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Time and Money

Yoshihiro Yamazaki

Abstract

Movement of money is very similar to infection of virus in that both mean the continual
change of holders. To show the reason why money keeps its value, Paul Samuelson proposed
the use of overlapping generation model which Maurice Allais first invented. Young
generation hands goods to old generation by receiving money. They intend to pay the money
for goods after they retire. Samuelson’s idea has been made into concrete models and they
showed that there exists a competitive equilibrium where money keeps its value continually.

It is obvious that money’s transmission of purchasing power to the future produces the
interest. Allais made a unique model of monetary economy and raised the idea that the essence
of interest is the forgetfulness which is symmetric with the forecast to the future. Because
economic activity is volitional, not physical but psychological time is essential to it. Allais
showed that socially unique interest rate is obtainable by connecting rate of forgetfulness
corresponding to psychological time with the one corresponding physical time. In Allais’s
model, the larger the memory of past monetary expenditure is, the smaller the present demand
for money become, which means a high interest rate.

Henri Bergson, a French philosopher, called psychological time as pure duration. Pure
duration is utterly different from physical time which means the time as space. While physical
time is measured by an objective unit, psychological time is vital and qualitative change itself.

Free and volitional action like economic activity is possible only in the psychological time.

JEL classifications: B260, E410, E420.

Keywords: overlapping generation model, value of money, psychological time, rate of

forgetfulness, pure duration.
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