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SSET 22 - LAW of GRESHAM ? 

 

 

We are going “to study” the Gresham´s Law: the bad currency displaces the good currency. To 

this end, according to explanatory structure characteristic of the new Subjective and Solidarity 

Economic Theory (SSET), we made the following: 

 

Graph of Gresham 

 

 
 

 

Structure of the graphic: 
1
 

 

Stock of currencies: 

 

10$: is the stock of money (present economic good, gold) “good” currency. 

8PM
0
: is the stock of Paper Currency (irregular-currency-credit), initial. 

14PM
1
: is the stock of Paper Currency (irregular-currency-credit), expanded. 

 

U$ Curve: decreasing marginal utility of the money stock. It is represented twice in 

symmetrical form: reading to the left to study its behavior with respect to 8PM
0
 and reading 

towards the right with respect to 14PM
1
. 

UPM0 Curve: decreasing marginal utility of 8PM
0
. 

UPM1 Curve: decreasing marginal utility of 14PM
1
, with right to left reading. 

                                                      
1 Similar to the one we have used in SSET 06 - Neutrality of the economic unit of measure. 

https://www.carlosbondone.com/en/theory-of-economic-time/aplication/neutrality-of-the-economic-unit-of-measure.html
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$i: to the expositive effects, we assume 4,50$i is exchanged with both currencies, which implies 

that I
0
 = I

1
. 

 

Gresham analysis 
 

If we relate the “good” currency (10$) to the one that becomes bad (PM), we see this passage 

from PM
0
 to PM

1
: 

 

P$(PM0) = 3,50 / 4,50 = 0,777 

P$(PM1) = 6,60 / 4,50 = 1,467 

.v$(PM0) = 0,777 * 10 / 8 = 0,971 

.v$(PM1) = 1,467 * 10 / 14 = 1,048 
 

It is appreciated that: 
 

v$(PM0) ˂ v$(PM1) 
 

vPM0(PM1) ˃ vPM1(PM0) 
 

PM
0

i = 3,50 ˂ PM
1

i = 6,60 
 

In summary, what the “Law of Gresham” postulates does not differ from the CROSS 

POSITIVE  CORRELATION of the EXCHANGE: no one will deliver what has more value if he 

can obtain the same with something of less value ―as happens with any exchange of wealth. 
2
 

Which ratifies our dissent with Hayek, exposed in Theory of Economic Relativity (TER), Chapter 

XVII, section entitled: Gresham´s law according to Hayek: 
 

“…Our position states that the general principium of the marginal relation of substitution among economic 

goods applies here. Simply put, this means every economic agent will tend to exchange interpersonally the 

less valuable economic goods in their possession (the essence of interpersonal exchange, to obtain benefits 

ceding economic goods of less value in exchange for the same quality and quantity of other economic 

goods), but this holds not only for currency, in the form of money (different types of money) or credit 

(different types of credit). In other words, the currency used in interpersonal exchanges is not subject to 

different laws from other economic goods, except in the form of credit, subject to TER because it is 

economic time, which is not true for money.…”  
3

 
 

Thus, the Law of Gresham” shows one of two very gross theoretical shortcomings: 
 

 Not having noticed the cross positive correlation of the exchange (of all wealth). We keep 

the good currency ($g) and circulate the bad currency ($b), which displaces the first of the 

circulation: ↑v$g($b) ↔ ↓$gi ↔ ↑$bi. 

 The need to explain that currency is wealth. The law of relative marginal utility of exchange 

guarantees us that currency is present wealth in the act of exchanging wealth, otherwise: vq($) 

* 0 = 0. 

 

Carlos A. Bondone 

                                                      
2 The exchange action is guided by an order of marginal utility of ascending wealth  ―according to the theory of distribution of 

Subjective and Solidarity Economic Theory (SSET) (Chapter VII: Efficient Distribution of Wealth).  
3 Accepting Gresam´s Law, under any circumstances, is the best example of not having understood Menger´s marginal subjective 

theory, which is relevant to every manifestation of wealth. 

https://www.carlosbondone.com/en/theory-of-economic-time/aplication/subjective-and-solidarity-economic-theory.html

