index has increased from 100 in 1970 to just over 5,000 by 2020. In other words, house prices as measured in pounds have increased 50-fold. Yikes.

The dashed line tracks the performance of exactly the same asset – the average price of a house in the UK as measured by the Nationwide – but denominated in gold. In other words, rather than asking, ‘How many pounds does it cost to buy this?’ it’s asking, ‘How many ounces of gold does it cost to buy this?’

What this dashed line shows us is extraordinary: it starts in 1970 at 100, and ends in 2020 at 102. This is telling us that, when measured in gold, a house cost virtually the same in both of those years. Let’s be clear what this means: if you put some gold in a vault in 1970 and took it out 50 years later, you could buy the same house with it as you could have done back then.

So when someone says, ‘Houses are so much more expensive than they used to be,’ a good response (if you want to be a smart-arse and you’re not that bothered about keeping your friends) would be ‘Measured in what?’ Clearly, house prices have become more expensive in pounds but not in gold.

What if we go back even further? Let’s use the US dollar and US house price data now, just to show that the pound isn’t alone in losing value. As with Chart 1, Chart 2 is indexed to 100 (this time in 1900), and again we see a similar pattern.

As you can see, the median US home was worth roughly the same whether you priced it in dollars or gold all the way up to 1970. After that, the prices diverged: the price in dollars went up almost a hundredfold, while the price in gold has remained pretty much the same all the way to the present day. This is unbelievable: you could buy the median US home today using the same amount of gold as you could have done 120 years ago. There’s a reason for the early 1970s being the time that the price in dollars started to explode, which we’ll come to later.
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Chart 2: Median US house price in US dollars (solid line) and gold (dashed line)3
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Chart 3: FAO Food Price Index denominated in gold4

It isn’t just housing where you can see such a difference depending on whether you measure in pounds/dollars or gold. For example, I mentioned earlier that a pint of milk used to cost 5p and now costs 55p. About five minutes ago, you’d have assumed this was down to food becoming more expensive. When measured in pounds, yes it has. But you know what’s coming: what about when we look at an index of food prices measured in gold?

As Chart 3 shows, rather than rising, food costs have fallen dramatically when measured in gold. The amount of gold that would have bought you a snack in 1960 would get you a banquet today. (Whereas if you were relying on a stash of pounds or dollars, you’d be feeling decidedly peckish). Again, we see 1970 as the point at which the value of the currency suddenly drops. Again, we’ll find out why later.

I’ve been using pounds and dollars because they’re major currencies with easily available data that go back for over a hundred years, but the pattern is the same for just about any currency: if you’d been storing your wealth in gold instead, you’d have fared much better.

Next is the other angle I promised to explore: how your money will buy you less of everything, on average, over long periods of time. Not just houses and milk. Everything.

We can do this by looking at ‘buying power’, which is just as it sounds: a measure of how much you can get in exchange for your pounds at a given point in time. Understandably, price data from way back in history
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Chart 4: Buying power of £100 over time5




YOUR MONEY’S SCORECARD



	It’s a great medium of exchange. It’s widely recognised and will gladly be accepted by tens of millions of people.

	It works well as a unit of account. By converting everything to be ‘priced in’ a major currency, it enables unimaginably large quantities of goods to be transacted every year with minimal friction – meaning that it’s a fantastic way to represent prices.





	Yet as a store of value, it’s atrocious. Just look at the pound: it’s lost over 99 per cent of its buying power in the space of just a few generations – and nearly half of that in the last twenty-odd years alone.








In summary …


	Modern currencies don’t have a fixed value. When the price of something has changed, it’s important to consider the value of the currency changing as well as the item itself.

	When you look at prices in gold rather than pounds or dollars, they’ve either stayed the same or declined rather than increased – which suggests something is happening to the currency rather than everything else.

	Our money is relatively stable in the short term, but its ‘buying power’ has dramatically and consistently decreased over the last 150–200 years (and almost halved over the last twenty years alone).
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