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“Ehemals sah man mit ehrlicher Vornehmheit auf die Menschen herab, die mit
Celd Handel treiben, wenn man sie auch ndtig hatte; man gestand sich ein, daf
jede Gesellschaft ihre Eingeweide haben miisse. Jetzt sind sie die herrschende
Macht in der Seele der modernen Menschheit, als der begehrlichste Teil dersel-
ben” (Friedrich Nietzsche, Richard Wagner in Bayreuth, Abschnitt 6, 1876)

“In the “entrepreneur economy” with, “on the one hand, of a number of firms or
entrepreneurs possessing a capital equipment and a command over resources in
the shape of money, and, on the other hand, a number of workers seeking to be
employed.... the starting up of productive processes largely depends on a class of
entrepreneurs who hire the factors of production for money and look for their re-
coupment from selling the output for money... A process of production will not be
started up, unless the money proceeds expected from the sale of the output are
at least equal to de money costs which could be avoided by not starting up to pro-
cess... The firm... has no object in the world except to end up with more money
than it has started with. That is the essential characteristics of an entrepreneurial
economy.” (John Maynard Keynes, Collected Writings XXIX, page 63, 77, 78, 89 et
seq.).

B

The first economic experience of the author came when he was nine years old.
The son of his grandparents’ landlord, Armin, who lived one floor above, had a
new gadget; namely, an old electric slot machine. The machine was exceptional
in as much as it was — perhaps it was a relic from a more philanthropic age — pro-
grammed to let you win. This made Armin, who was already a very nice personin his
own right, even more well-liked amongst his peer boys. The building’s other kids,
the author included, would visit him, more than they had ever visited him before,
and never forget to bring some coins. He allowed them to play with his machine,
and they would happily return with the pockets full of “Groschen”. Armin’s father,
Herr Jung, initially appeared to be glad about his son’s increased popularity and
silently refilled the machine for some time. Of course, the day came when the fun
was over. If the winners take their winnings home, somebody must refill the ante...






Foreword

A deep-level and long-term understanding of capitalist society

The author decided to undertake the effort, which he now hands over to the public, in
the aftermath of the world financial crisis — to understand what had happened then.
He had seen himself as a Marxist in his youth, from around 1971 to 1981, but then
found that systems theory (in particular of Niklas Luhmann) had higher explanatory
potential. The writing of Peter Drucker also impressed him greatly. It took away some
of his aesthetic aversion against money making and convinced him that business
was a good place for creativity and thinking. Thus, the author, who was about to
complete his legal education, made a turn and became a business lawyer, primarily
in M&A, rather than, as originally intended, a criminal lawyer. As business lawyer,
he was basically as neoliberal as most of his colleagues, if probably with somewhat
more ongoing theoretical reading; of course, there was little time for that aside the
daily work. He saw the EU as an instrument of peace, in particular to lastingly settle
the scores between France and Germany, which pleased the author who was born
just a few kilometers from the French border in the Saar region especially. He lived
with this view throughout most of his professional life: Capitalism, in this period,
appeared to him as certainly aggravating prior inequalities but without deeper flaw.
Ultimately, the financial crisis of 2008 shook him up: If the substance of capitalism
was competition in markets that moved from irritations to new equilibriums, how
could such an unhealthy long-term ossification that unloaded in the crisis at all have
been built up? The author was very impressed with the reaction of politics to the
crisis, too. The nineties had been times of an apparent historic triumph of liberal and
neoliberal thinking in economics. Why did politics then not stick to liberal “Laisser-
Faire” and let the markets do the job after the crisis and clear things up but quickly
— after a moment of “Laisser Faire” only, (when they allowed Lehmann Brothers to
go down its natural paths) — declared state emergencies all over and began to apply
extreme anti-liberal anti-market-policies on a world-wide scale? Politics — no other
explanation was possible — had much less trust in self-regulation of capitalism than
the author at the time. Did they know or fear something the author did not see?
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When the author began to collect questions and ideas for this book and made
his first sketches in 2011, he nevertheless still believed that the project would remain
a purely economic endeavor, “macro-economic” rather than “political-economical”.
That only changed after he had finished the historical part on antiquity and con-
ceived of what he would be calling “deficient producive spending” in Part III. By
then he had learned to understand that prosthetics and, hence, politics, ought al-
ways to have an important place in capitalism; capitalism did have a flaw, which was
deficient employment-generating spending. It was incomplete and it needed prosthetics
as a form of politics to deal with this flaw. But that was not the end. Around 2019,
when the author had also worked his way through the echelon of methods of funding
prosthetics, in what is now Part IV, because he could not believe that the method of
money creation, which had come to crown the funding of prosthetics, would work
forever, all of a sudden the fear of future wars began to creep into the book. This resulted
from the insight that even if money creation was exhausted, the necessity of pros-
thetics would stay. The echelon of prosthetics or of their funding, respectively, now
appeared not as an echelon but rather as a Nietzschean wheel of eternal recurrence,
with war, accordingly, to reappear in the future. History, unfortunately, was faster
than the completion and publishing of this book.

Three basic concepts are used in this book; the first is the profit motive as the fun-
damental economic driver and the economic essence of capitalism; it is commonly
referred to as M—C—M'." This motive leads, out of itself, to a deficiency of employment-
generating spending or of producive® spending. This syndrome, antinomy, contradic-
tion, etc. lies at the heart of everything; it is purely economic in nature but has crucial
social consequences. The second concept is prosthetics, now a social, in fact, mainly
political, brotherly complementary correction mechanism, which is executed by the
state. Prosthetics try to moderate the problems that capitalist societies have with the
deficient producive spending. They mitigate the destiny of the victims of the ancient
and modern social drama. But prosthetics are, unfortunately, unthinkable without
their dilemmas; the dilemmas of prosthetics are the third concept, which the book
uses. These three central concepts capture three moments, which, through their evo-
lution and interplay, largely determine the history of capitalist societies — in the long

1 “Money — commodities — more money”, abbreviated as or M—-C-M". See “Conventions” and
page 81 et seq.

2 We have made up the word “producive”, as opposed to “productive”, as a short label for “em-
ployment-generating” or “inducive to employment and production”. (We might even have
used the made-up word “employcive”). Whether spending or revenues are “producive” or “em-
ployment-generating” looks at whether they lead to certain inputs in economic processes,
namely labor-inputs, while “productive” looks at the output of processes, namely whether a
new good or service is created. Typically, productive processes are also producive. But some-
times they are not. E.g., if bottles with money are buried and excavated, or if soldiers are
employed to destroy a city, this is producive but not productive.
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run at their deepest level-: capitalism’s flaw of deficient employment-generating (or
producive) spending, states’ corrective reaction to this flaw with prosthetics, and the
dilemmas of the applied prosthetics. They allow to re-frame our view of the pastand
present of capitalism.

Astostyle, the author aims at providing as realistic an account of the economy as,
e.g., Han Fei, Thucydides, Machiavelli, Pufendorf, Hobbes, Clausewitz, Marx, Niet-
zsche, Theodor Mommsen, Carl Schmitt, Lenin, Paul Kennedy and Henry Kissinger
or Niklas Luhmann have provided, as the case may be, on history, the state, geopol-
itics, society or war (notwithstanding their obvious differences).

Capitalism, today, is as vigorous, creative, and dynamic as ever before; yet, by
the same token, it always was and still is also an ailing patient. In fact, it has very re-
cently been moved from a regular day ward to intensive care. We witness protection-
ist state interventions, huge fiscal state subventions, and, over two decades perma-
nent, massive horror-monetary policies (such as “ultra-unconventional” quasi-zero-
interest-rates and massive asset holding of central banks), which the leading ideolo-
gists of capitalism would themselves have considered unbelievable just fifteen years
ago.’ The massive central bank asset purchases are ultimately financed by state fiat
money creation. Occasionally, we see measures, which are directly borrowed from
socialist revolutionaries, such as bank nationalizations after the crisis of 2008, yet
they are implemented in order to save capitalism. Nevertheless, economicliberalism
still occupies center stage in pro-capitalist arguments. A patient, capitalism, if per-
manently attached to dozens of hoses, tubes, pumps, cables, electric engines, and
suction-mechanisms, yet still quite powerful, continues to chant the song of eco-
nomic “liberty” and non-intervention.

The theoretical approach of this book and mainstreams’ economics

It may be useful to relate this book’s theoretical approach to the prevailing teach-
ings of mainstreams economics* of the day. First, if anatomists could carve open

3 See Roitzsch/Wichter, ZIP 2008, 2301 et seq.; Roitzsch/Wichter, DZWIR 2009, 1 et seq,

4 We use the expression “mainstreams economics”, which in our view encompasses neoclassi-
cal economics and the neoclassical synthesis, in the plural to counteract the misunderstand-
ing that there is only one single main stream of economic reasoning, which quasi-officially
reflects, supervises, defends and represents capitalism. Capitalism, contrary to Catholicism
and a socialist state managed economy, neither needs a single commando post to rule it nor
a single orthodox theory. Rather, an eclectic landscape, in fact, increases the flexibility of
changing policy interference. By the way, theories with a cathedral-like doctrinal design have
anyhow become endangered species. Hegemony is today no longer achieved by conceiving
and purifying a doctrine and propagating and defending it intellectually but by influencing
swarms never to unite on an undesired course.
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the economy like a human body in a dissection room, then they would find a purée
of fast-moving communications, money and commodities between billions of emit-
ters and recipients, but no substrate of pre-arranged moving parts in an order with
predetermined operations;’ there is nothing like hearts, lungs, livers, or connections
like an aorta and nerves, like a clockwork or like a connected gasoline tank, a carbu-
retor, cylinders, pistons, a crankshaft, wheels etc. The distinguishable, visible reali-
ties — wealth owners, businesses, workers, canals, trade routes, naval connections,
pipelines, antennas, satellites, cables, production, the internet or money transfer
systems — have no meaningful overall structure or connections. Therefore, the at-
tempt to view “the economy” as a system comprised of stations with a spatial orga-
nization is doomed to fail. Rather, as Dirk Baecker, a pupil of the well-known German
systems theorist Niklas Luhmann, puts it, the economic system consists of elemen-
tary events in time; they “are the system, which reproduce it and through whose re-
production they reproduce themselves..”.® Accordingly, the economy is comparable
to an epidemy, a neurosis, a psychosis, a weather system or even an explosion. This
exposes economic theory to the daunting task to categorize highly ephemeral events
into elements and to analyze systemic connections between such elements.

Second, economic theory that tries to attack the task is hampered by two experi-
ences in the recent history of economics. A great historic passage of arms occurred
between Marxism/Socialism/Communism. It ended with the loss of the Marxist side
politically, and in a rigidified and dogmatized aggressive schism intellectually. Both
sides were wrong in essential regards, but the fact of their enmity helps them to en-
trench and to both survive. The fallacies of Marxism save mainstreams economics
(certainly in the eyes of mainstreams economists) and the fallacies of mainstreams
economics save Marxism (certainly in the eyes of left-wing audiences). The veterans
of an exhausted battle collude to block progress. A lesser passage of arms resulted
from the challenges posed by Keynes. The outcome was more amicable, but it was not
more favorable to theoretical progress as it drove economics into intellectual eclecti-
cism. Therefore, today’s general landscape of economic theory is false doctrinarism
with eclecticism superimposed; it could not be worse. Concepts, which rule in pro-
capitalist mainstreams economics, such as competition or price levels, are macroe-
conomically almostirrelevant. This fate is shared by leading anti-capitalist concepts.
Like inequality is not the crucial moment in society, history is not the history of class
battles. Marxian “exploitation” is even more misleading than the focus on inequality.
Exploitation does — quite simply — not exist.

5 Marx, when he famously stated in the first sentence of Capital volume | that the capitalist
mode of production “presents itself” as an “immense accumulation of commodities”; pointed
to very much the same problem.

6 Baecker (2008) page 34, translated by the author.
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Third, economic academia has invented methodological instruments that all but
guarantee that economics remains in this sad state. On the side of mainstreams eco-
nomics, mathematization structurally disenables historic and sociological thinking,
which would be required for a jump ahead. But history cannot deliver quantitative
data, which the mathematized reasoning of today’s economics can only digest.” Fur-
thermore, mainstream economic academia has a preference for “papers” that have a
certain size and style of argument; this also blocks attempts of self-liberation from
the outset because the format of “papers” educates economists to restrict themselves
to low-caliber amendments.

Fourth, we need to distance ourselves from Marshallian supply and demand
graphs, by which many mainstreams’ economists are mesmerized. While there is, of
course, “Walrasian tatonnement”, it only illustrates how individual prices for com-
modities are affected by competition. What, yet, macroeconomically matters are
not ups and downs of such prices or price levels, but whether elementary economic
events in the form of C-M-C’ and M-C-M'-circuits can close in such a volume as
to provide firms with the revenues to keep them going and property less workers to
subsist. For that, we need interrelations between price levels for meaningfully selected
commodities, in particular for labor, equipment, and inventories, final produce
and means of subsistence. Hence, we would at least need a series of interrelated
graphs, which show the feasibility of system-building in in the sense of C-M-C’
and M-C-M".*

Fifth, methodologically, as already hinted at, we use concepts of modern systems
theory. To repeat, there is an ongoing autopoietic building of the economic system
through elementary events, which emerge over time, which are the system, repro-
duce it and through whose reproduction they reproduce themselves.” Ongoing sys-
tem-building is, accordingly, far from assured, but instead a problem. Theoretical
analysis of capitalism, then, must look out for the conditions that must exist for
system-building to continue, for the preconditions of ongoing successful economic
system-building. This allows us to re-conceive of a great deal of economic problems
from being problems within the system (the system works, but it ought to work bet-
ter) to issues of there being “too little system” (the system’s diameter or activity being
deficient). “More” economic system may, e.g., be more employment contracts, more

7 “Traditional economics were not developed because anyone thought they were a good de-
scription of real human behavior; they were adopted to make the math work in the equilibrium
framework.” (Beinhocker (2007) page 118).

8 The common supply and demand curves do not offer insights about why they are shaped
in the way they are. What are the offered prices for labor derived from? From the costs of
workers’ subsistence? Are firm’s supply prices for products derived from their productions
costs plus a profit margin? What “rigidities” are there? Accordingly, the curves do not explain
why they don’t cross and deals are not concluded, i.e., in times or areas of unemployment.

9 See again Baecker (2008) page 34.
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contracts between firms and suppliers (e.g., following new inventions and techno-
logical breakthroughs), and more purchases of consumptive goods that enable cir-
cuit closure.

Ongoing system-building depends upon interconnectivity in time over several
generations. Earlier generations cause, and enable later generations of economic
events (by rendering commodities and money available) and expected events of fu-
ture generations of economic events motivate and induce system-building the present
middle generation. The generations overlap; each generation of events is a middle
generation to future generations. Successful system-building propagates in many
lines into many directions, like - to return to the already given example — an epi-
demy or explosion. But one can also compare economic system building to melodies,
where prior tones, their relationship, their rhythm, beat, meter, scale etc. determine
whether and how the melody can go. Or take a Vienna Waltz, in which a pair of
dancers’ prior movements (the positions, through which they pass, and their ongo-
ing movements, when they arrive there) as well as their idea of how they will con-
tinue, determines how the dance will unfold . A false tune in a melody or a dancer
being “on the wrong foot” at a certain moment will interrupt system-building. Other
examplesinclude “pass systems” in team sports, e.g., soccer. Situations such as these
emerge if players without the ball can move into a position and when the passing
players see them and are able to deliver the ball at the right moment. Predator-prey-
systems survive and propagate on condition that predators can find and kill enough
prey for them to survive (without killing too much of it wherein they would extin-
guish the prerequisites of the predators’ survival).

Economic system-building is by no means a homogenous or a steady flow (at
the same speed of the same material), but is a discrete, discontinuous activity
which comes in eruptive and stuttering pushes, in a certain one-two-rhythm. What
“runs” through society, if it does, and “builds economy”, if it does, is a structured,
self-conditional, self-determining (self-hindering, self-enabling, self-observing)
process, which is as well past-related as future-related. It is “on” if certain material
and motives are there, certain filters and portals are on (and others are off), each at
the right moment.

We connect the systems theoretical concept of elementary economic events with
the proposition that system-building in profit economies operates, especially, via
the integration of economic events into two particular types of sequential two-leg-patterns.
These two-step combinations, which are always two exchanges, are C-M-C¢ (a sale
of a commodity to obtain money and to purchase another commodity to use it as
value-in-use) and M-C-M (a purchase of commodities, including labor, to sell the
un-processed or processed commodities at a higher price). Mankind have been well
aware of the distinction between these two circuits, with their two legs, for millen-
nia; this awareness often surfaced as the worries of spiritual leaders, religious men
and philosophers, about production being abused for money-making. And it was,
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of course, also present, at least intuitively in the consciousness of merchants since
antiquity.*

The operation of the two types of circuits is the only form in which economic
system-building is possible and they are interdependent. The expectation of the
closure of a C-M-C'’-circuit by its M—C’-leg induces firms to trigger investive
M-C-M-circuits, the M—C-leg of which will enable the closure of other investive
M-C-M’-circuits. Because this is so, the expected new investive M—C—M -circuits
will also induce other new investive M—C—M’-circuits. Finding and telling the narra-
tive of capitalism, therefore, requires looking out for when and how C-M-C’-circuits
and M-C-M'-circuits can close. Economic system-building, to repeat, is as much
causal as teleological; causality and finality work together.

Sixth, we must do away with the idea that the economy has an inner “original
purpose” or a “function” for society (e.g., the procurement of goods or of scarce
goods) with such assumed function intrinsically controlling the economy. The
economic system has no steering mechanisms, which seek to ascertain such goal-
attainment. Discussions about “the” economy’s purpose or function are, thus,
empty, magical, mystical and romantic at best, putting a veil over the quest for
profit as the economy’s major, dictatorial system-builder, which, in addition, only
operates at the level of individual wealth owners. We can approach the same is-
sue from another side: Even if triggered C—M—C*-circuits or M—C—M -circuits do
close, including productive, employment-generating circuits, there is no built-in
assurance that enough of them will be triggered and close given the number of non-
owners, property less workers, whose subsistence depends on employment. Only
Quesnay’s holistic “royaume agricole” allowed that all members of his classes could
live from the “dépenses” of the other classes — but that is not the reality.

Seventh, while we reject an original purpose of the economic system in the sense
of the existence of an economic steering mechanism, which compares economic out-
put with social requirements and takes correcting action, we, of course, do observe
that society and politics take a lot of corrective actions if the economy does not deliver
what they expect. In fact, these correction mechanisms will shift into the center of
this book; this is what prosthetics is all about. In other words, the economy is “neu-
tral” to society (it is only guided by profit and does not care about the society), but the
society is not “neutral” to the economy. If individual humans react to economic out-
comes with hunger, homelessness, suffering, depravation, illness, etc., then society
and politics will react, society spontaneously with anomy, banditry, unrest, etc., and
politics, more organized and purposeful, with rebellion, political entrepreneurship,
military entrepreneurship,” warlordship, revolutions — or prosthetics.

10 A well-known merchant's reference to M—C—M‘ is “Buy cheap and sell dear!”.
11 The term “military entrepreneur” is used by Smith, Introduction: The Sung dynasty and its
precursors, 907-1279, page 5.
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Marx and other predecessors, truisms, banalities, centaurs and pans
in economics

Authors like Sismondi, Malthus, Marx, Luxemburg, Keynes, Kalecki, and Minsky
have in part pursued a perspective similar to the one here adopted. Marx, the list’s
most monumental figure, requires a separate introduction. He was a man of broad
knowledge, had a deep understanding of society and history, and was a strong criti-
calindependent thinker. Based on his acquaintance with Hegel, as well as with mate-
rialist theory of history, he was better equipped to generate early “systems-theoreti-
cal” and “evolution-theoretical” insights than most of his generation-mates. His use
of Hegelian dialectics to pursue “contradictions” in the economic system was breath-
taking and leaned towards a theory of system-building in the economy over time. He
also correctly pointed at profit as the driving mechanism from which the contradic-
tions of capitalism would ensue (such as M—C—M’, which we have, of course, adopted
from Marx). Yet, he was also utterly wrong in what he elevated to his most impor-
tant economic dogma, i.e., in his fallacious labor-theory of value and his concomitant
exploitation theory. He, in fact, probably adapted Ricardo’s labor-theory of value be-
cause he wanted to evolve his exploitation theory out of it. His doing greatly damaged
the advance of economic theory. It is true that everybody in a profit economy or in a
capitalist economy tries to “exploit” everybody else as a means for their purposes.
Itis also true that firms, entrepreneurs, or capitalists “exploit” the fact that workers
are without the means of production and have no alternative to seeking employment
by firms. However, Marx wanted to use the term “exploitation” in a narrower, more
specific and, as he believed, deeper economic sense. Only labor value created by em-
ployed workers could create surplus value and profit, and exploitation consisted in
an appropriation of that surplus value. This was exactly wrong, yet after Marx had
reached his historic status (it should be borne in mind that from 1919 to 1990 he was
the most important ideological founding father of the largest country in the world,
the USSR, and since 1949 to today he has retained this position in the world’s most
populous country, China), his theory became so entangled in political necessities
that it became quasi-impossible for critics of capitalism to correct this central doc-
trine. Doing so would have constituted high treason at in the eyes of the workers’
movement, and possibly in the eyes of revolutionary states as well. We are free of
this concern. Accordingly, we dare to connect to a time of the economic history be-
fore the theory of labor value and exploitation had been invented, to Sismondi and Malthus

’«

in particular. Furthermore, we also find that Marx’ “general formula of capitalism”,

which is M—C—M’, can operate very well without a theory of labor theory and of ex-

’«

ploitation. We hope that we can use Sismondi, Malthus and Marx’ “general formula
of capitalism” to work out extremely valuable and powerful insights further down in

the book.
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Our re-narration of capitalism will build upon a great deal of content that has
been known for a long time. It even sometimes approaches the status of truisms, ba-
nalities, or tautologies. This applies already to M—C—M’, which, as we already stated,
was known to and often consoled by spiritual and religious leaders and philosophers
for millennia and of which merchants must also have always been aware. Hyman
Minsky correctly analyzed the lack of payment capability as depressing capitalist
investment, production, and employment; but this insight too, goes hardly beyond
what every schoolgirl knows (you run into problems if you do not pay your debt when
due). Keynes correctly saw investment alternatives competing in the minds of en-
trepreneurs. Yet, is it not obvious that entrepreneurs, capitalists or firms will seek
to maximize their profit? In other words, the elementary building blocks, which have
to appear in economics seem to be quite simple and easily accessible. If economics
is, nevertheless in a deplorable state, then that may result from them not being put
into the proper order as well as from attaching all sorts of false add-ons and out-
grows to them. The world of economic concepts, we believe, resembles a fairy tale
world of centaurs, minotaurs, and pans and a lot of our reasoning has to go into
telling the sound parts from bad parts, where to make cuts, and how to recombine
both the existing heads and bodies of such creatures.

Productive and sterile economy

In Part I of this book, we introduce to the elementary economics of profit economies
and establish fundamental economic terms and doctrines. In specific, we observe
the conditions under which the masses of non-owners might find employment and
subsistence in modern capitalism. In order to do so, we indeed coin this book’s cen-
tral terms from the perspective of political intervention. Like a physician imposes
terms upon human biology so as to best detect illness and steer therapy, we impose
our terms upon the economy to best capture what matters for society in the econ-
omy, and what best guides its political interventions. Since antiquity, states have
regarded profit economies as powerful, but also as half-finished and incomeplete
and considered and applied prosthetics; we follow them in their observation and el-
evate distinctions, they already used implicitly, to explicitness and higher clarity. We
will, particularly, use a distinction, which has long silently guided prosthetics from
the background: the distinction between the productive and the sterile economy.
In the tradition of Quesnay, we, thereby, split up the economy into two abstract and
purified economies: a productive economy with employment-generating or producive
spending and with employment and subsistence-effect for the non-owners and in a

2
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sterile economy, or a wealth economy, without employment effect.’” In other words:
One economy contributes everything to the subsistence of property-less workers;
the other, the sterile economy, contributes nothing. Yet unlike in humans, where the
“red” blood with oxygen and the “blue” blood without oxygen each have clearly distin-
guishable circulation channels (heart chambers, arteries, and veins), through which
they travel separately, the productive and sterile economy are not physically apart.
Nevertheless, for the sake of clarity, it makes sense to use the abstract idea of a pure
and wholly employment-free and sterile wealth economy and of an equally pure produc-
tive only-employment economy, which are both regarded as after “carve-outs” of what
does not belong there. E.g.: While selling a house, in contrary to building one, does
not lead to massive employment-generating or producive spending on construction
workers etc., it still involves a certain amount of spending on legal, notarial, clerical
activities, which is employment-generating, etc. We, thus, arrive at the pure idea of
a distinct productive and sterile economy only after such corrections or carve-outs.
But this will not affect the principle: It is much better to use terms and concepts,
which have explanatory power but difficult borderlines, than terms and concepts
with clean borderlines but with fuzzy content and little explanatory power."

If we lay the distinction between the productive economy and the sterile wealth
economy crosswise over the customary distinction of “consumptive” vs “investive”,
this gives us Matrix 1.

12 Weshall, of course, acquit Quesnay’s classe stérile, artisans, trade, manufacturing and factory
owners, hence, capitalists and the free professions, of being “sterile”. We shift the blame to
Quesnay’s classe de propriétaires, about whom Quesnay says himself “ils sont utiles a I'état que
par leur consommation.” (Cartelier (2008) page 36).

13 Of course, there is a need for lawyers, notaries, secretaries, clerks, traders, tax advisors,
IT-people, taxi-drivers, cooks and waiters, security services and often even for construction
firms to erect high rise buildings, which serve the wealth economy and which involve pro-
ducive spending. Yet, the dollar-trillions shaffled around and dollar-billions earned in the
wealth economy, e.g., derivatives, sovereign bonds, forex, the stock markets, M&A-deals, or
private equity, generate by far less employment than the productive economy. There are, in
fact, also sterile components in house and factory-construction etc,, e.g., interest payments.
Details must be postponed to the main part. See on page 123.
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Figure 1: Matrix I — Consumptive vs investive and producive vs sterile spending

consumptive investive
sterile sterile sterile

consumptive investive
producive producive producive

consumptive investive

It tells us that only what happens in the lower part matters for employment, and
it also tells us that it does not matter for employment whether an action is “con-
sumptive” or “investive”. The two lower boxes decide upon the social “master drama
of modernity”, on the subsistence of property-less workers, mass prosperity or suf-
fering, anomy, banditry, upheaval and revolution, and often on civil and external
wars. Conversely, the distinction between investive or consumptive spending does
not matter greatly for macroeconomics. The distinction between employment-gen-
erating or producive and sterile spending does.

Deficient producive spending

In Part I we revisit the ancient master drama, i.e., whether the predecessors of to-
day’s property-less workers in antiquity could hold onto their land. They could ob-
viously not —and this in the departure point of to the modern master drama. Non-
owners need employment to subsist. Will modern capitalism generate the needed
employment? Part I1I attacks the question as an analysis of the preconditions of cir-
cuit closure in the productive economy, assuming that capitalism is left to operate
according toits own logic, “stand alone”, so to speak. The closure of M—C—-M’-circuits
then depends on either the consumption of wealth owners or workers or on invest-
ments by productive wealth owners, which expect a profit from it. Circuits, which
are not expected to close (and are not satisfying the profit-criterion), are not initi-
ated and omitted circuits cannot generate employment. This analysis will debunk an
essential intrinsic dynamic of capitalism: deficient producive spending. The prob-
lem lies not in the consumption of workers. To the extent they were employed, they
will reliably largely (not wholly) return their salaries to productive capitalists for sub-
sistence goods as employment-generating spending; they cannot do otherwise. The
problem also does not lie in the consumption of wealth owners; they are pheno-
menally good consumers, yet, their consumption is by far insufficient due to their
limited number and due to the limits of what humans can reasonably consume. The
problem mostly lies with M—C-M’-players who will only make purchases (thereby clos-
ing the circuits of earlier investors) if they expect to resell their purchases — often
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after processing them - for a profit. Only players who seek profit in the future en-
able earlier players to realize their profits; earlier player generations succeed only
because subsequent generations seek out profit too. The expectation of there be-
ing enough “sucking behavior” in the future, ignites present sucking-in of labor and
other commodities, i.e., employment. The power behind the present flow of money
is the expected later flow; the sacrifice of money later triggers the previous sacrifice.
“..in other words,” writes Kalecki, “the capitalists must spend immediately all their
additional profits on consumption and investment”."* Already the suspicion only that
future generations of firms may not sufficiently do this, creeps backwards into other
firms present investive employment-generating spending and depresses economic
activity here and now. Here comes the bitterly dull point to which the term “wealth
economy” draws attention: Even what firms intrinsically love to do most — hunting
for profit — will turn them away from what they have to do to enable other firms to
realize and expect profit in the productive economy: They are seduced to migrate
into the wealth economy to find an easier game. We are, thus, not only in a state of
circular conditionality” and uncertainty, where things can easily go wrong, but the
ruling dynamics of capitalism are, in fact, tilted against an outcome that is macroe-
conomically desired by the political system. There is a solid systematic cause for “sec-
ular stagnation”, “savings glut” or “investment dearth” at the deep level of the elementary
heartbeat of capitalism already.

Accordingly, if there was (as there was) significant growth in the productive
economy and improvement of living standards in many countries over significant
periods of the past or even, very recently, in China or India etc., it was not because
capitalism per se runs in an integrated manner, but that growth was due to a series of
(either accidental or premeditated) favorable circumstances, which smoothed out and
remedied the innate deficiencies of capitalism at these times.

Prosthetics, their evolution and dilemmas

Part IV investigates how states deal with this systemic deficient employment-gen-
erating spending and progresses to prosthetics. States either somehow try to help to
procure surplus value for firms, i.e., the money to finance their profits or they sim-
ply and directly pour social transfer payments into workers pockets. Such prosthet-
ics may be financed by violent wealth procurement or protectionism (to the detri-
ment of other economies abroad), by taxation and by other forms of expropriation

14 Kalecki (1971) page 27.

15 Quesnay had this circular situation in mind when he spoke of his tableau as “l'ordre de la
distribution des dépenses et de la reproduction du revenue par la dépense méme du revenue”.
(Quesnay, Philosophie rurale, in: Cartelier (2008) page 190, italics added).
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(now mainly to the domestic wealth owners’ detriment). States also use redistribu-
tive debt or money creation as a means to finance prosthetics. All means lead into
dilemmas. The volume of prosthetic value-in-exchange that violent wealth procure-
ment or protectionism could mobilize in minor “classical” hinterland-countries is,
atleast today, a drop in the ocean of the prosthetics required. Furthermore, renewed
protectionism (or even outright violent wealth procurement) needs to establish and
uphold a metropolis-vs-hinterland-difference, which will require military, political
and ideological domination. Chinese cannon boats, if even they wanted it as a re-
vanche, have no chance to ascend the river Thames to enforce the British buying of
Chinese Opium or telecommunication equipment... China, too, will never allow the
British to once again patrol along the “Bund” in Shanghai for such purposes. Any
such attempt in (in whatever direction) would likely trigger World War III. If states
push towards higher taxation and other forms of expropriation of their domestic
wealth owners, this will not only quickly hit economic limits, but wealth owners will
stand up against it. The political system, well aware of these limits, has reacted with
debt-financing prosthetics. If wealth owners do not buy the products of the pro-
ductive economy, so as to enable sufficient profit and employment, and cannot be
taxed in the amounts required to buy them, then they should at least - voluntarily
— grant loans. This strategy worked well for a while, but the highly developed cap-
italist economies have now reached the twilight of this period. Wealth owners are
only interested in holding “good”, profitable debrt, i.e., on which sufficient interest
is paid and which is normally repaid. If the available sovereign or private debt gets
too “subprime”, they turn away. Debt cancellations, as recommended in the Book
of Deuteronomy to take place every seven years or as executed by Solon’s reforms,
might be an option. They can improve the solvency of those released from their debt
and prepare the ground for them to take out new debt.* Yet, this option only exists if
the debt is held by public institutions, not if it is held by private wealth owners. This
explains the crisis of debt financing of prosthetics in the last decades and explains
the most recent financial invention: Central banks have transmuted their longstand-
ing two-directional “open market operations”in straight forward debt purchase pro-
grams, thereby allowing wealth owners to dispose of uncomfortable excess debt.
This came up as an emergency-strategy in the years following 2008, but has since
become standard everyday practice. Central bank “asset purchases” have financed
the recovery from the 2008 crisis, the anti-Corona policies and are, of course, also
financing the Western costs of the Ukrainian war. A circus of debt financing of pros-
thetics, debt build-up by wealth owners, and debt recycling to central banks is rolling
with an increasing percentage remaining stuck with the central banks. The problem
with this is not that this practice brushes aside orthodox credence of economics,

16  E.g., US-President Biden has been promoting a campaign aimed at the cancellation of pri-
vate educational debt in the US in 2021.
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e.g., of von Mises, Hayek, and of the German “Ordnungspolitik”; the globalized cap-
italist ecstasy is since long comfortably united with general massive state interfer-
ence and abjuration of all beloved old-liberal dogmas. The problem is also not that
central banks might run out of money to buy debt (in fiat money regimes they can
technically create fiat money without limits), but is rather that at some stage the
funding of prosthetics via expansive debt combined with state fiat money creation
will also hit intrinsic limits (which we shall pursue later further).

Money creation vs no money creation, fiat money vs commodity money

To study the financing of prosthetics, the book sharpens a distinction between two
other distinctions, which is often blurred. The first distinction between fiat money
versus commodity money (gold and silver and “credit money”, which grants a legal
claim against banks for the delivery of gold or silver) must be distinguished from
the distinction between existing money and new money, i.e., between no money cre-
ation and money creation. Laying the two distinctions crosswise over one another
yields Matrix II.

Figure 2: Matrix II— No money creation vs money creation and commodity and merchant or
private bank credit money vs state fiat money

No money creation money creation
Commodity and merchant No new commodity New commodity money
orprivate bankcreditmoney | orcredit money issued (e.g. new gold or silver
issued embossed)

New bank credit money
(bank notes, bank token
coins, bank deposits) issued
beyond reserves held

Fiat money At issuance of fiat money At issuance of fiat money
commodity and/or credit commodity and credit money
money is withdrawn in the is withdrawn in a lesser
same amount amount

This matrix makes it clear, first, that money creation, which is a version of value-
in-exchange-creation, already existed in the world of commodity money (e.g., by
finding and mining gold, by issuing merchants’ notes and drafts, or by bank credit
money creation), long before state fiat money emerged, even if it was a more cum-
bersome or unreliable instrument at that time. Second, the matrix allows a fresh
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look at the advantages of fiat money. The conventional story is that fiat money is
great because it is practical by freeing us from shuffling heavy gold or silver around
in transactions. But the property, which has made fiat money the “money of choice”
of modern capitalist states, may more simply consist in its tremendously increased
quasi-unlimited potential of money creation. Fiat money allows states to create value-in-
exchange (for warfare and prosthetics) ex nihilo and, therefore, makes weak states
into strong states and strong states into great empires — as long as the newly created
state fiat money is accepted. Much like how sovereignty enables states to make new
laws and other political decisions, thereby displacing families as natural-born lead-
ers of society and tradition, so too does state fiat money displace the spontaneous
natural-born money creation by finding and mining gold and through modest com-
mercial and bank credit money creation. While M—C—M represents capitalism’s dy-
namism as a strict logic with an inner antinomy, money creation through fiat money
represents a utopian moment, a miraculous cure-all state-strategy, even potentially
stronger more than taxation, expropriation and sovereign debt — but it too is on the
way to its exhaustion.

Novelty in this book

This book will, of course, begin by examining how doctrines (terms and their rela-
tions) in theoretical systems, which existed before it was written, reflected the econ-
omy. It will focus on the question whether and when capitalist circuits generate
employment, in particular for non-owners, via producive, employment-generating
spending. This provides a defined, single perspective for its voyage. It then selects
certain pre-existing distinctions, such as consumption and investment, or owners
and non-owners, contract and violence etc., which it partially further evolves and
adjusts to its explanatory needs, e.g., fiat money vs commodity money and money
creation. It also rejects certain other prominent terms and does not use them at all.
The book also adds a few distinctions, mainly the one between the productive econ-
omy and the sterile wealth economy and producive, employment-generating spend-
ing and sterile spending, which are not common. The novelty of this book lies pri-
marily in composing the selected distinctions into an integrated explanation of the
fundamental forces, antinomies, dynamics and dilemmas in capitalism in a certain
elaboration and conciseness.

Credentials

This book deals more with social philosophy, state theory, political theory, and
history than most other economics books. Even though references do not appear
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on every page or if some authors do not appear at all in the book, I will never-
theless begin by paying tribute authors that were very important to writing it:
Thucydides (454—399 BC), Han Fei (~280-233 BC), Niccolo Machiavelli (1468-1527),
Thomas Hobbes (1588-1679), Samuel Pufendorf (1633~1694 BC), Carl Phillip Got-
tlieb von Clausewitz (1780-1831), and Friedrich Nietzsche (1844-1900). The book
also uses sociological reasoning and economic history. In so far it is indebted to
Niklas Luhmann, a systems-theoretician and sociologist, with whom I studied
at Bielefeld University in 1981 and 1982. Other relevant social scientists include
Werner Sombart (1863-1941), Max(imilian) Carl Emil Weber (1864-1920), Jiirgen
Kuczynski (1904-1997), Karl Paul Polanyi (1886-1946), Stanley Diamond (1922-1991),
with whom I studied Social Anthropology at the New School in New York in 1984,
and David Graeber (1961-2020). Concerning the theory of modern Western mass
democracies, I owe a lot to both Peter Furth (1930-2019), a social philosophy pro-
fessor at the Berlin Free University, whose private reading circle I had the pleasure
of attending for over 15 years. Peter Furth also introduced me to Panajotis Kondylis
(1943-1998), a Greek social philosopher."”

My own experience, as a business lawyer in M&A transactions and post-M&A-
disputes for almost 40 years, including exciting years inside and for the German
state agency privatizing East-German former “people-owned businesses” (Treu-
handanstalt) in the early nineties, and the reflective experience of extensive teaching
and writing on M&A (e.g., “M&A-Litigation”, 1000 pages, 4th ed. 2022) helped me to
gain a business perspective on economics. My trial advocacy in post M&A litigation
and arbitration, up to today, has also proven helpful in an unexpected way. Studying
the facts in order to develop a script that comes as close as possible to the real story
(to win a case before judges or arbitrators who are assumed to both intelligent and
honest) is not so different from trying to find the true story in social sciences and
economics. What can be surgically removed or argumentatively smashed in a court
case is probably wrong and should not survive in scientific discourse either.

Still, most of the work for this book, most certainly, went into reading
economists and thinking about them. The author is indebted in the first rank
to Francois Quesnay (1694-1744), Anne Robert Jacques Turgot (1727-1781), Jean-
Charles-Léonard Simonde de Sismondi (173-1842), Thomas Robert Malthus
(1766-1834), Karl Marx (1818-1883), Lord John Maynard Keynes (1883-1946), Lud-
wig Heinrich Edler von Mises (1882-1973), Michal Kalecki (1899-1970), and Hy-

17 We do not like the term “interdisciplinarity” as it is reminiscent of meetings in which diplo-
mats negotiate deals by mutually respecting their field’s autonomy. Truth-searching-think-
ing, however, must disregard borderlines and encourage to take the risk of crossing bound-
aries into the territories of other “disciplines”. Theoretical work, thus, ought to be “trans-
disciplinary”, “non-disciplinary”, “proto-disciplinary”, “meta-disciplinary”, “post-disciplinary”
or “cross-disciplinary. A similar argument is made in Beinhocker (2006) page 11.
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man Philip Minsky (1919-1996). Other important authors include Adam Smith
(1723-1790), Rudolf Hilferding (1877-1941), Rosa Luxemburg (1871-1919) and Josef
Alois Schumpeter (1883-1950). As for more recent writers, Georg Soros (1930-), Steve
Keen (1953-), Richard Koo (1954-), Adair Turner, Baron of Ecchinswell (1955-), Perry
Mehrling (1959-) and Martin Wolf (1946-) were particularly stimulating reading
experiences.

The book, which preoccupied the author for more than ten years, was written
for pleasure, with pleasure, and some humor, and it will hopefully be read a similar
spirit. Relaxing phases alternate with phases of more serious work. Occasional smil-
ing is not prohibited. Eventually, a feeling of achievement will hopefully be reached,
as though you have poked your head above the clouds after a long climb; if dizzi-
ness is the result of the venture, then so be it. This book’s aim is to improve abstract
understanding. Whether the insights acquired can be used for state policies, central
bank policies, party policies (revolution, reform, and counter-revolution), or macro-
speculation is beyond the author’s current interest. Still: “..wie du da redest, wiihlt
sich mir das Innre um und grafilich fliegt im Hirn das Denken.” (Sophokles, K6nig
Oedipus, translation from Greek into German by Hugo von Hofmannsthal).

The author can be reached at waechter@waechterlaw.de. He may post amendments,
reactions, corrections, etc. concerning the book at the website of his law firm at

http://www.waechterlaw.de.

Berlin and Chamonix Mont Blanc, March 2024
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Part I:
Introduction to elementary economics
of profit economies

Part [ is a systematic introduction to profit economies. It sets out elementary terms
or notions, such as value-in-use, value-in-exchange, trade systems, money, wealth
procurement by violence, wealth procurement by exchange, profit economy, and
capitalism. It explains the important distinction between the productive economy
with employment-generating (investive and consumptive) spending, the wealth
economy with sterile (consumptive and investive) spending, and deals with some
subsequent notional issues. The concept of M—C—M'-circuits is also presented.’
Initially, we consider praeter-economic goods or wealth procurement by violence.

1 The book has a small apparatus with conventions and explanations, see on page 509 et seq.






Chapter I. Praeter-Economics: Wealth procurement
by violence

Men are dependent upon their environment with regard to oxygen, water, and nutri-
tion. They take oxygen and water as unanimated inputs from the air, rivers, lakes, or
wells and nutrition by tearing plants from the ground or by killing animals as posi-
tive inputs for their bodies. Furthermore, their conditions demand to protect them-
selves against certain damaging influences, such as cold, rain, wind etc., e.g., with
housing. This dependency of men from its environment cannot be stressed enough.
Human needs dictate what men have to do and they have the greatest impact in their
motivational system. These needs work by inducing humans to try to procure what
they physically need in the first place, but also to avoid such objects being taken away
from them again, e.g., as taxes, tribute payments, or other expropriations. Humans
also depend on nature insofar as they suffer greatly from physical damage done to
their bodies, through injuries, or from restrictions of their freedom of movement,
e.g., by being imprisoned. Narrative desires of humans are also of great impact in
their motivational systems.

At some stage of science and technology, in the neolithic, humans organized
their nutrition in farming, agriculture, forced domestication, breeding, and the pas-
turage of animals. Men basically knew that they were part of the same species as
other men, but this awareness never prevented them from taking away from other
men which they had previously procured from nature. They generally discovered
that it was possible to apply the idea of farming and domesticating to other humans
too, and, for instance, to farm slaves in plantations in Sicily or, much later, in the
South of the US and Spanish and French colonies, or to subjugate tribes and coun-
tries in order to draw tributes from them. This enabled them to also appropriate
what other men could appropriate from nature in the future, not only on an ad hoc
basis but in a lasting and systematic manner. If they felt the need to justify this, as
they occasionally did, they found good reasons in the differences of physical appear-
ance (race), the respective degree of civilization (barbarians), in religious or other
beliefs, or in terms of a form of political organization.

The economic system comprises emergent operations based on the attribution
of emergent qualities, such as ascribing property to both things around humans
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and humans themselves. The acceptance of property within a state is normally con-
nected to the monopoly of state power and to the law, which keeps citizens from
robbing and subjugating each other domestically. Quitting robbing and subjugation
between tribes and states is a different episode. It is normally connected to a balance
of military or political power or the international community reaching a certain level
of civilization (acting for the time as if they were all operating within one state).
Wealth procurement by violence takes place outside of what we shall get to know
as the economic system, and it is not the subject of economics. However, we cannot
deny that pre-economic and praeter-economic wealth procurement, the dark way of
wealth procurement, from the ancient profit economies in Greece, Rome, and China
through to colonialism and imperialism, always was the grand alternative to wealth
procurement by exchange and was even the preferred method in many regards. In
fact, simply taking riches away from their neighbors by force and threats, or getting
them to work at no or at an unfair remuneration, was the more plausible thing to do in
the eyes of the world’s elites and upper classes for most of history. It came a good
deal before commerce. Here we also meet a strong reason why we should not fall
too deeply in love with the lower classes: After they lost their economic and social
battles, and their land was bequeathed to their domestic upper classes, they were
just too willing to ally with their conquerors and to jointly with them turn around to
rob their neighbors. Violent wealth procurement was, thus, from Roman legions to
the Nazis, typically a semi-socialist camaraderie, which the upper and lower classes
joined in on. Warring, robbing, and subjugation were always partially meant to ap-
pease the participating lower classes and was quite successful in this regard, at least
for a time. Humanity deserves no better than having to remember this past. We can-
not even be sure that procuring wealth or profits by violence is a closed chapter of hu-
man history. The prevailing of democracy in most of the world’s important advanced
countries is certainly no sufficient reason here. Think of ancient Athens: While it was
celebrated for its early democracy, the ekklesia (people’s assembly) on the Pnyx was
always as quick as any tyrant (if not quicker) in its demanding and applauding acts
of aggressive warfare and economic violence against neighbors.

Marxist and some radical anthropologists, e.g., Stanley Diamond, argue that hu-
mans robbing and subjugating other humans was not a feature of the earliest times
of primitive society,' but only arose with civilization, proto-states® and the state. We
can leave this issue open — we at least know quite reliably from art, archaeological
findings, e.g., of the Shang and Ch'ou dynasties or of Minoan and Mycenae Greece,
and historic writers that warfare was by those times a fully legitimate means (more ex-
citing than prodcution) by which to procure riches. During higher education, most

1 See Kuczynski (1951, pages 17, 20 and 33 et segs.), who distinguishes between savagery (Wild-
heit) and barbarism (Barbarei).
2 Diamond (1971) pages 42—72.
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German college students in their middle teens, at the so-called Gymnasiums, used
to read Gaius Julius Caesar’s book De bello Gallico (in Latin). The general picture it con-
veyed was that there were different tribes in and around today’s France (Caesar also
made trips to Britannia across the channel and Germania across the Rhine) that had
different cultures and traditions, some likeable, others less so (by reason of human
sacrifice in some tribes). As Caesar attacked them, they passionately defended their
“liberty” against having to pay tribute or to render services to the Romans. Some
charismaticleaders would emerge, stir up uproar, form an alliance with other tribes,
and would organize their fight jointly. There are passages in Caesar’s De bello Gallico,
in which this all sounds very much like a harbinger of national liberation fights or of
anti-colonial fights witnessed two thousand years later. However, the French tribes’
desire to remain free, as in later national liberation fights, was only half the story.
“Liberty”, as it was understood both then and thereafter, almost always had the re-
markable dialectical property that once a tribe or country had liberated itself; it would
go on the offense and try to do unto others that which had been done to itself previously. Lib-
eration from an oppressor would not lead to a stable, oppression-free symmetrical
structure, but would only turn things upside down. Its ultimate idea was to become
the new dominus over the former subjugator. A certain honesty prevailed. The new
oppressors would often understand the loser’s hatred and the legitimacy of its fu-
ture rebellions and their fight for their liberty. The French tribes who fought Caesar
never got that far, but the Spanish Reconquista was the beginning of the Spanish Con-
quista. The best way to be free was to become the master of somebody else.

In antiquity, thus, and for a long time thereafter, robbing and conquest were the
primary, preferred, and most noble means by which to generate wealth. “In heroic societies”,
David Graeber writes, “the role of violence is not hidden - it’s glorified”.? The sons
of noble gentries were educated in fighting since childhood; their juvenile desires
were directed towards both hunting and warfare. They were trained in fencing with
wooden sticks and horse riding, and prided themselves on their fine bronze, iron,
or steel weapons and helmets that they had received as birthday gifts. Weaponry is
amongst the exhibits most commonly displayed in the world’s archaeological and
historical museums, often crafted for representative purpose much more than for
actual warfare. There was also no doubt that robbing humans and enslaving them
was absolutely honorable — “In the Iliad”, to hear from David Graeber again, “Achilles
sees nothing shameful in his relation with his slave-girl Briseis, whose husband and
brothers he killed”.* On the contrary, the alternatives —work on fields or the not par-
ticularly relevant handicrafts and peaceful trades — were mostly despised. Women,

3 Graeber (2011) page 209.

4 Graeber (2011) page 209. Agamemnon, by the way, killed the husband of his first wife
(Clytemnestra) and she would, as is well known, take bitter revenge after his return from
Troy.
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as the great military historian Martin van Creveld has said, may not like war, but they
loved warriors (this was as true then as it is today).’ The most glamorous careers for
sons of a robber-state’s elite were connected to finding new victims for robberies;
they were “start-up” or “new economy”-ventures” in violent wealth procurement. The
more bureaucratic or corporate careers of the time® involved crushing rebellions and
leading punishment campaigns, or, at the very least, overseeing and administrating
tribute payments; in this job, if you diverted some more into your own pockets than
officially confessed, that was often accepted as well.

Marx, like others before him, distinguished a part of the produce, which was re-
quired to reproduce the immediate producers, and a surplus part that could be taken
away without killing or severely hurting them. This idea could, first, be applied at an
individual level. It meant that a good hunter, fisher, or gatherer would create more
than he needed to individually sustain himself. Weaker members of the community,
children, pregnant women, the elderly, the ill, and the incapacitated, would then be
forgotten. However, this concept also makes sense if applied to the social level and
involves asking whether a tribe’s actively working population or community, after
supporting their weaker members, still had an excess or surplus produce left over. If
so, this surplus could be used in different ways: It could be destroyed, allowed to rot,
sacrificed to gods, consumed in orgies, or put in storehouses as reserves. Alterna-
tively, this surplus produce could also be appropriated by a domestic ruling elite or
class, which, became the most commonly favored historic response. Finally, the sur-
plus could be appropriated by a foreign might in the place of a domestic ruling class.
In Marx, the implication was that only such progress of productive forces, which had
enabled surplus generation, would enable others to appropriate riches or the work
of others in exploitation and on a regular basis (and without killing the producers).
That was a fine idea in principle. However, who was going to make sure that the op-
pressors observe the fine line between necessary produce and surplus produce and
not to kill but to only exploit their victims on a “sustainable” basis?

5 The idea is clear in van Creveld (2001) page 38. | did not find the quote that | remember. Per-
haps van Creveld made the comment only orally in a speech at a conference in Heidelberg
in 2008 on the work of Panajotis Kondylis, which | attended.

6 Sombart observes “Der Raubhandel ist der Zwillingsbruder des Raubes. Er besteht darin, daf
(meistens berufsmafiig) Waren verkauft werden, die von den Verkdufern weder produziert
noch gekauft, sondern durch Gewalt erworben worden sind.” (1902, volume 1, page 163). Ac-
cording to Sombart, the “natural man” even prefers this, “.. dass der Erwerb der als Verkaufs-
objekt dienenden Waren nicht auf dem Wege eines freihdndigen Kaufs zu erfolgen habe,
sondern thunlichst durch entgeltlose oder entgeltniedrige Wegnahme der Waren. Ebenso
wie aller Kolonialhandel noch heute zum grofRen Teil einseitiger Handel geblieben ist, d. h.
Verkauf von Erzeugnissen anderer, die man auf dem Wege der Auspliinderung diesen abge-
nommen hat” (1902, volume 1, page 164).
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Nevertheless, if there is surplus production, then this certainly makes for a bet-
ter and possibly more long-lasting series of robberies and for better subjugation.
A great step forward was discovered in the Neolithic Age. Its settlements, farm-
ing, and breeding (which substituted hunting and gathering) and which is normally
dated between 10,000 and 8,000 BC, pushed productive forces, thereby allowing for
amore sizable surplus and, thus, enabled robber-oppressors to build surplus-appro-
priation systems and empires on this basis. The late Neolithic Age roughly coincided
with proto-state and state formation and most or all proto states or states started to
attack and rob their neighbors systematically at this time.

The violent procurement of goods, even if it takes place outside of what we con-
sider the “economy”, can still be analyzed with the business-tools of profit-and-loss-
accounting. The “asset” of a subjugated tribe or country has initial acquisition costs,
which come in both money and in kind (sacrificed human lives and body-parts) be
it from the ruling nobility or from lower classes and even from unfree humans. Fur-
thermore, after the original acquisition of the asset, after victory, there are multiple
ongoing operational costs of running the asset and collecting the revenues. The pro-
duction of things by subjugated populations and carrying the produce to a hundred
or thousand miles away homeland is a burdensome task. Unfortunately, if oppressed
populations have to work for an oppressor, they are not really very good workers.
The motivation of the workers to toil for a foreign upper class is even lower than it
was when the produce was for the domestic upper classes and plantations slaves,
e.g., in Roman-era Sicily, French Guadeloupe or in the US’ south, can only be given
primitive tools — as better tools would be mistreated and destroyed. The workers
also need overseers, other cost-inducing surveillance personnel, and a good deal of
policing — a military must remain on standby in the case of upheavals. Furthermore,
the distance from the subjugator’s population to the homeland requires transporta-
tion and communications lines, e.g., roads and ports, which have to be constructed,
maintained and defended. Of course, somebody also has to physically carry out the
transportation, preferably the oppressed themselves, which they will only do as re-
luctantly as anything else (and will require further overseers, policing and military
reserves on these lines of communication). All this has to take place in an overall
disadvantageous medium of hatred, resistance, sabotage, and occasional violent re-
bellion. Thus, for any material gain in terms of wealth to arrive happily in Rome, a
manifold of this gain may have had to be produced in Sicily, with only a small net op-
erating profit outweighing the asset’s original “acquisition costs” and allowing for a
positive internal rate of return. So far, our “business-look” on how capital has to op-
erate in the realm of violent wealth procurement has still ignored the most impor-
tant cost-block of modern venture capital, the costs of the 90 % of the ventures that
fail altogether and never make any money: Military campaigns to acquire the asset
of control over a subjugated population may and will occasionally be lost. The cost
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of these ventures with a pure negative return must obviously be set off against the
profits from more successful ones.

All this sounds very discouraging for the considered ventures of violent wealth
procurement. But if this so, then why did the states of antiquity and beyond so fre-
quently engage in such ventures? The suspicion arises that apart from the upper
classes being desirous of occasionally profiting from violent wealth procurement,
and apart from those upper-class members who were running the show expecting
particular high profits, the ventures served as an “employment policy” for the lower
classes from the very outset. In fact, every grain of wheat, which was extracted from
the oppressed populations, and which did not make its way to the storehouses of
the Roman nobility at the Tiber, fed the hundred thousand of Roman legionaries,
administrators, coachmen, sailors etc. who were part of the gigantic project appa-
ratus. Ventures in violent wealth procurement, in other words, were solid and large-
scale means to externalize the costs of prosthetics for lower classes. In addition,
states, of course, had to consider that if they did not throw such ventures against
their neighbors, their neighbors might throw them against themselves. After this
examination of violent wealth procurement as a praeter-economic way by which to
procure wealth, which always remains an alternative option, we will now move on
to the economic method itself.
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Section 1. Value and value attribution

Goods are initially procured — gathered, hunted, fished, farmed and pastured -
without the intermediation of exchange. In primitive societies, i.e., without an eco-
nomic system, goods have value-in-use, but they have no value-in-exchange. Even
if goods are forwarded or shared between tribe members, they are not “exchanged”
in the sense proper. This is different in an exchange or barter economy, where we
must distinguish between a flow of goods and services' travelling in one and a flow
of other goods and services travelling in the other direction as a quid pro quo. Values-
in-use have an infinite number of shapes, which matter for users’ value-in-use-
considerations. In an exchange economy, commodities’ value-in-exchange means
their power to be exchanged against other values-in-use or against more or less
money. As soon as money emerges, everything is valued in money; as money is one-
dimensional, a mere number in the respective money currency, be it a quantity of
oxen, of pounds of grains, of gold or of Euro, says everything.

Many great economists have awarded an eminent place to the theory of value.
Adam Smith did so in Book I of the Wealth of Nations and David Ricardo did likewise
in chapter I of his Principles. Marx did the same thing in Capital and even shifted the
theory of value and surplus value into the absolute center of his economics (and de-
rived his disastrous theory of exploitation therefrom). The “marginalist revolution”
largely consisted of amending the theory of value-in-exchange by adding a new as-
pect of utility (utility of the last unit). Other authors, however, e.g., Silvio Gesell or
Max Weber,” regarded the notion of value as redundant and suggested working with
prices only. We side with the first group of aforementioned authors and also find
that the notion of value-in-exchange is basic to a conceptualization of the economy.
Value-in-exchange is the stuff of which wealth consists. It also already exists even if,

1 We will often refer to “goods” if the emphasis is on value-in-use and to “commodities” if it
is on value-in-exchange. Both terms also include services.
2 Gesell (1916) chapter 3.3; Weber (1980) page 31.
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as we shall see, it is ascribed by third persons, before the price is paid. Value moti-
vates purchases, makes prices, moves the economy’s wheels even prior to payment.
The expected ascribed value (M’ in M’-M is always the expected value) kickstarts capi-
talist circuits in both the productive and the sterile economies. The economic and so-
cial effect of expected future value at t1 are not wiped out by the disappointing find-
ing that no value-in-exchange, or perhaps less value-in-exchange than expected, re-
mains when the return on the investment arrives at t2. Even after a transaction, the
value remains important, e.g., for pledges, for bookkeeping purposes, or in the case
of aresale.

Value-in-use depends on future utilities. Utilities ascribed in the future will
make values-in-use and values-in-exchange and will lead to future prices. This
expectation works its way backwards into the present and makes present values-
in—exchange and prices. In values the difference between the presence and the
future, thereby losing its relevance to some extent. Future values-in-use, future
values-in-exchange and future prices are as uncertain as the future in general.
Therefore, as Richard Cantillon has stated, an entrepreneur buys at a “prix certain’
in order to sell at a “prix uncertain’.> A commodity owner can try to assess his
commodity’s future value-in-exchange by imagining future utilities (and market
conditions), but prices may deviate from values-in-exchange - thanks to misjudg-
ment, state price fixing, etc.*

If theories of value care about the potential of commodities to exchange against
a certain amount of money, then they have different options about what degree of
certainty they require for the exchange to take place. In an extreme version, they may
identify value with the amount actually being paid as price. In this case, the payment
of a price is not only the ultimate test for value ascription, but is identical with there
being value and value-in-exchange; prices collapse into a theory of demand, of débit,
of Absatz or “off-sale”.> We will not go so far and will instead consider value-in-ex-

3 See Murphy (2016) volume |, page 21.

4 Value and price have an interesting relationship. Value-in-exchange is very meaningful long-
term, if only as the prognosis of a price, which may be realized because of a later value-in-
exchange attribution. If you have a great product, then you have value before you have sold
it fora price. (In this regard Marx was quite right to point to the increased value-in-exchange
already existing in C’). Price is a much more practical and reliable thing, but it is only mean-
ingful in the single moment of exchange and only if it is paid. Thereafter, it has already
become a past price and past prices do not matter. The buyer now has the object and the
object, again, has merely a value-in-exchange as a likely future price. Even if the price is the
moment of truth for value, it makes sense to maintain the distinction for several reasons.
E.g., imagine that the state was to fix prices. If the price is above the value-in-exchange,
then nobody will buy it voluntarily; if the price is fixed underneath, it will sell easily (see
also page 39).

5 See footnote 24 on page 207.
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change as independent of a sale at this value-in-exchange (as a price) actually taking
place. E.g., a bank may calculate somebody’s net worth in order to hand out a loan.
Value-in-exchange exists here as a relevant “fait économique” even if the amount as-
sessed is never realized thereafter.

Value-in-use-attribution

Value-in-exchange ought to be developed from value-in-use. Values-in-use are at-
tributed to things or services based on five aspects. They depend first on the thing
or service; second, on the user and the uses; third on the availability of identical or
substitute things or services; fourth, they depend on systems that emerge between
values-in-use (or humans with regard to them) more generally; and fifth, they de-
pend on the state.

Use-relatedness of objects

Things and services have properties. The properties have utilities for some purpose.
Values-in-use are good for something from the outset and are, hence, relational. This
something might involve storing fluids or cutting meat. While it may be possible to
cut the skin of a deer on the sharp-edged rim of a pot, knives normally have higher
levels of utility for cutting — as can be seen in the pottery and knives-section of the
world’s many archeological museums. Services, which prepare a field for wheat cul-
tivation, are different from other services directed towards rice cultivation — as are
the prepared fields and the crop. Bronze used to make a knife is different from the
bronze used for jewelry. If I have an ox, a horse, or a cow, then what race they are
matters as does whether they are young, healthy, strong, and well trained or not.
The value-in-use of an ox also depends on the soil type I have.

If the objects change or the purposes of men change, then the utilities will
change as well; the specific uses that I can make of an object or service result from
the “fit” between the object and these uses. In stationary primitive (or tribal, seg-
mented etc.) societies, only a few products existed; if the soils in a given region were
similar, then only a few utilities for oxen and other tools actually existed. No rele-
vant changes took place over many centuries, usually, given the then low speed of
evolution. This began to differ in stratified societies® when advances in science and
technology led to the refinement of objects and utilities. Most utilities continued to
refer to basic needs or social status.” An explosion-like differentiation, complexifi-

6 We borrow the differentiation between segmented, stratified, and functional differentia-
tion from Talcott Parsons and Niklas Luhmann.

7 An example of this can be observed in the way in which Champa-rice, which can be reaped
only 60 days after seed, was introduced from Vietnam into China during the Sung dynasty.
See McDermott/Yoshinobu, Economic change in China, 960—1279, page 394.
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cation, and a new interdependence set in only when functional differentiation and
the division of labor arrived. Every specialized functional subsystem now developed
its own utilities and demanded much greater adjustment from the objects that it
could use. Men also had to relate to several functional subsystems and value-in-use
accrued to a greater number of objects. For example, handicraft production of final
goods demanded better raw materials from primary production and scientific or
technological knowledge allowed and facilitated better tool engineering (which in
turn demanded better materials). New lines of communications created awareness
of substitute or complementary products elsewhere and alternative inputs for their
production in general more rapidly. Such inputs were available faster, via newly
opened trade and transport routes from farther away. The same applies to parts and
complementary products. The opening up of such routes was initiated upon the
discovery of such potential uses.

Subject-relatedness and the systemic character of values-in-use

Even from their first breaths, and even in the most remote periods of time, men
have been biased. Man, the subject, brings needs and purposes with it; only an un-
derstanding of the interplay of these, and how they relate to the world, will allow us
to discover utilities or disutility. The utility of a thing or a service depends not only
on the use but also on the user; it also depends on other objects and practices that can
be found in the environment. The same thing may have different utilities for differ-
ent men. If I have shelter and a warm bed for the night, then an available similar
bed has less value-in-use for me. The fourth, fifth, and sixth things normally have
generally less utility for me than the first thing (and the second or third, which may
serve as reserves). The value-in-use of an additional, seventh ox may be negligible if
my land is small. Its value-in-use also depends on whether I have substitutes, such
as horses, slaves,® or tractors. High concept users, technologically or with regards
to markets, can ascribe higher utilities to things than low concept users. If there are
uses for rare earths or for a movie star in an advertising campaign for coffee, this is
because a particular scientific and technological stage has been reached or a certain
cultural environment with certain available marketing tools has arisen. If we com-
bine the object- and use-relatedness, as presented in the previous section, and the
subject-relatedness,’ as presented in the present section, then we might even speak

8 On the advantages of using free labor, rather than slave labor, See Weber (1980) page 40 and
94 et seq.

9 Talking about value-in-use in terms of “subject-relatedness of value” means that every patient
needs medicine that is correct for his specificillness and condition, that a hand injury causes
more financial damage to a professional piano player than to a high school kid etc. This
“subject-relatedness”, though, has little to do with people seeing things too rosy, too grey,
discretionarily or with error. Sound subject-relatedness of value # subjective fallacy.
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of a systemic character of values-in-use. Hundreds of millions of cables lose their values-
in-use if large electronic firms change the types of their plug connections.

The state and time horizons for values-in-use

Quite obviously, values-in-use have time horizons. As grain rots, old grain has less
value-in-use than new grain.' Everybody (robber individuals, war lords, gangs of
bandits, social revolutionary movements, or even your neighbor) may rob from you
at the next street corner whatever you obtained at the street corner before it, at least
in a situation of anomy or civil war and if there is no law and no state with an effec-
tive monopoly on physical violence. Your house, your cattle, your harvest, and your
land may be subject to requisition, whereby they lose much of their utility and of
their value-in-use for you. This is because the expected time span of their use or utility
goes down; it becomes uncertain but will very likely be much shorter than the time
until its natural decay. If you are calculating advantages from the use of these ob-
jects, you will not know whether you can keep them for five days, five months, or five
years. In fact, you will be aware that the more useful the object is for you, the more
likely it will be that somebody will try to take it away from you. In anomy, thus, the
time span you can keep it, depends on your proficiency at hiding or to defending
it (either with your personal force and weapons, with your private army or at least
thanks to a warlord who is friendly to you and who will hopefully continue to control
the area and remain strong, friendly, and loyal to you). Unfortunately, there will be,
in such circumstances, little motivation for you to engage in activities that require a
lot of time and continuous effort to bring about results. Kill your cow, if you can, and
distribute it amongst your family and friends and eat it up quickly because there is
probably no point in raising cattle or sowing seed" or even filling storehouses with
grains or smoked meat (unless, again, you have a strong army or warlord to protect
you). Get weapons for yourself, if you can, to defend you (even if the weapons them-
selves might attract others to take them away from you). Production goes down dra-
matically in these Hobbesian situations of bellum omnium contra omnes where homo
hominem lupus' (of which there were many throughout history and which should
still be regarded as a point of departure for modern social sciences). Fields lie fal-
low, fences fall, irrigation systems decay, the number of cattle and horses shrink,

10  Therefore, it has also less value-in-exchange. See Colas, The Sung fiscal administration, p.
205, with regard to grain in granaries, which has to be replaced after some time being worth
less than the amount need to pay for new grain ... at times of the Sung dynasty.

11 The increase of the planting of olive trees under Peisistratus is seen as an indicator of con-
fidence in future prosperity. (Burn (1990) page 124).

12 Some say that Hobbes’ metaphor missed the point, as wolves are not nearly as bad as hu-
mans.
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deer is hunted, and fish are fished to extinction, trade collapses, bridges and roads
degenerate.

All this was well understood already by the Chinese legalist state theorists of
the 3rd century BC, e.g., Han Fei, and many centuries later by European natural law
thinkers such as Hobbes, Pufendorf, and may others. Pacification is required and it is
in the general interest that any one of the combatants (which may all be very horri-
ble people) actually win. The victory of any warlord (or even of a bandit gang®) is, at
the very least, much better than a continued state of war or of civil war. A certain
softening of the state power is, in fact, very likely to occur not very long after vic-
tory (perhaps after one more proscriptive drive to preventively eliminate assumed
remaining challengers). Despots learn that states must be run in a different way
than the way in which they were conquered and that they need to find consensus,
acceptance, and legitimacy (even if with a healthy dose of fear in the background).
Ideologies or religions, which new regimes will promote, e.g., Confucius in Han
China, Buddhism in T'ang China or Christianism in Christian Rome, will educate
their promoter-despots themselves. If not, the despots’ daughters and sons (some-
times even their wives, although this is less likely) may educate and moderate their
fathers. Laws are drafted, judicial interpretations are finetuned, administrations
develop routines, regularity and foreseeability evolves... Even the worst despots, if
their regime only acquires a certain stability, thus, will likely soon bring some sense
of security and raise values-in-use as people can enjoy uses from objects over longer
terms. Agriculture resumes, the number of cattle and of horses recovers, bridges
and roads are repaired, and trade quickly reaches and overshoots prior peaks. The
governance of an undisputed monopoly state power — status civilis — endows goods
with surplus value-in-use without any physical feature of these objects having been
changed. We may even speak of a state theory of value-in-use, which explains the in-
crease of the present value of things, due to the anticipated enjoyment of “future

14

values-in-use™ over longer periods. “Etatism” sometimes works.

Value-in-exchange-attribution

We meet the features encountered in values-in-use at the level of values-in-ex-
change once again. Value-in-exchange is also object-related, subject-related, and
both subjective and systemic. And it also depends on the state. Some aspects of this
relationship still deserve a special emphasis.

13 E.g., Chu Yiian-chang (1328-1367), borne in a household of destitute farmers became a leader
of the Red Turbans’ rebellion against the Mongol Yiian dynasty and, under the name of Hung
wu, later the founder of the Ming dynasty (1368—1644). See Mote, The rise of the Ming dy-
nasty, page 44 et segs.

14 As we know from business valuation, uncertainty and risk increase discount rates.
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The state, owner power, and value-in-exchange

Once a monopoly of physical force of the state and the law are established, you can-
not normally, as we have seen, take something away from somebody without his con-
sent;this has tremendous structural and social benevolent consequences on the paci-
fied territory. It not only greatly increases values-in-use, but also helps an exchange
economy to take off, to develop, and to stabilize as a distinct and largely independent
social system.

Make no mistake, though, the suppression of prior forms of violent and physical
power and of tradition and myth only enables a regime of a different and new form
of social power, of owner power. The basis of the new regime is the decision of own-
ers to allow or forbid specific uses of their property. Pacification plus owner power is
the conditio sine qua non of exchange and of the arrival of values-in-exchanges. Value-
in-exchange accrues to goods — based on their value-in-use — because prospective
users cannot access them except for by buying the owner’s consent by paying. Other
would-be-users will have to lure me with something they offer in exchange, but only
if T am free to do what pleases me. Now society begins to think and talk about val-
ues-in-exchange and can move towards it as its main principle of distribution of
goods.” As owner’s power results from the power to exclude the non-haves from us-
ing objects owned by the haves, it, of course, works best for those who already have
considerable possessions, notably for large landowners, and less for small farmers
and slaves. It will also become the basis for city landlords’ power over those who seek
shelter, and, in a famine, of merchants (who have filled granaries) over those who are
hungry.

In a way, thus, all pricing is “power-based” and all prices are “monopoly prices”
and “rent-seeking” from the very beginning. This monopoly power of owners is only
mitigated by competition from other owners,” and if that competition ends for
some reason, then the original pure owner power becomes visible once again as
monopoly power. Therefore, owners react to competition by setting up coalitions,
cartels, and alliances, etc. to reduce its detrimental effects on their collective power

15 Quesnay sees this so clearly that he puts it in capital letters: “LA SURETE DE LA PROPRIETE
EST LE FONDAMENT ESSENTIELL DE LORDE ECONOMIQUE DE LA SOCIETE” Quesnay in
Cartelier (2008) page 238. See also Macpherson (1962).

16  See, e.g., Sect. 903 of the German Civil Code: “The owner of a thing may, to the extent that
a statute or third-party rights do not conflict with this, deal with the thing at his discretion
and exclude others from every influence.”

17 There is an interesting evolution in the views on competition in the history of economic
thought. Quesnay derives competition as a cheap substitute for policing, which forces the
merchants to fulfil their role in his royaume agricole. “Qu'on maintienne I'entiére liberté du
commerce; car la police du commerce extérieure et intérieure la plus sure, la plus exacte
et la plus profitable a la nation et a I'état consiste dans la pleine liberté de la concurrence.”
(Quesnay, Cartellier (2008) page 244).
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(organizing cooperation between owners instead of letting the prisoner dilemma
damage them). At the next level, states pass antitrust and anticartel laws to mitigate
owners’ power.

The non-owners (without significant land, other means of production, etc.) also
live in a general “ownerhood”-structure, in a world of possessive individualism. As
such, they are at least not slaves and are not bound to some plot of land, but are in-
stead in control of their body and of their brains and, hence, of their labor power.
They can, thereby, exercise supplier power in the labor market and, at least to the
extent that they have earned salaries, also enjoy some power as demanders in con-
sumption goods markets. The liberty of owners of all sorts to decide on what they
own is the very basis of market discipline and for the value-in-exchange of a com-
modity becoming relevant in both profit economies and in capitalism more gen-
erally. As soon as both sides march into markets, they know, before their first en-
counter, that they will be subjected to the power resulting from the owners’ power
of other owners which is guaranteed by the state and by the law.

Theory of value and theory of “deal-making” and pricing

Many authors have propagated the view that equal values exchange against each
other, in principle at least, which implies that the paid price is also, at least in
principle, the commodity’s value-in-exchange. Marx, being one of these authors,
made this proposition a corner stone of his economics and called it the “brazen law
of value” (ehernes Wertgesetz). Many practical people are to be blamed for making
the same mistake. E.g., jurists typically assume that in transactions, e.g., in M&A-
transactions, the price paid corresponds to the business-value. They, therefore, refer
to the relationship between the price and the transferred business as “equivalence”
and, if they find that, e.g., due to a deception or a breach of warranty, the price has
to be adjusted, then they speak of the “adjustment” of the “equivalence”’. However,
the theorem of an exchange of equal values, whether of Marxian or whatever origin,
is meaningless and fallacious.

We can already see intuitively that something is wrong with the idea: First, why
would businesses be so desirous to dispose of their produce if they were as wealthy
before (with their produce) as afterwards (with the sales proceeds)? Moreover, why
would sellers, if a buyer wants to return a commodity, normally refuse to repay the
price received? Second, if bookkeeping conventions try to give a fair and true view of
abusiness’s financial position, why do they not already allow for capitalization if the
production of a commodity is only completed? Why only after the commodities have
been sold and delivered? Third, how come manufacturers give away commodities to
intermediary traders for 70 % of the resale price, or even less? Fourth, and finally,
when a bank assesses a person’s credit worthiness, would it not normally - as an
expert in value — prefer to see that person holding an amount in cash rather than
owning furniture just purchased for that same amount?
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We can distinguish between a theory of value and a theory of deal-making and we
can combine it with another distinction, which comes from mathematics, between
monomial theories and polynomial (binomial) theories. There are monomial theories of
seller’s value, buyer’s value, and bystander’s value, which follow a single mono-logic,
and there is a polynomial (here binomial) theory of when a deal is struck, which is
also a theory of pricing.

(Monomial) theory of value: Seller’s value, buyer’s value and bystander’s value
The proposition that “commodities exchange at their values” is irreconcilable with
the value’s subject-relatedness. Different valuation subjects have different utilities,
concepts, and synergies and they, therefore, also have different subject-related
values-in-use and values-in-exchange. Accordingly, there is simply no such thing
as the “one and only value-in-exchange” of a commodity, of a business, or of anything;
there are always two at least, normally many more.

The value-in-exchange attributed by the buyer comes from utility — but that means
what, exactly? Assuming a single commodity is an investment good (to allow quantifi-
cation in money units), such as equipment or inventories, he will look at his present
financial state without the commodity and at a (by that time still fictive) financial
state with the commodity; he will do so by setting up two business plans and by cal-
culating present values. If the present value of his business with the commodity is
sufficiently higher than the costs of the commodity (considering alternative invest-
ments), then he will try to buy. If we look at the other side of the trade, we might ask:
Where does the value-in-exchange attributed by the seller, come from? It does not
come from his costs of production plus the added profit margin. It is true that the
seller hopes to recover his costs and to make a profit (and will only continue produc-
ing under this assumption), but if a seller hopes to sell for a certain amount, he does
not attribute value-in-exchange to a commodity; only non-owners of the commod-
ity in question with the needed financial means and the will to sacrifice them can do
this. Still, the commodity may retain some other value-in-exchange, but how much?
The general answer is: If the seller can use the commodity to generate a surplus by
holding onto it, e.g., if he can use a horse on his fields or if a builder can rent out
a house that he has built for sale, then the seller’s value-in-exchange will at least be
the present value of his surpluses from the use of the horse or from the leasing out
of the house. If the commodity, if it is kept in the seller’s property, does not generate
such a surplus, e.g., a car in a car manufacturer’s storehouse, then the seller’s value
will only be the present value of the highest sales prices that he can expect (adjusted
by costs of storage, marketing, etc.).

If the purchase or sale of a business is considered as a whole (in M&A), then the
approaches taken by sellers and purchasers will not be different. The purchaser will
plan the surpluses of the purchased business, on the basis of his specific concepts,
synergies, and dis-synergies and will compare its present value to his specific alter-
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native investment opportunities. The seller of a business will compare the purchase
price that he will receive to the present value of the surpluses if he continues to run
the business “stand alone”. We may call this valuation cardinal.

If a consumer values a meal, a piece of furniture, a vacation, or another con-
sumption good, then the value-in-use or utility for him is too fuzzy to be expressed
in a cardinal number (as x or y Euros). The consumer will, guided by his budget lim-
itations and, after having taken other goods into consideration for which he has es-
oteric demand, normally only be able to attribute an ordinal number (as a rank of
preference) thereto. From there, the consumer enters into a price negotiation with
the seller.

All of this is also valid if we eliminate “bad subjectivity”, error, misunder-
standing, discretionary assumptions, or problems of anticipation. Even in a world
of (fictive) perfect foresight, where “bad subjectivity” does not exist, attributed
values-in-use and values-in-exchange are, thus, always “subject-related” because
of different concepts, synergies, and dyssynergies (which all reflect subjects’ dif-
ferent properties).” If we embrace the view that all value is subject-related, then it
becomes clear that the statement “commodities exchange at their value” is mean-
ingless, given that it does not tell us whether they exchange at the seller’s value, at
the buyer’s value, or at the value of other competing or prospective buyers, such as
the value attributed by bystanders.”

(Binomial) theory of deal-making and pricing

Assume men and women consider pairing up. It is clear that men have criteria
and that women have (other) criteria. The result — a pair coming together - is only
brought about if she meets his criteria and if he meets hers and if both have no
better alternatives. Two sets of criteria, logics, or algorithms, a specific male and
a female set, must coincide in order to yield a result. Interestingly, the success of
paring-up can be described from each perspective in a monomial way (forgetting
about the criteria of the other side). He may think “she is the wonderful and wealthy
Rubenesque-lady that I have always dreamt of” — and may believe that this alone is
the reason why they got together. Or she might think “he is the beautiful and slender
intellectual I have always admired from French movies” — and may believe that that
explains everything. Insofar, if the match-up works, monomial theories seem to

18  This speaks to the benefits of avoiding the expression “subjective theory of value” in favor
of “subject-related theory of value”. See: Wiichter/Wollny (2018) page 80 et segs.

19 The term “subjectivity of value” already implies this. With there being more than one sub-
ject, objects of exchanges should have different values. Yet, Turgot also saw that the com-
modity received must have a higher value for the purchaser than the commodity given away
by the seller. See Faccarello (2016) page 79. Menger, too, saw the inequality of the value for
the two parties (Hoffmann (1964) page 137). On the effects of this on damages in post M&A-
disputes, see Wiichter (2022), pages 552 and 587 et seq.
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work as well. But that is a self-deception. Assume she loves body-builders — the
slender intellectual will get nowhere. Thus, to truly function, a “theory of closure”
or of “deal-making” or a “theory of pricing” must be binomial. The seller’s and the
buyer’s algorithms, which are different, must allow an overlap-range of attributed
subject-related values coming from two different points of departure.

As such, monomial theories of deal-making quite simply do not work and the
proposition that “commodities exchange at their values” must be substituted by the
proposition that the buyer’s value must be above the seller’s value in order for a deal
to be concluded. Only then will it be possible to agree on a price above the seller’s
and below or equal with the buyer’s value-in-exchange; this enables both sides to in-
crease their wealth and makes economic sense. The exchange is useless even if the
buyer’s value-in-exchange is only equal to the sellers’ value; both parties only avoid
worsening their situation, but nobody improves on this basis. Things travel to where
they are valued most highly. This leads us to the observation that exchanges normally
transport goods and services “uphill”, from owners with less utility to owners with
higher utility and investment goods are transported from low concept and low syn-
ergy sellers to high concept and high synergy buyers.

Aswe have seen, the fallacy of monomial theories of deal-making or of the “com-
modities exchange at their values”-proposal is often hidden. If a deal is concluded
— in this case, there is an overlap of the price ranges by definition -, the agreed
upon price can always be explained in two monomial ways from both perspectives. A
monomial theory of deal-making can also explain why a deal failed very well. It can
always argue that the buyer was not offering “the” value of the commodity (meaning
the seller’s value) or that the seller was asking more than “the” value” (now meaning
the buyer’s value). However, monomial approaches continue to miss out on the fact
that a price or an agreed valuation always depends on two different logics and two
different valuations, which may or may not enable an overlap.

Nominalism and reflexivity in the theory of value-in-exchange

It is generally more realistic to be a “nominalist” than a “realist” within the meaning
of the medieval debate between nominalists and realists. Value-in-exchange, as it is
understood by believers in the labor theory of value, i.e., by Ricardo, Marx and his
followers, is also in the grip of reifying “realistic” thinking. Value-in-exchange be-
comes a stuff, a mass or weight, an abstract substance or an abstract “real” property
of objects. Although Marx elsewhere strongly, advocates capital as a relationship, he
here flips into reification, and, via Hegel, even comes close to Plato. Let us phrase the
issue in terms of the central question of medieval philosophy: Is value-in-exchange
ante rem or in rem, as the realists, e.g., Plato and Aristotle, thought? Or is it post rem,
as the nominalists, e.g., Roscelin, Abaelard, Wilhelm von Ockham, and the Salamanca
school thought? The correct answer must be that value-in-exchange is attributed post
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rem, much like how attraction of “mass” depends on other mass and love lies in the
eyes and desires of others.

Value-in-exchange is also reflective ab initio. Value is not attributed by solipsistic
units, which only observe and attribute value to things in parallel: Rather, everybody
is also observing how the thing is observed and valued by others. One must observe
the observations of others to fully “see the value”. In a constructionist or systems the-
oretical expression, there is observation of observers, observation of the second or
third degree. Thisleads to a feature of values-in-exchange which is as important as it
is irritating: If only one agent values a single good, service, or business more highly
than the subjective values-in-exchange of any number or other valuation subjects,
then the value-in-exchange of this object rises for everybody. A price, which will realisti-
cally be paid in the market, feeds back at the level of values and moves up the value
more generally. One might say that only the price, at which the commodity can be
sold, moves up, but that underrates what actually happens. The readiness to pay a
top price by the “top value attributor” (which goes along with the money and the will
to sacrifice it) creates a new utility for everybody: buying the object and selling it to
the top value attributor.*® It is irrelevant for this effect to materialize, whether the
top valuation is economically sound or erroneous. Even frivolous value attributions
move the market, if they readiness to pay the top price is only serious, sufficiently
lasting, and is accompanied by the purchase power required.

Hence: an erroneous, irrational, or outright absurd valuation, as long as it only
materializes in a price offer, changes the world for everybody and justifies the same
valuation by all secondary valuers whose secondary valuations will now be correct,
rational, and responsible! It is like magic and a wrong valuation by one valuation
subject (and consequential market behavior) renders the same valuation by all other
valuation subjects correct! We can observe this in bubbles, e.g., in bullish real estate,
bonds, or M&A markets. Real estate agents and investment bankers will tell buyers
thatthey are lucky if they can still buy at 110 % of the price of last month and as theyall
continue to tell this story, it will vindicate itself and will propel the market higher. We
have self-fulfillment and wrong statements render themselves correct. The mecha-
nism has already been illuminated by Keynes when he compares the stock market

20 Three comments: First, there is obviously no certainty that the top valuer will stick to his val-
uation forever. Appreciation may end, utilities may change, or the purchasing power, which
must join in, may be spent elsewhere or lost. Second, the margin by which the value at-
tributed by the top valuer exceeds the new value will normally not be equal to the net proc-
ceds from a hypothetical sale thereto. Costs of sale and opportunity costs must be deducted
and the top valuer may succeed in paying less than his top value etc. Third, as we have said,
even if we favor using the notion “value-in-exchange” apart from price or expected price,
“value-in-exchange” always remains dependent on future behavior —will they pay? — of third
agents and, thus, also remains a prognosis. Disappointments, lucky surprises and radical un-
certainty are ubiqutous, and economic theory must capture them.
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to a particular kind of beauty contest: Not the most beautiful person is to be picked
in this contest, but instead the person whom the majority of the jurors believe the
majority of the jurors will pick. Keynes correctly speaks here of “the third degree,
where we devote our intelligence to anticipating what average opinion expects the
average opinion to be” being reached.” Systems theorists,** Heinz von Foerster, Niklas
Luhmann, and Dirk Baecker for instance, are also working with second level and third
level observations. If systems observe themselves, then there is second level-obser-
vation; if they observe self-observing systems, there is a third level-observation.”
There is always third level-observation at work in the economic system: third ob-
servers observe observers observe. “Man kann anhand von Preisen... beobachten wie
andere den Markt beobachten.”* Valuation, as such, is intrinsically an observation
of observers, i.e., observation of the second or third order. In “situations with think-
ing participants”, according to George Soros, in what he calls his “theory of reflexiv-
ity”, “the participants’ view of the world is always partial and distorted. That is the
principle of fallibility. The other is that these distorted views influence the situation
to which they relate because false views lead to inappropriate actions. That is the
principle of reflexivity”.” Provided that we believe him, Soros owes much of his fi-
nancial success to this theory.?® The point is not solely that a deception is effective
(thatis often so, but deceptions still do not influence what they observe). The point s
that deceptions stop being wrong and instead become true, indistinguishable from
other truths, because they change what they observe. Bubbles are not systems of de-
ception, but they do create true value which is as good as value can be as long as the

21 Keynes (1936) page 156.

22 Foran introduction to systems theory see Luhmann (2011).

23 Luhmann (1984) page 25 and 593 et segs.

24 “Via prices.. one can observe how others observe the market”, translation by the author,
quoted from Luhmann (1988) page 18. This is already, as in Keynes’ metaphor, “third level”,
given that prices already reflect observations. See also Luhmann (2002) page 136 and Baecker
(2008 and 1988). Luhmann and Baecker see prices as the way of operation of the “internal
autopoiesis of the system” and “values” as “representing the social relevance of economic
occurrences” (Luhmann (1988) page 55). Hence, values belong to the non-economic parts of
the social system. We differ in this point.

25  Soros (2010) page 10 and (2003). See also Luhmann (1974) page 92 et seq.; (2006) page 85 et
seq.

26  Soros explains how he operates: “According to my theory of initially self-reinforcing but
eventually self-defeating trends, the trend is your friend most of the way; trend followers
only get hurt at inflection points.... Most of the time | am a trend follower, but all the time |
am aware that | am a member of a herd and | am on the lookout for inflection points..This
line of reasoning leads me to look out for the flaw in every investment thesis. My sense of
insecurity is satisfied if | know what the flaw is....| know what is wrong while the market does
not. | am ahead of the curve, watch out for tell-tale signs that a trend may be exhausted.
Then | disengage from the herd..” (Soros (1995) page 12).
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bubble lasts (just as thunderstorms lift up air). Value is homogenous, as long as it is
there; as long as it remains there, it is not possible to distinguish reflexivity-driven
value from other value. Everything is based on reflexivity — observing the observa-
tions of suppliers, of customers, and of competitors — and what may first be based
on an error of judgement may vindicate itself and become a reality first for others
and then even for the original inventor of the error; in that case, the error is no longer
an error, in fact, it is indistinguishable from truth. Something was created that was
originally false but which then became true, even for the creator. This effect is not re-
served for lofty stock, bonds, FOREX, and derivatives markets but may, in principle,
apply to all value-in-exchange, including even money.””

Attribution of value-in-exchange and “esoteric”, “effectual”,

and “effective” demand

We have already touched several times on the fact that for demand to be economi-
cally relevant, it needs to be accompanied by purchasing power and the will to make
the financial sacrifice of the payment. When Adam Smith referred to “effectual” de-
mand, he meant exactly this, demand in the sense of a need or desire for some-
thing which was combined with both the purchasing power and the will to pay.?® The
name-giving “effect” of this “effectual demand” was, thus, making the final purchase in
the second leg of M—C-M’, the money M’ flowing to the firm for the commodity C.
Accordingly, “effectual demand”, points to the final goal of capitalist firms, whereby
the initial investment is vindicated and the outlays are recovered with a profit. If
there are either no means or no will to make the payment, including instances in
which other expenditures take priority, then there is only “esoteric” demand (e.g.,
the hungry, the homeless, or the sick can have esoteric demands for food, shelter,
or medical treatment, even if they cannot pay for them).

If people have money, then it is still a serious sacrifice to part with it in order to
obtain a valued good. This is so because money represents the capability to make
payments and, hence, to make purchases in the future. There is less left for future
purchases after each payment, and he who pays increases his inability to be able
to pay for desired goods in the future. Transferring money not only means trans-
ferring “payment capability” in one direction, it also means transferring “payment-

27  Luhmann greatly stresses the power of theories of reflexivity to feed back on the observed
system; “Reflexionstheorie” has to “vorallem aufdie durch die selbst mitbewirkten Zustands-
anderungen (zu) reagieren..” (Luhmann (1988) page 81).

28  The term “effectual demand” was used by Smith (1776) Book | Chap. 7, to distinguish mere
“physical demand” from demand with purchasing power. Mill refered to earlier writers hav-
ing “.. defined demand as “the wish to possess, combined with the power of purchasing”
and continued “(to) distinguish demand in this technical sense, from the demand which is
synonymous with desire, they call the former effectual demand.” (Mill (1848) Book III, Chap.
I.,§3)
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incapability” in the other.” In order to properly understand the economy, Niklas
Luhmann argues, it may be more helpful to think of a flow “payment capability” in
one direction and of “payment incapability” in the other, rather than thinking of a
flow of goods in one and a flow of money in the other direction.*® This view renders
the function of the money code, which is to organize legitimacy for the distribution
of scarce goods socially manageable, more palpable: Money solves the social prob-
lem of dealing with scarcity of goods by making legitimate access to scarce goods
dependent upon payment of scarce money.>

If Keynes used the term “effective” demand, we believe, he, at least in many in-
stances, meant something else than Smith’s term of “effectual” demand.** He means
demand, which already becomes “effective” at an earlier stage by the entrepreneur
making (not receiving) money payments. This type of demand’s name-giving effect
is to initially induce an entrepreneur to make investments and to start a new circuit. If
we apply Marx’s M—C—M'-notation, the effect of Keynes’ “effective demand” is al-
ready the pay-out of the amount M by the entrepreneurs that allows the circuit to be
started. The first leg of M—-C-M, the purchasing of equipment, inventories, and la-
bor, is “effected”, not only the later reception of the amount M’ to conclude the circuit
(by C-M).

Most importantly, “effective demand” remains “effective” in this regard even if
the underlying expectation that there will later be “effectual demand” for the produce
proves erroneous and if the investment is not vindicated. For macroeconomics or

ru

political economy,® thus, Keynes’ “effective” demand is more important than Smith’s

29  Luhmann (1998) page 134 f.; Baecker (2006) page 63. Sismondi (1827) page 379, 318 also uses
the French word “sacrifice”.

30  Luhmann (1998) page 136.

31 Luhmann (1998) page 252. To enable this, the money code, although it remains “communi-
cation” — the general mode of operation of social systems — acquires a particular property.
While other communication only share meaning (the emitter does not give away what he
shares), communication in the economic system becomes a transfer. The payor loses what
the payee receives (page 247).

32 “. the effective demand is simply the aggregate income (or proceeds) which the en-
trepreneurs expect to receive..” (Keynes (1936) page 55). Or: “The actually realized results of
the production and the sale of output will only be relevant to employment in so far as they
cause a modification of subsequent expectations” (see Keynes (1936) pages 55, 47 and 25).
Even if Keynes had meant the same thing as Smith, our distinction between “effectual” and
“effective” remains helpful.

33 The traditional term “political economy” (with no named opposite; e.g., “economic econ-
omy”, “physical economy” etc.) pointed to that part of the economy which was politically rel-
evant. An understanding of political economy served princes, kings, and emperors to bring
about growth and prosperity, to win wars and to avoid rebellions. The term macroeconomics
(with microeconomics as its opposite) gives up “politics” as a criterion and implies a more
neutral “small”/“big”-or “outer”/"inner” difference.
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)’ «

“effectual” demand because only Keynes’ “effective” demand triggers circuits. The
amounts paid out, as parts of effective demand to other firms for equipment and in-
ventories and as salaries, are employment-generating spending; they refill the reser-
voirs which feed the worker’s effectual demand in the future. Effective demand - set
loose by the anticipation of future effectual demand - is key to greasing the econ-
omy’s wheels. Whether there will be “effectual demand” allowing profits matters
mainly for the generation of investing capitalists later; whether there is effective de-

mand matters immediately for workers, other firms and everybody.

Merchant heroes and trade systems

The systemic character of values-in-use entails the possibility tojointly create higher
values-in-use through cooperation. Millions of short-, medium-, and long-term, lo-
cal, national, or supra-national trade chains, trade systems, or trade networks (we
use trade systems) have come into being and disappeared throughout the course of
economic history, like species throughout natural history. It is their destiny to al-
ways be in the process of being discovered, growing, fighting for survival, shrink-
ing, or decaying — depending on whether the products of their cooperation are val-
ued sufficiently. War heroes often come first. Those who conquer foreign territo-
ries, e.g., Ephialtes and Pericles for Athens, Alexander the Great for Macedonia, Sci-
pio Africanus and Caesar for Rome, Charles V for Spain, William the Conqueror or
Henry V for Great Britain, Louis XIV and Napoléon for France, Fredric the Great
and Bismarck for Germany, thereby also lay the foundations for new trade systems;
these systems naturally mostly favor the firms from the conqueror’s country. The
war heroes are often merchant heroes too; otherwise, merchant heroes follow soon
afterwards, as the Venetian, Spanish, Dutch, or English merchants followed their
fleets and military. Alternatively, there was a mix of adventure, private warfare, and
commercial ingenuity from the outset, which is nicely captured in the term “mer-
chant adventurers”.>* Merchant heroes were also occasionally scientists or techni-
cians, who built trade systems around new technologies, or social innovators, great
marketeers or salesmen who built them around new products or services or new
ways to distribute them (without warfare), the Fugger, the Hanse merchants, James
Watt, Thomas Edison, Gottlieb Daimler, Henry Ford, Bill Gates, Steve Jobs, Jeff Be-
zos, and Mark Zuckerberg.

The crucial breakthrough sometimes came from venturing into oceans that no-
body had crossed before and from discovering new continents, as Columbus had,
from opening new routes of travel and commerce for goods and men on land and
water, such as the silk road, the trading places of Hanseatic League, the traffic to the
Americas, the Magellan Street, or the sailing route around the Cape of Good Hope.

34  See Graeber (2011) page 293 et seq.
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Merchant heroes were also builders of Canals, such as of the “Great Canal” connect-
ing the southern rice patties of China to the northern capitals for centuries, or the
Panama- or Suez-Canal. Merchant heroes also introduced new methods for men
and goods to travel, by boat, ship, railway, car, truck, airplane, drones, spacecraft,
etc.

Once trade systems were established, e.g., alogistic infrastructure to carry great
loads through a desert by a sufficient number of camels, less adventurous people fol-
lowed to stabilize, administer, and optimize them, like sons of the Roman nobility or
of the British gentry in their respective Empires. They attracted and directed flows
of goods and capital and educated and disciplined the traders, political powers, and
workers along their routes to provide their services and to accept appropriate re-
muneration. New trade systems always encounter opposition from those involved
in old trade systems, with the latter often representing the wealthy and powerful of
their times who were supported by states, ideologists, and priests. A battle between
trade systems lay behind many bloody wars. If new trade systems win, as they mostly
do, at least after some time, their profiteers, of course, turn conservative and now
it is up to them to seek the support of states, ideologists, and priests to petrify the
situation.

Trade systems follow the principles of value-in-use and value-in-exchange gen-
eration and are relational, systemic, and synergetic. The trade system dies, begin-
ning at the end product, if the utility disappears, which is served by the end product.
Not only is, then, the end product itself cleared from the shelves of the retail dealers
and from the storehouses of the wholesalers, but the raw materials and semi-fin-
ished and spare parts also lose their utility. As the production of the input grinds
to a halt, no one requires the old services of the different intermediaries, agents
and brokers, banks, consultants, lawyers, translators any more. A breakdown of a
trade system may also start from the early chain links. If mines of a raw material are
exhausted, e.g., the silver mines of ancient Athens in Laurium or the Spanish sil-
ver mines in Potosi in Bolivia,* then security people, policemen, bartenders, cooks,
shopkeepers, and prostitutes in Laurium and Potosi can go home and many jobs
on the road to Athens and in the ports and cities of Havana, Seville, or Cadiz will
be lost. The chain may also break in the middle: If Lin Zexu, a Chinese official, suc-
ceeded in enforcing the prohibition on the English to import opium into China in
1839, the English Triangle trade (luxury goods from the UK to India, Opium from

35 Between 1556 and 1783, writes Ferguson (2008) page 24, the Spaniards carried 45,000 tons
of pure silver from Potosi to Seville, leading to the value of the metal dramatically declin-
ing and to the “price revolution” of 1540—1640 in Europe. According to Beck/Bacher/Hermann
(2017) page 46, 17 million kilograms of silver and 181,000 kilogram of gold were carried to
Spain from Peru and Mexico.

36  Ferguson (2008) page 290. It is noteworthy that the British historian Ferguson also refers to
the British Empire as “.history’s most successful narco-state” (page 291). If Lin Zexu, the
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India to China, tea from China to the UK) would have been severely damaged, not
just with regard to opium in storehouses in Calcutta, but also with regard to tea in
storehouses in Shanghai and luxury goods in storehouses in Liverpool. Wars and
natural catastrophes can interrupt trade systems at any link. They may destroy pro-
duction facilities, render raw materials inaccessible, drive away or kill labor, discon-
nect logistic transportation lines, or block activities through a pandemic.?” Parts of
former unified supply systems, if interrupted and much like a worm cut into half,
seek to survive separately. The lower part, which is closer to raw materials and basic
inputs, will attempt to develop alternative products in order to sell them to whole-
salers; this part and the upper part will study sales markets and look for suppliers
of more promising goods. However, if the upper part of the lower, cut-off, part does
not find new customers quickly, then it will lose its lower end. If the lower part of the
upper cut-off part does not find new suppliers quickly, then its upper part will also
disconnect. While the parts of the “worm” fight for survival, of course, the market for
the end-users may be taken over by substitute products from completely new trade
systems.

The pacegeneticity and bellogeneticity of trade systems

Domestic, regional, and international trade systems may favor and induce both
peace or war — but it is difficult to anticipate if they will turn pacegenetic or bello-
genetic in the individual case. Malthus spelled out this paradox. On the one hand,
easily accessible sales markets and many other supplier firms may be great for each
other: “It is... a ...general rule in political economy, that the wealth of a particular
nation is increased by the increasing wealth and prosperity of surrounding states
..”. However, Malthus qualifies in the same sentence, that this is only valid “...if these
states ave not successful competitors in those branches of trade in which the particular nation
had excelled.”*® Hence, the increasing wealth must lead to increased “demand for
its products, and call forth more effectively its resources.” “But”, Malthus goes on
to remark, “if this rule [meaning the positive effect of wealthy surrounding states]
be repeatedly insisted upon without noticing the above most important limitation,
how is the student in political economy to account for some of the most prominent
and best attested facts in the history of commerce. How is he to account for the

leader of the Chinese “war on Opium”, had Opium thrown into the sea, the Cantonese variant
was not quite as successful as its“Boston” predecessor. Rather, the English won, reinstalled
the freedom for their trade and annexed Hong Kong.

37  Today’s capitalism, driven by highly leveraged financing and low costs of communication
and transport, has an aggressive bias for huge interdependent “un-robust” trade systems in
space (many partial inputs) and time (“just-in-time-delivery”). Since the Corona crisis many
business leaders now praise stable supply structures, but they will soon resume the hunt for
cost savings through riskier supply chains.

38 Italics added.
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rapid failure of the resources of Venice under the increasing wealth of Portugal and
the rest of Europe, after the discovery of a passage to India by the Cape of Good
Hope,® the stagnation of the industry of Holland, when the surrounding nations
grew sufficiently rich to undertake their own carrying trades, the increasing trade
and wealth of Great Britain, during the war of the French Revolution, under the
diminishing trade and increasing poverty of the greatest part of Europe, and the
comparative distress of America, when other states were enabled to participate in
those trades, which as a neutral she had carried on during a great part of the late war

"% In other words, large markets with easy access, many

with such signal success.
firms, and rich neighbors are not always good for businesses in the surroundings,
but may also kill them. Whether accumulations of other firms are benevolent or mali-
cious for their fellow firms depends on the roles these other firms (and their mother
countries) play in trade systems and upon whether they nurture trade systems with
cheap inputs (in a complementary way) or as rich voluminous demanders of the
end product — which is both benevolent and yields love and peace —, or whether
they compete for cheap supplies and demand for the end product — which yields
dislike, hatred, and may mean war. Profit economies and capitalism are, in other
words, pacegenetic and bellogenetic depending on the circumstances and, at the same
time, may be pacegenetic or bellogenetic in different directions. Explanation for all this
can already be found in trade systems. Much warfare in capitalism may already be
conditioned as deep as at the level of the theory of value.*

Our elementary economics of profit economies will now move on to examining
the issues of money and of money creation.

39  Doing away with the century old Asian Spice Road, see Ferguson (2008) page 128.

40  Malthus (1836) page 13.

41 As Polanyi (1944) puts it: “In the past the organization of trade had been military and warlike;
it was an adjunct of the pirates, the rover, the armed caravan, the hunter and trapper, the
sword-bearing merchant, the armed burgesses of the town, the adventurers and explorers,
the planters and conquistadores, the man-hunters and slave-traders, the colonial armies
and chartered companies” (quote from page 16). Only the 19" century shows “a decisive
turn in favor of measures to safeguard the economic system in times of war” (page 16). He
connects this to haute finance, that functioned as “The main link between the political and
the economic organization of the world” (page 10). “They [the Rothschilds] were anything
but pacifists; they had made their fortune in the financing of wars; they were impervious
to moral consideration; they had no objection against any number of minor, short or local-
ized war. But their business interest would be impaired if a general war between the Great
Powers should interfere with the monetary foundations of the system”. (p. 11).
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Section 2. Money and money creation

Most economists, philosophers, sociologists, historians see the crucial thing in
money in its being a practical intelligent technical improvement over barter and
in state fiat money in its being a similar improvement over commodity money
(gold and silver). In addition, they are interested in theoretically understanding the
“phylogenetic” origin of money and of state fiat money, as a social invention, a tech-
nique, a structure, an institution, or as a code or as a media of communication as
a more academic issue. These are all, indeed, interesting and important questions.
However, the crucial thing about money, for a theory of capitalism, which includes
its prosthetics, is neither the general origination of money nor the technical ad-
vantages, which money and state fiat money carry. It rather is that in an existing
world of money, you may be able to create more of this scarce and powerful stuff,
already via merchant credit money creation, much more via private bank credit
money creation and limitlessly more via state fiat money creation. In particular,
state fiat money gives a power to the states, which is often more valuable than all
its policemen and soldiers. It is also the single method of the state to procure value
without having to take something away from somebody else and using force. In
other words, it makes a lot of sense to look at money backwards from what it can do
today

If we take this into account, then the insight may strike us that the rather re-
cent ultimate historic transition from commodity money, gold and silver, to state
fiat money in 1971 (paper, token coins and account entries with no right of conver-
sion into commodity money) may not have been due to the greater elegance, prac-
ticability, and cost efficiency, etc. of state fiat money over commodity money, but
primarily to state fiat money radically easing money creation, to an extent, which
was far beyond alchemist hopes.

Yes, money creation also existed prior to state fiat money, but how clumsy it was
to find gold or silver and to mine it (or to rob it)! In fact, even money creation by
merchants and private fractional reserves banks, as we shall see later, while much
more powerful than finding and mining or robbing gold and silver, turns out only to
be an intermediate stage on the way to state fiat money and to state alchemy at an
industrial scale.

Money

Many “left-wing” economists — Sismondi, Marx, Keynes, Kalecki, Minsky — occupy
prominent places in this book. However, regarding insights into money, money cre-
ation, and fiat money this book owes more to the other side of the spectrum. Marx
made a few interesting and critical remarks about money creation in the third vol-
ume of Capital, but even he presented himself as more amused by just another of
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capitalism’s absurd features, rather than trying to systematically work out the issue.
Keynes, obviously, deals more with money, but mainly with bank credit money cre-
ation and this did not have a great effect on his General Theory. More recently, radical
social anthropology, e.g., David Graeber, and so-called modern monetary theory, which
may be regarded as “left-wing”, have also expressed certain insights. However, the
greatest contribution to a critical analysis of monetary phenomena still comes from
the “Austrian Economists”, and from their conservative branch in particular. As rad-
ical liberals and political supporters of conservative middle-classes, this branch of
the “Austrians” abhorred socialist, semi-socialist, and national-socialist state inter-
ference, particularly in monetary matters, and fought to defend “pure capitalism”.
For this purpose, they liked sharp terms and notions. Their work is, thus, a good
starting point for monetary analysis. For this book Ludwig von Mises’ critical theoret-
ical analysis of monetary issues and money creation through credit money and fiat
money is particularly important. Certain amendments will, however, also be neces-
sary.*

Indirect exchange, media of exchange, and the origin of commodity money

After exchange and value-in-exchange appear in history, there is normally no
lengthy period of barter before money appears too. Money allows you not to wait
until, by chance, somebody shows up at your place, at the right time, who needs what
you have and also offers what you desire. Money, rather, renders it sufficient that
somebody wants what you offer, here and now, and somebody else, later and even
elsewhere, has and offers what you want; credit allows us to even turn the sequence

42 The name “Austrian Economists” may have originally been invented to ridicule thinkers com-
ing from a country better known for alps, opera, and Mozart kugels than for economic theory,
but the name later grew into an expression of respect for notional sharpness and intellec-
tual consistency. The political and theoretical orientation of the “Austrians” is, yet, far from
homogenous. Carl Menger, alongside Jevons and Walras, invented the subjective theory of
value and marginalism, Eugen von Béhm-Bawerk authored strong early criticism of Marx’s la-
bor theory of value— Karl Marx and the close of his system, 1898 —, which should already have
buried it. Josef Schumpeter’s work contributed to a better understanding of entrepreneurship,
and its financing, and provided deep insights into the history of economic theory. He was
also an important theoretician of democracy (Capitalism, Socialism and Democracy, 1942).
Moreover, Schumpeter was a colorful person who allegedly took Vienna prostitutes to the
Vienna Opera in convertibles to make a point and challenged the director of the Vienna li-
brary to a duel because of the early closure of its reading room (well done!). Friedrich von
Hayek was less picturesque than Schumpeter. Yet, he delivered a fierce and important cri-
tique of state interference and saw money creation, fiat money, and inflation as milestones
on “the road to serfdom”. While the conservative branch of the Austrians was not quite as
insightful about the limits of capitalism, it was, indeed, very insightful in almost everything
else. In this book, we mainly refer to the powerful monetary theories of Ludwig von Mises.

59



60

Gerhard H. Wachter: The Capitalist Economy and its Prosthetics

around.” Money splits up barter into two transactions, a sale and a purchase, and
shifts itself in between as a media of exchange that connects these two transactions.
Von Mises called the separation of sale and purchase “indirect exchange”.** Indirect
exchange renders the economy much more effective and greatly contributes to the
propagation of the economic system. These practical advantages, which money
conveys, cannot be denied and they are rightly used to explain the money’s rapid
historic success as an institution. While we do not deny their relevance, we might
add that M—C-M'-players have a particular interest in the dissemination of the use
of money.*

Marx, of course, tried to use his theory of labor value to explain how the value-
in-exchange arrived in commodity money and to derive a dialectic explanation of
money therefrom. However, he only carried the mystification, which is immanentin
hislabor theory of value, one step further — into money. Recent radical social anthro-
pologists and so-called modern monetary theorists tend to attack the view of money
as essentially a valuable thing and try instead to explain it as a debt-relationship. We
do notagree, as will be explained below. In credit money (bank deposits, bank notes,
bank token coins of non-precious metals, or claims against states/central banks to
convert state notes or entries on state accounts into gold or silver) money may, in-
deed, appear as debt, but money’s decisive general property, on the contrary, lies in
its capacity to fulfill claims, do away with debt, and absolve from it.

Von Mises places interest in the question of what kind of commodity will be se-
lected as a medium of exchange. If I want to exchange something in a system of
barter, I will observe that there are commodities that are “more sought” in the mar-
ket by more counterparties. I shall seek to obtain these more sought out and more
marketable commodities in order to make the exchanges, which will get me what I
want quickly. I shall, thus, attempt to “move up on the ladder” to the more desired or
more “liquid” commodities. In von Mises, this ultimately leads to the general selection
of one or several commodities as preferred media of exchange which, thereby, be-
come “commodity money”. “A medium of exchange is acquired neither for the purpose
of its consumption nor for the employment in productive activities but with the in-
tention of exchanging it at a later date..”*¢. The best suited media of exchange are
those that have widely sought-after values-in-use, can easily be split into parts, are
endurable, and have high value-in-exchange to weight ratios. Commodities, which

43 Money is generally seen as freeing exchange on the spatial, time, and personal levels, (e.g.,
Felderer/ Homburg (2003) page 78.

44  E.g.von Mises (1949) page 327.

45  See page 86. The advantages mentioned are often used to explain fiat money. That is a mis-
take. Fiat money does not convey significant transactional advantages over credit money,
which represents a claim for gold or silver.

46  von Mises (1949) page 401 and 405 et seq.
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were highly fit for the monetary function were, thus, platinum, diamonds, grains,
or gold and silver. Yet, from here on, we shall develop the argument in terms of gold
and silver alone.

Commodity money, credit money, and fiat money

When von Mises wrote The Theory of Money and Credit (2nd edition of 1924), mon-
etary theory still largely labored the distinction between “metallic money” and
“paper money”. Von Mises, quite rightly, discarded this distinction as superficial,
misleading, and obsolete. The term “metallic money” encompassed money out of
gold or silver, metallic coins with value-in-exchange outside of their monetary use,
hence commodity money, as well as money out of non-precious metals, metallic
“token money”, which had no value-in-exchange outside of its monetary use; in
other words, the term “metallic money” confused commodity money and state
fiat money. “Paper money”, on the other hand, included banknotes, which repre-
sented legal claims for the delivery of gold or silver against a bank or the state,*
hence credit money, which is essentially as good as commodity money, (unless the
debtor becomes illiquid), and fiat money, which involved no legally enforceable
claim against the issuer for conversion. Thus, both sides of the distinction between
“metallic money” and “paper money” confused apples and pies and hid the essential
economic difference. Furthermore, the distinction wholly ignored the appearance
of “deposit money” or “book money”, consisting of credits on bank accounts*”® - a
modern monetary phenomenon of the utmost importance.

Substantial insights into money, and in money creation in particular, require
better distinctions than between “paper” or “metallic”. Von Mises writes: “The eco-
nomic theory of money is generally expressed in a terminology that is not economic
but juristic. This terminology has been built up by writers, statesmen, merchants,
judges, and others whose chief interests have been in the legal characteristics of the
different kinds of money and their substitutes.” However, he proceeds by saying that
“...for purposes of economic investigation” this categorization “is practically value-
less”.** Von Mises then introduces a new terminology, one independent of legal or
commercial distinctions, which serves the purpose of economic theory much better.
He proposes three main monetary categories: commodity money, fiat money, and credit
money: “We may give the name of commodity money to that sort of money that is at

47  Even “money certificates” or “money substitutes”, which von Mises defines as fully and im-
mediately liquid and as valuable as commodity money, see von Mises (2013) page 52.

48  “.for banknotes.. and cash deposits differ only in mere externals, important perhaps from
the business and legal points of view, but quite insignificant from the point of view of eco-
nomics” (von Mises (2013) page 53). From a legal point of view, a credit entry on a deposit
account represents a claim similar to a claim for repayment of a loan; yet economically it is
already money in the form of “credit money”.

49  von Mises (2013) page 59.
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the same time a commercial commodity; and that of fiat money to money that com-
prises things with a special legal qualification. A third category may be called credit
money, this being that sort of money which constitutes a claim against any physical
or legal person. But these claims (which constitute credit money) must not be both
payable on demand and absolutely secure; if they were, there could be no difference
between their value and that of the sum of money to which they referred..”.>

Von Mises’ most fundamental distinction is between commodity money and fiat
money. In commodity money, the money-thing itself is a commodity with value-in-
exchange outside of its monetary use (e.g., oxen, grains, skins, silks, etc., cupper,”
even iron, or, later, mainly gold or silver), while the money-thing has no value-in-
exchange outside of its monetary use in fiat money.*>

Commodity money, thus, has the “down-side protection” that even if it is de-
monetized, its holder still owns gold or silver with a market-value. If commodity
money is ever artificially pushed underneath the value-in-exchange of its precious

50  von Mises (2013) page 61. In this statement, von Mises emphasizes the difference between
commodity money and credit money in terms of the security and the speed at which the
holder can access the underlying commodity. While this point is well made, for the purposes
of our argument, the commonality between commodity money and credit money is more
important. Commodity money “consists” physically of a commodity with value-in-exchange
outside of its monetary function; credit money, while it consists only of paper, token coins,
or bookkeeping credits, also at least conveys a legal claim for the delivery of commodity money.
Commodity money carries the value-in-exchange “piggy back” and cannot even physically
be separated from it, credit money. e.g., a bank note, only carries a legal claim for the value-
in-exchange “piggy back”. Fiat money carries nothing “piggy back”.

51 Cupper was mainly used in China from the Ch'in to the Ch'ing dynasty over two thousand
years of monetary history. Cupper money was commodity money, as far as its nominal value-
in exchange did not exceed the market value of the cupper content. E.g., bronze, which is
mostly made out of cupper, was an important export commodity in the Sung dynasty, just
behind silk, tea and porcelain (Golas, The Sung fiscal administration, page 208). To the ex-
tent, the nominal value of cupper coins was above the value.in-exchange of the minted cup-
per, it was fiat money.

52 It should be noted that the “fiat” in fiat money does not suggest that its opposite, com-
modity money, may not be “man-made” or produced — of course, the typical commodity-
money-things, gold or silver, are extracted from mines and often embossed and insofar man-
made. Furthermore, the money-thing of commodity money possessing value-in-exchange
prior to its monetary use does not mean that this value-in-exchange is “inherent”, “intrin-
sic”, “innate”, “in rem”, or God-given in the commodity-money-thing. No value-in-exchange in
human society is ever “in rem”, but all value-in-exchange is attributed or ascribed. Hence, commod-
ity money does not force us to fall back on reifying thinking. In particular, economists who
see themselves in the tradition of Austrian economists, should not fall victim to this fallacy.
Many Austrian thinkers were heroes of subjectivist and constructionist reasoning; think of
Menger, as the co-inventor of the subjective theory of value, of Mach, Wittgenstein, Freud,
Godel and of Heinz von Foerster.
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metal content, then its holder can demonetize it and sell it as the precious metal it-
self (disregarding its embossment). Fiat money has no such downside protection.
Conversely, commodity money may acquire an additional layer value-in-exchange be-
cause of their additional monetary utility. This layer can surface as an initial seignor-
age (as an excess of nominal value over and above the value of the precious metal)
or through a later debasement of the precious metal content underneath the nominal
value, both enabling a gain for the issuer. Von Mises points to this fact,”® but does
not delve into the issue further. The layer possesses all properties of fiat money and
should be considered as a fiat money-layer in commodity money, given that this add-
on-layer originates with monetization of a commodity and disappears again with its
de-monetization. As fiat money creation in such add-on-layers is always quite lim-
itedinvolume, e.g., as the embossing state normally only collects a small seignorage,
such add-on-layers only gained a limited relevance to fund of prosthetics. Still, the
observation is important for theoretical reasons.

Credit money, as we have already observed, includes bank notes, tokens coins,
or credit entries on deposit accounts, if they convey a claim for conversion into
commodity money.>* The legal claim for conversion is independent of the respective
credit money’s monetary use and survives it; accordingly, if the credit money has
been demonetized, the creditor still holds a claim against the issuer, e.g., the bank,
for commodity money. Obviously, if the debtor also becomes illiquid or the legal
system collapses too, then credit money may get as bad as fiat money - but other-
wise credit money is superior. Accordingly, credit money also provides some downwards
protection, like commodity money and unlike fiat money, but only in the amount of
the value-in-exchange of the claim for commodity money. As it is normally better
to own a thing than a claim for that thing, this conversion-claim is normally less
valuable than its ultimate goal: commodity money itself; the creditor carries the
risk of insolvency of the issuer, the “address risk”; he has a “default concern”. On the
other hand, in exceptional circumstances, as the claim is directed towards standard
quality and a standard weight of gold or silver, if the bank remains solvent, the
claim may even be somewhat “better” than specific commodity money (1) as coins
of commodity money are exposed to risks of wear and tear, debasement or fraud

53 von Mises (1949) page 408.

54  “Credit money” might, thus, also be called “claim money”. We repeat that von Mises restricts
the term credit money to such claims that are not perfectly and absolutely secure and imme-
diately due and, thus, no “money certificates” or “money substitutes” and that, hence, they
are not as good as commodity money. See von Mises (1949) page 432 et seq. In this book,
we use the term credit money for all money whose value-in-exchange comes from the con-
veyance of a legal claim, irrespective of whether reserves are held or where the claim is fully
valuable.
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or (2) if you live under circumstances in which you are in danger of losing your
commodity money, e.g., in case of a shipwreck, or of being robbed.*

The question of reserve holding (full or fractional reserves) must be seen as a
separate matter. It concerns a special banking issue; it is comparable to an airline
allowing a special flight to be overbooked or not allowing it. It must be well distin-
guished from the issue of the general solvency of the bank or of the airline. Even
if a flight is overbooked, and a passenger misses their flight, they will receive their
fare back from the airline — aslong as it is solvent. If the airline is insolvent, then he
misses the flight and loses the fare paid. Equally, a fractional reserve bank may be
solvent, or a full reserves bank, like an airline who does no overbooking, can become
insolvent.*® We have a first hint here concerning an important distinction, to which
we will return later.

Fiat money, von Mises’ third main category,” is at the other extreme end of the
spectrum. The money-thing in a fiat money regime neither has value-in-exchange
outside of its monetary use, nor does it convey a claim for a commodity with such
value-in-exchange. It is still the best and most convenient money one can have as
long as the fiat money remains monetized. Fiat money is normally state fiat money;
it can, as a rule, only come into being alongside the introduction of a general fiat
money regime by a state.”® Three strategies are typically applied to support fiat

55  This was so in the early years of the Amsterdam Wisselbank, when its credit money was al-
legedly often preferred over commodity money as the money holders were relieved of check-
ing coins for wear and tear and were less exposed to robbery or theft.

56  Note that even a bank that holds 100 % reserves for deposits, bank notes and token coins is-
sued, it is not protected against insolvency. The statement that a bank holds 100 % reserves
for issued bank credit money only looks at the relation between certain assets on the asset
side (gold or silver holdings) and certain liabilities on the liability side (conversion liabilities
for bank credit money), yet the bank’s solvency depends on more.

57  Monetary theory uses the distinction of exogenous and endogenous money. If a system of com-
modity money exists, then the gold and silver or other precious metal money is said to have
been determined exogenously. Likewise, if fiat money exists, then the money issued by the
central bank is said to have been determined exogenously. On the other hand, if banks cre-
ate money by granting circulation credit out of fiduciary media of exchange, then the money
supply is said to have been expanded endogenously. From our perspective, money creation
by the state or by the central bank and money creation by private banks are functionally
very similar. That being said, it is true that state fiat money creation is much more powerful
than private bank credit money creation.

58  The transition to state fiat money is probably easier than is often believed. There is no ne-
cessity to first build up a general consensus or significant trust in the society at large. People
will initially only need to hold onto a small portion of their wealth in fiat money, so small
that this is almost riskless. Trying out fiat money with such riskless amounts will greatly
strengthen it everywhere. A few years ago, the National Museum of India in New Delhi ex-
hibited shells, which were allegedly used as money in the very early strong local city-com-
munity of Harappa, which was a part of the Indus Valley Culture (IVC; 2600—1900 BC). Given
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money regimes, (1) states accept fiat money to pay state taxes; this is the most important
strategy; it adds a Chartalist moment to von Mises’ theory, (2) to make fiat money
legal tender, thereby forcing private citizens to accept it as payment for private debt
instead of gold or silver (even if it may sometimes be difficult to enforce), and (3)
to suppress gold and silver (or other commodities, e.g. cupper, ivon and silk) as commodity
money as an alternative medium of exchange, e.g., by trying to absorb it by the state
or the central bank, and illegalizing its monetary use and private gold and silver
possession etc.

The value of state fiat money and the reasons for its acceptance

State taxes, legal tender, and fiat money

We shall begin our account of “the value of state fiat money” and the reasons for its
acceptance with a historical argument, which departs from a case made by David
Graeber. He proposed a theory of how small unit money coins originated in direct
connection with warfare by mass armies, a “mass-army-theory of money-coins”, which
introduces into the issue very well. The need for humans to eat, drink, and for some
fun does not go away during warfare, of course. In very simple and local condi-
tions, it is taken care of by warriors carrying subsidies for a few days with them (and
then going home to re-fill their supplies). Later, tribes or states establish lines of
communications and transport supplies to their armies’ camps. In historic mass mi-
grations, when whole tribes moved slowly to distant target locations over decades,
the fighters were supported by their villages, which followed their moves. In all of
these cases, the supporters at the “home front” were rewarded by the outcome of
the war — by receiving a share of the loot or by not losing their women, children,
property, and life. Of course, warriors also always sought to source supplies in the
theaters of war, plants from the field, hunted game, pastured cattle and, occasion-
ally, robbed valuables; in smaller early ventures they appear to have done so mainly
by force, without paying for local supplies.

The old-fashioned way of supply had to be adjusted as settlements and armies
grew in size (to mass armies, e.g., enabled by the use of iron instead of bronze), as
distances became larger, and as campaigns grew longer, e.g., for the armies of the
Chinese Warring States period, for the Greek armies of the Persian and the Pelopon-
nesianwar, the armies of Alexander the Great, and for the Roman legions. Huger vol-
umes of supplies had to be secured now in more distant and hostile environments.

the obvious convenience of using them and, e.g., assuming a lack of gold and silver, today’s
museum-visitor can easily imagine that they would have willingly accepted the mussels for
small transactions as well, the acceptance of which would have helped to trigger a positive
trust-spiral. (Yet, some historians also argue that the shells were mostly used for badges and
ornament.)
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Of course, that could still be done by force (and often was). However, if armies or
soldiers could pay, such sources would flow more abundantly. In addition, supplies
from home also took the form of a convoy of merchants following armies who sold
their goods for money to the troupes and an increasing number of soldiers became
mercenaries, who no longer fought for their home villages, tribes, or states — but for
the pay. That money had to be in small and robust units, hence in coins, in order to
pay the soldiers of the new mass armies.

Commodity money (gold and silver) was, of course, the money that was most
easily accepted in the field. It would maintain its value even if it was issued by an
enemy state and after this state was defeated, notwithstanding the coins carrying
embossment or stamps of it. Athens was, thus, enormously lucky to discover a new
rich streak of silver in its mines in Laurium (preceding the second Persian war) just
as the Spaniards and Portuguese were to find and be able to (have the local popula-
tion) mine tons of gold and silver in the Americas. Alexander the Great was equally
lucky to even capture the Persian state treasure after the fall of Persepolis and some
Persian mines® in 330 BC: Alexander is said to have paid out half a ton of silver to
the 12,000 men in his army each day.®

However, Graeber’s approach also allows us to explain war financing by fiat
money. Taxation is crucial in this context: If states levy taxes and accept their own
state fiat money to discharge tax obligations, then they thereby attribute value to
the fiat money they issue, — even if the state fiat money would otherwise not be
accepted as a general medium of exchange. In other words: The states give fiat
money, e.g., coins, to soldiers, they give them to merchants and peasants for their
supplies and cheap thrills, and the recipients can use them to pay taxes to the state.
State fiat money coins not only work for those who directly receive them as “free
passes” against taxation, but for anybody who is taxable. In this way, they become
tradable. If the merchants and peasants who collect them are not taxable by the
issuing states, then the coins flow to somebody who is (likely at a discount). Military
suppliers of the state paid with coins (or notes) can also make good use of them, they
can keep their gold or silver and still avoid tax execution, expropriation, prison etc.
by using the fiat money. The point is not that the tax-collecting state would be very
eager to pocket its own fiat money chips again (it can create them anew at discretion
anyway), but that taxable subjects, who do not want to spend their superior gold
or silver, can use the state fiat money instead. The mechanism would even work,
if states would, instead of collecting taxes in fiat money, force tax-“payers” to burn
or otherwise destroy the amount of state fiat money, which was assessed as taxes

59  Graeber (2011) page 229.
60  Graeber (2011) page 229.
61 Graeber (2011) page 49 et seq.
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against the respective individuals in a supervised manner- and then coin or print
new money.

The mechanism, hence, must be understood as working backwards. The state
first enshrines laws to pay taxes in commodity money (or fiat money) and, second,
accepts fiat money as tax payments in order to give value to state fiat money.

This general idea was already developed by Georyg Friedrich Knapp. Fiat money had
value and was accepted for a very solid and earthly reason: It is a reliable means against
state violence in a circuit set up by states and consisting of state fiat money spending
and state fiat money tax collection. Fiat money, in other words, derives its value from
the state’s sovereignty and from state violence, and from the state’s ability to levy
taxes, fees, and other contributions specifically.®

Certain quantitative limitations apply: They can be best understood in situa-
tions, in which - like in Graeber’s case of mass armies — lasting and stable stateship
is not secured. First, state fiat money will work only with a view to the period ahead,
in which the issuing state is expected to remain sufficiently strong to collect taxes.
Second, the accepted volume of fiat money will be limited by the expected volume of
the taxes (or other state contributions), which are likely collected in that period. “Ex-
cess-fiat money”, fiat money beyond the volume, which can foreseeably be spent on
taxes in the expected period of remaining strength of the issuing state, may, thus,
only reluctantly be accepted; e.g., military suppliers may ask their deliveries to be
partially paid in commodity money. In view of this mechanism, states can, absurdly
enough, raise the volumes of useful state fiat money by increasing taxes, as this will
open up new possibilities to make good use of it. While this reasoning shows limits
concerning the propagation of state fiat money in situations of unstable stateship,
it also implies that fiat money automatically acquires strength with an increasing
ratio of taxation or the state quota to GDP and with increasing political stability of
the state. The more Leviathan evolves into a Behemoth, a “social state”, and the more
undisputed it becomes, the stronger its fiat money.

States also attribute value to fiat money by forcing private creditors to accept
fiat money as payment for private debt. Hence, states side with debtors and force
creditors to accept payments in dubitable fiat money instead of in better commod-
ity money. Thereby, fiat money becomes “legal tender”. Rendering fiat money legal
tender is, though, not nearly as effective in supporting fiat money as allowing taxes
to be paid in fiat money. If the value of fiat money becomes dubitable, then creditors
will simply only enter into exchange contracts if payment in “commodity money” is
agreed or if other goods are bartered. “Legal tender” as a support-mechanism for
state fiat money, thus, often weakens if it would be most needed.

62  See Knapp (1905) and Polanyi (1944) page 205: “The state... was in fact the guarantor of the
value of token money, which it accepted in payment for taxes”.

67



68

Gerhard H. Wachter: The Capitalist Economy and its Prosthetics

If a fiat money currency is demonetized, states may still accept it to settle taxes
or, which has the same effect, exchange the old fiat money into a new state fiat
money, such as when the German Mark was introduced in the former German
Democratic Republic or when the Euro substituted the old currencies of the Euro-
zone-countries. In more dramatic circumstances of demonetization — in the French
Revolution, after the Russian Revolution, after the German hyperinflation of 1923,
etc. —, states will, yet, typically not exchange the old currency into the new currency
(at least at a reasonable rate) and will also no longer accept it for tax payments.®
In this case, “demonetization” not only puts an end to the use of the fiat money
currency as money in the markets and discontinues its status as legal tender, but it
also abolishes its power as “free pass” against taxes. Leviathan, master of the law,
as it created a kernel of value in fiat money at its introduction, destroys that kernel
again and makes the fiat money completely worthless.

We conclude this section with a formal observation: Credit money (e.g., paper
bank notes, non-precious token coins, and credit entries on deposit accounts) have
a legal claim attached thereto. What underlies the value of state fiat money is dif-
ferent — in a way, it is the opposite. State fiat money only possesses the capacity to
fulfill tax (and other state) claims. Fiat money is, thus, like a set-off-potential, a counter-
claim, a tax credit (a credit usable against future state taxes, state fees, and state con-
tributions), a tax exemption, or a tax privilege. If state fiat money has been made legal
tender, this, in a way, also allows you to raise an objection against private creditors
of yours who asks for commodity money; you can send them home with mere state
fiat money. Fiat money is, in other words, only good for defense. Its value can only
be realized if you are a debtor already. If you rend a visit to Leviathan and tell him:
“See I have this amount of your fiat money, please give me gold for it, or a house,
or food..”, Leviathan might shake his head. “But”, he might add “... wait until I tax
you, which I certainly will, — then I will have to take it and you can get rid of your fiat
money!”

Additional comments on state fiat money

A few comments on state fiat money may be added. The first is that a reflective mech-
anism doubles up on the power of the hard kernel of value of fiat money derived from
its power to discharge taxes and of its being legal tender in stable, normal situations.
In such situations, everybody expects everybody else to accept fiat money and expect
fiat money to be accepted in the medium term at least. Therefore, people will not
worry and calculate volumes of tax volumes, execution power of the state, etc. but
will simply trust that the fiat money will be accepted in at least the near future. We

63  The German middle classes, which were by the hyperinflation of 1923 would have loved to
be allowed to continuously use their pre-inflation “Mark”-notes to pay their taxes.
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are, thus, again, in the arena of self-fulfilling prophecy or reflexive witchcraft of so-
ciety. We have already pointed to the astonishing fact that observations, that can be
straightforwardly incorrect at the beginning, if observed by others, have the mirac-
ulous capacity, to not only practically justify themselves because everybody shares
the error, but to render themselves right and true and dissolve the “errorness” of the
idea at a second level. Because this works even in favor of initially clearly false ob-
servations, it will work even more powerfully for observations which already initially
have a kernel of truth, such as the state’s acceptance of fiat money for tax payments.

Second, we see that state fiat money is not based on some kind of implicit “so-
cial contract”, whereby the members of society agree to give up their archaic ob-
session with bulky commodity money or credit money and progress to a modern,
more civilized, more enlightened, and more efficient type of money. The ascent of
fiat money is also not due to society’s collective insight that money does not need
to possess an “intrinsic value” to fulfill its function’. This “modernization” or “ratio-
nalization’-theory of fiat money misses the fact that the weakening of the value of
money, which comes along with fiat money, does not go as far as it assumes. It fails
to see the surviving, strong “materialistic’ moment in fiat money, which is as strong
as the modern state.

Third, there is both some justification as well as a possibility to tumble into fal-
lacy when using semiotics to analyze monetary phenomena. Von Mises’ original Ger-
man word for fiat money was “Zeichengeld”, literally translated as “sign-money”,*
which at least carries a trace of semiotics. And in fact, the question is legitimate:
Should one not look at state fiat money as a sign, whose signifier would represent
commodity money as its denotation or as the signified (albeit, admittedly, without
conveying a claim for its delivery)? This signifier-signified-model could elegantly
explain why, if the gold or silver content in coins is lower than the nominal value
(because of seignorage or debasement), the coins may still keep their value-in-ex-
change. The reasoning could go: The value-in-exchange of the substance of the coin,
realizable outside of its monetary function, goes down; however, thisloss is compen-
sated for by a semiosis simultaneously raising the signified value, so that the total
of the hybrid value of the coin (a mix of the market value of the gold or silver sub-
stance and of the value communicated by the semiosis) remains the same.® As nice

64  Here a translation freed a term of a misunderstanding that the original term nurtured. This
book would not have used the term “Zeichengeld” as prominently as it uses “fiat money”.

65 If an originally 100 % gold-coin is successively debased by 100 %, but retains its nominal
value, then this could, accordingly, be explained as 100 % of the market value of the gold
in the former commodity money or “currant money” having been substituted by “semiotic
value”. This could operate on a gliding scale, with a nominal value of money always being
backed by a mix of commodity value content and “semiotic” value content.

69



70

Gerhard H. Wachter: The Capitalist Economy and its Prosthetics

as it sounds, this semiotic approach is fallacious for two reasons. (1) It silently pre-
supposes that “money proper” ought to be gold or silver with an “intrinsic” value and
concludes, from that presupposition, that if state fiat money is used, then it ought to
at least denotate “money proper”. We cannot agree with this. (2) It ignores the true
“materialistic” power of state fiat money, providing a “free pass” against taxation. (3)
It cannot explain why people would accept money, which admittedly only signifies
something with value proper without actually also conveying a legal claim for it. Any
debtor can produce a piece of paper that “signifies” the payment he owes, but his
creditors will certainly not accept this as payment. People know that fiat money has
no value-in-exchange outside of its monetary use, but they accept it nevertheless.
They accept fiat money not because it signifies anything, but because they can settle
tax debt and acquire the trust to also continuously be able to settle other debt with
it. A semiotic theory of fiat money misses that point.

Money creation

Creation of commodity money, credit money and fiat money

We have already put a great deal of emphasis on the relationship between fiat money
and money creation. It is important to understand that money creation also existed
in the world of commodity money already. Not only would the Greek mine commod-
ity money at Laurium, and the Spanish mine silver at Potosi, both leading to money
creation, but banks could also create money in a commodity money regime, via frac-
tional reserve banking, by issuing credit money beyond their reserves in commodity
money. In all these cases money was created without the involvement of state fiat money. Fur-
thermore, if fiat money is issued, then this may happen without money creation (the
creation of additional money), if the issuing state simultaneously withdraws a cor-
responding amount of gold or silver from circulation, e.g., to put it into reserves.
If a state issues a higher amount of fiat money than the nominal value of the gold
or silver that it puts into reserves, then it only creates money in the excess of the
fiat money issued over the gold or silver dispatched to the vaults.® If a state issues
fiat money beyond the reserves held, then the excess of the fiat money emitted is
money creation. It is comparable to the open or hidden seignorage added by a state
when itissues embossed commodity money coins; the added seignorage-layer is fiat
money.*’

66  Reference is made to Matrix Il on page 26.

67 Commodity money can, theoretically, also function as credit money and can have a fiat
money component: Assume a state issues an embossed 50-gram gold coin (with a nice por-
trait on it, of course) and which, for some reason, conveys a claim for an additional 100-
gram’s worth of gold, but is given a nominal value, accepted by the markets, of 250-gram of
gold. This coin, then, is commodity money with its real gold component, credit money with
its claim component and fiat money with the excess.
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Commodity money is a very unsuitable tool for money creation because it must
carry its commodity, gold or silver piggyback — otherwise it is not commodity
money. Accordingly, one has to “get physical”, go out and find,*® mine, rob, or
otherwise procure gold or silver, at the least by giving other commodities away for
it, and transport it to where it will be used as money in order to create new com-
modity money. The same is true even if a less precious metal, cupper, is used, as the
Chinese did from the Cl'in to well into the Ch'ing dynasty. Over two thousand years,
they minted small round coins with a square whole in the middle which allowed
assemble standardized numbers of the coins to so-called “strings” to overcome
the comparatively little commodity value of cupper, e.g., of 1000 coins; off course
seignorage was often added and the nominal value of the coins or strings was mostly
much higher than the market value of the cupper. Still, there were times, when the
desired growth of the monetary base was impeded by the lack of cupper.®® Credit
money, with full reserve holding in commodity money, only somewhat loosens the
closeness and directness of the “piggyback”-relationship to gold or silver — but it
does little more than that. Yes, gold and silver no longer have to be carried around
with the money, but the bars must still sit, if idly, in a vault. It does not matter,
then, whether they have a ribbon around their neck, relating them to specific credit
money bank notes, token coins, or credit entries on customer deposits, or if they
only have a certain value-relation to the issued notes in the aggregate, e.g., full
reserve banking. Money can still not be created without procuring new gold or
silver. Indeed, even if states issue fiat money and want to back it, although it does
not convey a claim for conversion, with gold or silver in the amount of its nominal
value, as they sometimes do, they still need new gold or silver.” Reserve holding in
commodity money, thus, keeps money creation as impractical as it always was. We
can now see that the ease of money creation is not a matter of whether the gold or
silver is carried around piggyback or stored in vaults, but is instead solely a matter
of whether there have to be gold or silver reserves at all. Money creation by credit
money or fiat money are both equally easy, provided that they are not backed by
reserves. Banks just print bank notes, emboss token coins, and book deposit entries
against which they do not hold commodity money. Alternatively, states issue credit
money (with a conversion claim) or straightforward state fiat money (without a
conversion claim) in precisely this way.”

68  Seeon page 66 on how Pallas Athene helped the Athenians in their war against the Persians.

69 See, e.g., on the Sung: Golas, The Sung fiscal administration, p. 207 et seq.

70  Germany used to back its fiat money with reserves at a third of the fiat money issued before
World War I.

71 Torepeat: Fiat money being covered by reserves does not mean that it involves a legal claim
for conversion into commodity money; it only means that the state has put the same amount
of commodity money in a vault. Credit money always involves a claim for conversion into
commodity money, whether reserves are kept or not.
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Money creation and reserve holding vs credit money and solvency

Our later analysis, on prosthetic spending financed by money creation, will help us
to better understand and to disentangle two other monetary issues. The question of
whether newly created credit money issued by private banks is fully, fractionally, or
not all covered by reserves (reserves holding) must be kept separate from the ques-
tion of whether and under what condition such credit money may lose its value and
banks may default on it. These questions are not the same.

Money creation and reserve holding

The easiest way to think of the issue is to imagine credit money creation in a com-
modity money regime and to consider the relationship between credit money is-
sued and commodity money reserves. As seen, it depends solely on the commodity
money reserve holding whether or not there is money creation; if 100 % commodity
money reserves are held in reserves for newly issued bank notes or entries on deposit
accounts, then there is no money creation; if 50 % commodity money reserves are
held, half the amount of newly issued credit money is newly created; if 0 % reserves
are held, the full amount of newly issued credit money is money creation. However,
the reserves percentage also decides upon money creation if existing credit money,
e.g.,issued by another bank, or even fiat money is kept in reserve. Amounts put into
reserves, and “blocked” there, reduce the aggregate volume of the money that is in
circulation. They, thus, are to be “netted” against newly created money. Reserve hold-
ing (of all types of money) compared to newly issued money (also of all types, today
mostly credit money and state fiat money) decide upon the volume of money cre-
ation. This is the most important issue macroeconomically.

Credit money and solvency

The second issue — credit money and solvency —, which is easily confused with the
first issue, is of a lesser caliber macroeconomically, but still of great bearing for the
credit money holders. If a private bank issues credit money in a commodity money
regime, like with any other debt that it has, it may or may not be able to honor the
obligations arising therefrom. Accordingly, it may not be able to convert the credit
money in commodity money on demand (or at least in credit money of other is-
suers). The issue does not disappear in a state fiat money regime. In a fiat money
regime, the bank that issues credit money may also be able or unable to exchange
the credit money issued into state, e.g., state bank notes (or at least credit money
from other issuing banks). Its credit money holders will suffer a loss in the event
that it defaults. Now, this possibility is, in fact, ultimately independent of whether
the bank carries full reserves, fractional reserves, or no reserves at all. A debtor’s sol-
vency depends on the debtor’s balance sheet asa whole, i.e., on what aggregate assets
are opposed to what aggregate liabilities, and not on the relationship of a special part
of its debt to a special part of its assets. It is certainly nice to know that a bank held a
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100 % coverage in gold or silver,”” when it issued credit money, but that is no guar-
antee that it will always be able to honor the whole of its debt or even the whole of
its debt resulting from issuing credit money. A full reserves bank can also go bust
if it loses too much money elsewhere — without any customer asking for conver-
sion of his bank credit money into gold or silver. Conversely, a fractional or no re-
serves bank, whose customers have invested the loans received wisely and who can
meet their repayment obligations (and who itself runs its own operations carefully),
may prosper. Accordingly, if a state instructs banks to hold a certain fraction of their
credit money issued as reserves, this is primarily directed towards monetary politics. In
addition, at best, it may have an intermediate favorable, yet unreliable, effect on the
bank’s solvency.

For central banks or states It is much easier to save fractional reserves banks in
state fiat money regimes than in commodity money regimes. If depositors demand
conversion of their credit money into gold or silver in a commodity money regime,
then the uncommitted gold and silver even in the vaults of the central bank, may be
too scarce to satisfy all demands. In a state fiat money regime, this restriction no
longer exists. The central bank can never run short of state fiat money a base money.
It can either loan fiat money to the troubled bank as a “lender of last resort” in the
sense meant by Walter Bagehot or it can buy the bad assets from the troubled bank as
“dealer of last resort” in the sense meant by Perry Mehrling ™ and, thereby, can bail out
the troubled bank. Bailouts have become an issue of will only, rather than of limited
firepower.

The possible default of debtors must, of course, be distinguished from the other
issue of whether a certain type of money can default as such. We have already ob-
served that commodity money cannot possibly default (as it carries its downside

72 While the Amsterdam Wisselbank is said to initially have been a full reserves bank, the Stock-
holm’s Banco, which opened in 1657, is said to have been a fractional reserve bank from the
very beginning, see Ferguson (2008) page 50.

73 See Mehrling (2011) page 132 et seq. Mehrling describes how central banks, the Fed in par-
ticular, transformed from classic “lenders of last resort” in Bagehot’s sense to “dealers of last
resort” and how the institutions and practices (primary dealers, repo-market) adjusted in
this context. Instead of making loans to cover private banks’ losses or liquidity problems,
the central bank would simply buy the assets. Liquidity then becomes a question of “shifta-
bility” to the central bank (page 35), which has the tendency to eliminate the distinction
between liquidity and solvency as such (page 44). Mehrling comes close to stating that the
willingness and capability of private dealers to purchase assets may, at some stage, become
exhausted. “The point is that, in a really severe crisis market liquidity is no longer a matter
of the funding liquidity of private dealers, but rather of shiftability to the Fed. If an asset is
not shiftable to the Fed, it may not be shiftable at all..” (page 106). However, Mehrling does
go so far as to make the point that the willingness of private wealth owners to absorb both
private and sovereign debt could, as such, reach its limits and that then central banks ought
to become the main “holder of last resort”.
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protection piggyback), but that credit money, whether it holds reserves or not, can
default. Fiat money cannot default as such, given that from the very beginning it
does not claim to convey any claim against a debtor (who does not exist). It may,
however, lose its value if it is no longer accepted in the markets following inflation,
hyperinflation, demonetization, or currency reform. Matrix II of the Foreword (on
page 26) is now further evolved by showing these cases in Matrix III.

Figure 3: Matrix I11 - Reserves and money creation vs default concern

Commodity fiat money Credit money Credit money
money based on com- based on fiat
modity money money
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no protection
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Where the new money goes: Money creation and the geopolitical rivalry

of states

If people participate in a gold rush, alchemist experiments to produce gold, or
criminals engage in counterfeiting schemes, they are driven by the expectation that
the gold, silver, or counterfeit money that they may get out of this venture will be
theirs. The ultimate motive for money creation lies, thus, where “normal people on
the streets” will suspect it — money is created to spend it in favor of its recipients.
Private banks, too, use newly created credit money to enrich themselves via the
interest they earn on it or via other profits from investing it. And states, finally,
also go after the gain they realize through the spending it enables, be it in arma-
ment build-up, infra-structure development or financing social transfers. Money
creation is not like adding water to the oceans because of smelting ice at the North
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Pole or South Pole, but the new monetary wealth immediately accrues to some specific
owner. Still, macroeconomically, money creation is a means to extend processes of
economic systems building through time and beyond presently covered spaces — to
enable exchanges (additional elementary economic events) which would not have
taken place without it.

Most economists, it they think about money creation, do not sufficiently con-
sider the point of entry of the additional money; they rather only look at the overall
quantity of money raised. Often, they move from here to deduct a general rise of the
price level based on the quantity-theory-of- money. Insofar, they consider the inside
of the economic body as quasi “structure-less”, like a basin with water, in which only
the total swapping quantity matters, or, to give another example, they make no dif-
ference about whether blood is being injected into the belly or veins of a human be-
ing or if food is placed into a human being’s stomach or rectum.” However, money,
which, resulting in an increase of the money volume, is sitting idle in accounts of
a sterile wealth owner, does not do a thing. Only new money that buys additional
produce in the productive economy has a macroeconomically stimulating effect or,
if supplies cannot be increased, competes with for the same goods (which may lead
to inflation regarding these products and regarding the inputs going into them). The
rise’s size depends on the specific situation. Reserves of stored products or assets,
fast additional supplies for additional demand, reserves in production capacities, or
existing or upcoming rigidities influence the prices, as do the strategies of suppliers
and demanders, cartels, or by the state’s anti-cartel-policies.

The main historic use for state money creation was for the military and warfare.
This particular use subsumes states’ money creation to a law of escalation. Strategic
and military contests, e.g., those, which the planet has seen since 1500 AD, are con-
tests without an umpire, and, thus, without anybody having the power to limit the
efforts of the contestants, the money invested, the means applied, the places where
wars are fought, and their duration. Accordingly, if any side escalates, which it can
atits discretion, the other side is forced to follow suit or to be defeated. No strategic
situation is stable as long as another side can grab an advantage by escalation. Of-
tentimes, it may be enough to only show your readiness to escalate to avoid further
escalation, but already this will require significant build-up of armament; which will
already put great pressure on financing. Sometimes, of course, you have to show
your cards. Clausewitz’s thinking centers on how the law of escalation may drive war
to an “absolute war” while other moments have a moderating effect.”” War, though,
is the master of everything, and ultimately, its escalating logic feeds back on pre-
war military and politics. Thereby it also becomes to dominate economic state po-
lices, fiscal and monetary, including money creation. This, then, drives state lead-

74  See already von Mises (2013) page 139; von Mises (1949) page 447.
75  See von Clausewitz (1980) Chapter |.
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ers not only beyond international and military politics, which they might have pre-
ferred as otherwise conservative family fathers, businessmen, or bankers, but also
beyond economic policies, which they would normally have pursued as sound. In
other words, imperial competition and the search to dominate others rather than to
be dominated by them triggers a military logic of escalation, and as long as this logic
prevails, financially “stretching to the utmost” and “over-stretching” in indebtedness
and money creation becomes rational and responsible (one might think). In fact,
the decisive advantage may come from not only spending the financial resources
you have, but from spending resources you do not have, including by taking on debt
and by money creation’® The law of escalation, accordingly, renders necessary what
is normally irresponsible and unreasonable. It makes the unreasonable reasonable
and the reasonable unreasonable. In summary, we find that not only microeconomic
motives of private banks to the raise the volume of loans they can hand out or of
firms to use such loans, but probably mainly geostrategic and military motives of
states pushed money creation in the past and may continue to push it in the future,
far beyond what common wisdom would consider responsible.

Section 3. The economic system

With Max Weber, we do not consider goods procurement by violence to be part of the
economic system.”” Strictly speaking, thus, an expression like “violence economics”
or “robber economies” would be incorrect. If, in the environment of an economic

76  The law of escalation also operates by raising the readiness to take on sovereign debt. How-
ever, as long as debt remains redistributive (without money creation), its redistributive char-
acter (somebody must be willing to depart with the limited scarce money and it must be re-
paid), sets strict limits on the possibilities of escalation. These limits can be pushed, e.g., if
an externally strong state can debt-finance war efforts with existing wealth of foreign coun-
tries, but only the combination of debt and money creation can wholly unleash the law of
escalation. The distinction between redistributive debt (without money creation) and ex-
pansive debt (with money creation, e.g., fractional reserves credit money creation or fiat
money creation) will be further developed below on page 399 et seq. and page 407 et seq.

77  Max Weber writes: “Wirtschaftlich orientiert’ soll ein Handeln insoweit heifSen als in seinem
gemeinten Sinne nach an der Fiirsorge fiir einen Begehr nach Nutzleistungen orientiert ist.
Wirtschaftlich soll eine friedliche Ausiibung von Verfiigungsmach heiRen..” (Weber (1980)
page 31). “Wirtschaftlich orientiertes Handeln' (verwendet) die die aktuelle Gewaltsamkeit
als Mittel” (loc. cit. page 31). “Wirtschaftlich orientiert kann jede Art von Handeln, auch ge-
waltsames (z.B. kriegerisches) Handeln sein (Raubkriege, Handelskriege). Das Pragma der
Gewaltsamkeit ist (aber) dem Geist des Wirtschaftens — im tblichen Wortsinn — sehr stark
entgegengesetzt. Die unmittelbare aktuelle gewaltsame Fortnahme von Giitern und die un-
mittelbare aktuelle Erzwingung eines fremden Verhaltens durch Kampf soll also nicht Wirt-
schaften heifRen.” (loc. cit. page 32).
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system, goods are procured by violence, which happens regularly, then the acting
humans glide off into a praeter-economic method. That understood, we will remind
the reader that state violence in the form of abstract protection of the power of prop-
erty, is still a crucial pre-condition of an otherwise violence-free economy. The own-
ership of objects and the performance of contractual obligations being enforced by
the law, by state violence in the last instance, is the basis for the freedom of own-
ers in markets and for the use of economic owner power. A positive definition of the
economic system should use the criterion of exchange. We conceive of exchange in
this context as mainly earmarked upon the formal moment of a certain freedom of
choice and consent and, thus, in terms of the need to give away a remuneration in
order to obtain something.

Our perspective is close to the views held by systems theoretical sociology
of the economy, mainly as conceived by the German sociologist Niklas Luhmann
(1927-1998).7 After his death, Luhmann's views on the economic system were de-
veloped and enriched by Dirk Baecker. Systems theoretical sociology views society as
consisting only of communications: “Communications are the elementary events
and elementary operations of social systems”.” Communicative events occur in
time. Accordingly, as we already stated, the society (and the economy as a social
subsystem) should not be regarded so much as a spatial structure, but a “temporal-
ization of the notion of elements to elementary events”®* should take place. “Events
appear and disappear — if no new events are found, the autopoiesis of the system
comes to a stillstand, and with it the system. The border of the system is set by
nothing else but by the elementary events themselves...; to the extent they occur,

they distinguish the system from everything, which it is not.”®

78  Niklas Luhmann’s work, in its turn, was based on the sociology of Talcott Parsons, on second
order cybernetics (theory of observing systems, observers of observers), connected to e.g.,
Heinz von Foerster, the theory of recursive and autopoietic systems of Humberto Maturana, and
on Francisco Javier Varela Garcia and on George Spencer Brown’s theory and logic of distinction.
As mentioned in the Foreword, the author who studied with Prof. Luhmann in Bielefeld in
the early eighties, owes to him a recommendation for a grant to the New School for Social
Research to New York in 1984 to study legal anthropology with Stanley Diamond.

79  The quote is from Baecker (2008), page 41, translated by the author.

80 On the radical “temporalization of the notion of elements” in modern systems theory in
general, see Luhmann (1984) page 28, 387 et seq. On the economic system “as consisting
of temporalized elements, which cannot, as elements, have duration”, see Luhmann (1988)
page 20. Quotation from Baecker (2008) page 34, translated by the author.

81  Baecker (2008), page 34, translated by the author. Again, this may tell us that what
economists often see as problems within the economic system might better be conceived
as the economic system coming to a temporary halt. Unemployment of labor or capital may
be understood as the economic system not reaching out far enough — there are not enough
dancers at the dancefloor for the present dance...
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Society’s subsystems all consist of communications and develop and differenti-
ate from each other through the use of generalized symbolic media of communica-
tion. They each allow for a specific distinction that becomes the code through which
the subsystem operates. The economy uses money as its generalized symbolic media
of communication and the code of payment or no payment.®* “The social function
of the economy is the communication of scarcity”.® “Operation scarcity”® takes al-
ways place “if somebody, (1) visibly for others, catches hold of things, services or rela-
tions, (2) thereby increases the stock of these things, services or relations for himself
and diminishes it for others and (3) finds a form of consent for his behavior, which
modestly only observes...and does not try to prevent this catching hold through the
use of violence, moral prohibitions, requirements of the law, threatening with polit-
ical power, seduction, educational admonitions or scientific evidence”.®* “Operation
scarcity” finds social consent through a “scarcity communication”,® as a payment,
which is further specified by the money amount, and which one person pays in order
to “catch hold” of a scarce object.

It is also important that the economy is an autopoietic system. “An autopoietic
system is a system, which reproduces itself through reproduction of the elements,
of which it consists, through the elements, of which it consists”®’ Baecker adds: “The
system consists of the elements, which reproduce it. The elements are the system,
which reproduce it and through whose reproduction they reproduce themselves.”s®

The reader may have noted that this book uses “exchanges”, distinguishing a mo-
ment in the economy, while Luhmann/Baecker use payments. There are further differ-

82  The political system operates through the distinction between power and no power; the
legal system through the distinction between lawful and unlawful; the scientific system
through the distinction between true and untrue; interaction systems through the distinc-
tion between love and no love, etc.

83  Baecker (2006) page 12, translated by the author.

84  Asalmost everything is scarce, the notion “scarcity”, which is often used to define the econ-
omy, is near to tautological. Overproduced cars are scarce, water, heat, cold and fresh air may
be scarce and even God could be made scarce by selling indulgences. While the pointis right
in principle, it becomes misleading if overemphasized. The essence is: If one private indi-
vidual owns something, which at all matters as it is wanted by another private individual,
that object is scarce.

85  Baecker (2006) page 12, translated by the author. See also page 76 on Max Weber.

86  Baecker (2006) page 72, translated by the author.

87  Baecker (2008) page 33, translated by the author. The German original reads: “Ein autopoie-
tisches System ist ein System, das sich mittels der Reproduktion der Elemente, aus denen es
besteht, durch die Elemente, aus denen es besteht, reproduziert.” See Luhmann (1988) page
17, 43 et seq., 52.

88  Baecker (2008) page 34, translated by the author. The German original reads: “Das System
besteht aus den Elementen, die es reproduzieren. Die Elemente sind das System, das sie re-
produzieren, und durch dessen Reproduktion sie sich selbst reproduzieren.”



Chapter II. Value, money and the economic system

ences, but these differences have no relevant consequences for the macroeconomics
dealt with in this book and may remain unresolved. It suffices to know that violent
wealth procurement, examined previously, is certainly not part of the economic sys-
tem and that the economic system consists of elementary economic events in time,
which at least include exchanges.
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Chapter lll. Wealth procurement by exchange

In this chapter, we will turn our attention to how wealth procurement operates if
profits are made by exchange, i.e., within the economic system. This type is not ut-
terly violence free, but the role of violence in the economy is reduced, as we saw, to
enforcing contracts, which persons have freely concluded (pacta sunt servanda).

Section 1. Consumptive and investive spending: C-M-C’' and M-C-M’
Two types of circuits

“Out-legs” and “in-legs” of circuits

As we saw, systems theoretical sociology, when applied to economics, developed
the concept of elementary economic events in time. The most important elemen-
tary economic events in time are exchanges (do-ut-des, quid-pro-quo). In money
economies, they organize themselves in sequences of two exchanges, which only to-
gether, and only after completion of the second exchange, bring about the intended
meaningful result, i.e., closure of a circuit. Exchanges thus integrate systemic
wholes of two steps, drives or circuits, with an “out-leg” or an “in-leg” or a “first leg”
and a “second leg”.

Two types of circuits: C-M-C" and M-C-M-circuits

The existence of the two-leg-circuits and the resulting the two phase-rhythm was
known about since long ago, as we already said: M—C—M’ was present as the implicit
algorithm on which merchants acted for millennia and as an outspoken and explicit
regret of mythical and religious men, reformers, philosophers,' artists, social critics,

1 See Aristotle, Politics, | IX. In essence, he puts forward the distinction between C-M—-C‘ and
M—-C-M" as follows: “One kind of acquisition ... is a part of the household art... that art must
procure to be forthcoming a supply of those goods..., which are necessary for life and useful
for the community of city or household. ... the amount of such property sufficient in itself
for a good life is not unlimited... But there is another kind of acquisition that is specially
called wealth-getting, and ... and to this kind ... there is thought to be no limit to riches and
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and statesmen who lamented that production was being “abused” for profit-mak-
ing. Finally, it also already existed in economists’ analytical observations on the pre-
condition of capitalist production and circuit closure prior to Marx’s time.> How-

property. [1257a] [1] ... One of them is natural, the other is not natural ... with every article of
property there is a double way of using it; both uses are related to the article itself, but not
related to it in the same manner—one is peculiar to the thing and the other is not peculiar
to it. Take for example a shoe—there is its wear as a shoe and there is its use as an article
of exchange ... And the same also holds good about the other articles of property; for all
of them have an art of exchange related to them, which began in the first instance from
the natural order of things, because men had more than enough of some things and less
than enough of others. This consideration also shows that the art of trade is not by nature
a part of the art of wealth-getting; for the practice of barter was necessary only so far as to
satisfy men’'s own needs. ... Exchange on these lines therefore is not contrary to nature, nor
is it any branch of the art of wealth-getting, for it existed for the replenishment of natu-
ral self-sufficiency; yet out of it the art of business in due course arose... So, when currency
had been now invented as an outcome of the necessary interchange of goods, there came
into existence the other form of wealth-getting, trade. ... natural wealth-getting belongs to
household management, whereas the other kind belongs to trade, producing goods not in
every way but only by the method of exchanging goods. It is this art of wealth-getting that is
thought to be concerned with money, for money is the first principle and limit of commerce.
And these riches, that are derived from this art of wealth-getting, are truly unlimited; ... so
also this wealth-getting has no limit in respect of its end, and its end is riches and the ac-
quisition of goods in the commercial sense. But the household branch of wealth-getting has
a limit.... Hence from this point of view it appears necessary that there should be a limit to
all riches, yet in actual fact we observe that the opposite takes place; for all men engaged
in wealth-getting try to increase their money to an unlimited amount.” (English translation
http://www.perseus.tufts.edu). In fact, history is rich with almost identical insights of other
most famous thinkers, which will occasionally surface in this book. Disdain for primacy of
money accumulation is also expressed in the statement of Nietzsche quoted in the opening
pages of this book. See generally on the issue: Polanyi (1944) page 56.

2 “..Revendre avec profit est produire” (Quesnay, Sur les travaux des artisans. Second dialogue,
page 373). Quesnay spoke of produce needing a “valeur vénale”, a “sales value” in excess of the
production costs. “Itis... not ... the productions of the territory of a kingdom, which form the
revenues of the nation; itis .. necessary that these productions have a sales value, which ex-
ceeds the prices of the costs of the exploitation of the cultivation” (Quesnay, page 158). Smith
is also explicit about the expectation of profit being the sole motive for investment and pro-
duction in capitalism. “The consideration of his own private profit is the sole motive which
determines the owner of any capital to employ it either in agriculture, in manufactures, orin
some particular branch of the wholesale or retail trade.” (Wealth of Nations, Book Il, Chapter
111, page 335.). Malthus held the same view: “No fresh hands can be employed in any sort of
industry merely in consequence of the demand for its produce occasioned by the persons
employed. No farmer will take the trouble of superintending the labour of ten additional
men merely because his whole produce will then sell in the market at an advanced price
just equal to what he had paid his additional labourers.” (Malthus (1820) chapter 7 section
2, page 348.). Malthus also wrote: “But where wealth and value are perhaps the most nearly
connected, is in the necessity of the latter to the production of the former. ... no consider-
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ever, Marx made, at least at first, more out of it (just as Heidegger made more out of
“Sorge”) and elevated it to a central piece of economic thinking. He could not have
emphasized its importance more than by calling it “the general formula of capital” and
he came up with a specific notation, which we have already used and which is used
throughout this book. While

Commodity — money — (other) commodity (or C-M-C’)
represents an “out-leg” into money and an “in-leg” into a good,
money — commodity — (more) money (or M-C-M)?

which is the more famous one, represents an investment or profit driven circuit. Its
emergence marks the birth of profit economies and capitalism. Profit economies or
capitalism means: M—C-M’-players working their way, in M—C—M’-drives, through
a complementary environment of C-M-C’-players. Profit economies and capital-
ism are, insofar, guest systems in the economic system at large, which is the host-
system.

In other words, circuits with “in-legs” and “out-legs” split up into two types of
combinations of elementary economic events: C~-M—C’ and M—C-M -circuits. * The
motive behind a C-M-C’-circuit is the consumption of C’, of a needed or desired good;
the motive for initiating such circuits arises from nature, society, politics or culture
etc. Whether the completion of such a circuit achieves the intended purpose, is nor-
mally rather reliably foreseeable; if I can exchange my honey against money, I can
buy chicken for my Sunday dish. Or: If I am employed in a factory, I can buy my
Sunday dish with my salary. The motive behind an M—C—-M’-circuit is investment or
profit. Whether profit can be achieved is more conditional. The motive depends on
the investor’s expectation of a future spending M’ by somebody else. This M’, which
I need to close my circuit, will either arise from other players’ C~-M-C’-circuits — it
will then be their consumptive M—C’-leg — or from other players’ M—C—-M'-circuits

able quantity of wealth can be obtained ... unless the value which an individual or the society
places on the object, when obtained, fully compensates the sacrifice which has been made
to obtain it, such wealth will not be produced in future.” (Malthus (1836) volume Il, page 263
and editorial comments page 447.) Minsky rephrased the same idea 144 years later as fol-
lows “For a capitalist system to function well, prices must carry profits”. Minsky (1986) page 158,
emphasis in the original. Therefore: “A capitalist economy only works well as an investing
economy, for investment creates profits.” (Minsky (1966) page 104).

3 Marx, Capital, volume | chapter 4.

4 The legs C-M and M—C’ (in M—C—M") or M—C and C-M’ (in M—C—-M’), which are each elemen-
tary economic events, exist, as we shall see, in both the wealth economy and in the produc-
tive economy.
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— it will then be their investive M-C-leg. Whether the completion of such a circuit
achieves the intended purpose, is normally less reliably foreseeable. I depends not
on my prospective counter-parties having a want for money, which they always have,
but on their having sufficiently budgeted money for what I offer.

Marx' “under-use” of the distinction between C-M-C’ and M-C-M-circuits
Unfortunately, as Marx’s ambition was not mainly to analyze an economy based on
profit-making, but to debunk exploitation as the essence of profit-making, he used
M-C-M only as his theoretical “door-opener”. Even if he touched upon M—-C-M in
his reflection on the “realization of profit”,” he did not attempt to evolve it into a
proper theory of macroeconomic circuit closure. Insofar, he did not exhaust its po-
tential but moved “forward” to the fallacious attempt to “improve” upon Ricardo’s
theory of labor value in Marx’s theory of exploitation. Labor power, according to
Marx, could exchange its value (which was its objective labor value), but it could nev-
ertheless be exploited (in a novel and specifically Marxian sense): The labor-power
purchased by the capitalist would generate more labor value than it was worth it-
self in the form of the output-commodities, which would belong to the capitalist.
Marx’s theory of labor value and exploitation, thus, aimed to explain why and how
the gain of value between M’ and M (M*-M) was possible. And it was most important
for him that this — the origination of surplus value — occurred already in production
and through labor. This labor-value and exploitation-theory, even if Marx and most
of his followers considered it to be his greatest achievement and a holy cow of Marx-
ism, was a trap, however. It followed Newtonian and Hegelian preferences and was,
ultimately, not only false but also reifying. It was, however, very successful as an ide-
ological and a propaganda tool for communist and socialist parties — even Christian
philanthropists loved it. Therefore, probably, it was upheld in left wing circuits and
parties ever since. This book, though, believes that M—C-M’, possesses enormous
analytical power, but on condition that it is examined without Marx’s theory of labor
value and exploitation.

C-M-C

As we have observed, the economy emerged as a separate social sub-system along-
side the emergence of proto-states or states during roughly the Neolithic or late Ne-
olithic eras. This new system inserted itself between nature and men’s biological and

5 By “realization of profit” Marx meant the formal transformation of the profit C-C already
“sticking” in the produce C into M, hence into money form (in M—C..C—M’). The term “re-
alization” implies that the profit is already there before the commodity has been sold. At
his most “deep-structural” level, Marx, accordingly, at first ignores the problem of finding a
buyer for the output.
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social reproduction.® Its modus operandi and main means of propagation was ex-
change; money followed almost instantly thereafter. Exchange and money were in-
fectious, given that they were advantageous for everybody — but only after overcom-
ing the resistance of traditional life-styles of course.

Exchange and money opened access to goods and services — grains, animals, or
labor, and positional goods —, which humans could not have obtained previously,
and the interest to possess these more and better values-in-use made almost ev-
erybody into a partisan of the innovations. Money eased transactions greatly. Marx
looked at this economy, at first, from the view of consumer-interest, which led to
C-C’ or C-M-C".” People start with one commodity, which is their property. That
may be their naked capacity to work, their labor power, or if they also own means
of production, e.g., land, something they produced with them, e.g., grains, honey,
or wine. They can exchange it against a second commodity, which they need or de-
sire (barter) or they can start with the same commodity again, exchange it against
money as a first, intermediate step, and then exchange it, in the second, ultimate
step, with the needed or desired commodity. This motion consists of two exchanges
and involves three states: an initial state, a transitory interim state, and a final state, which
closes the circuit; it is both consumption-driven and value-in-use-driven.

If the majority of the population still owned land and were “self-employed” small
producers, the classical example for such exchanges were Neolithic societies’ peas-
ants bartering or selling parts of their harvest to obtain clothing, tools, or services at
nearby town markets. Later, the classical example became simpler; workers would
trade their labor against goods or sold it for money to obtain a means of subsis-
tence. The old social imperative had been: “Procure from nature what you need to
survive” (or rob it or subjugate people to make it for you), the new social impera-
tive became: “Get yourself something that you can exchange against what you need
to survive”. For landless people, this soon became identical with: “Find a buyer for
your labor”. More generally speaking, the imperative was: “Get yourself value-in-ex-
change!”. Thus, many anonymous Alter — with their often-unknown interests, opin-
ions, tastes, acts of valuation, and with what they were willing and able to produce
— became crucial for Ego’s survival. If you could procure what Alter needed, and if
Alter could procure what you needed, then you would survive; if you could procure a
lot thereof, and Alter could procure a lot thereof, then you would have a prodigious

6 Once again, we use the notion “economy” not to mean the physical provision or procurement
of the means of subsistence or conveniences of life, which must take place as soon as humans
exist, but only for a special way to organize this, though a system of exchange and payments,
and not by collective gathering, hunting, farming, pasturing, handywork-production, and
also not by robbing or violent wealth procurement.

7 Marx, Capital, volume I, chapter 4.
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live and you might even get rich in the process. If you could not, or if Alter could not
(and you could not regress to autarch production), then you would fall into ruin.

A general mutual cross-wise economic interdependency emerged already at the
level of C-M-C’ and prior to M—C—M'. An Ego depends on an Alter and an Alter
depends upon an Ego. Ego cannot not obtain from Alter that which Alter does not
produce, and Alter cannot obtain from Ego that which Ego does not produce. More-
over, this interdependency does not only operate if Ego and Alter meet on markets,
- sitting, e.g., behind a mountain of grains or the cackle of a few dozen of chickens
—, but already Ego’s and Alter’s decisions to produce what they produce and their
means to produce are affected by interdependency. Ego’'s expectation to be able to
trade its grains against chickens (with or without money-intermediation) may in-
duce it to produce more grains in order to satisfy the growing chicken-hunger of
its family, etc. In fact, it may also enable it to produce more grains — the family is
better nourished thanks to the chicken-component on the menu. We already have
here, in nuce and un-developed, what will lead Malthus to speak of a macroeconomic
“union between production and distribution”, what Quesnay will try to evolve into a
tableau économique, what Ricardo will fallaciously conceive of as Ricardo’s Law of Say,
and what Marx’s will try to analyze in his reproduction schemes. The issue becomes
bigger and takes on a different shape as soon as M—C-M arrives on the scene.

M-C-M' (M-C...C"-M')

M-C-M’ (M-C...C’-M’) in general

C-M-C’ has a built-in evolutionary option. This option is soon discovered and is
brought to operation by the brightest, fittest, and most endeavouring, whom we
sometimes call “merchant heroes”. The advantages conveyed by this option are an
even stronger pro-money-economy-stimulus than the value-in-use related stimuli,
which we already saw at work in C-M-C’. Exchanges and money are good for every-
body, but they are particularly good for those who want to become wealthy as M—-C-M’-players;
money plus M—C—M is the turbo-mechanism to become rich. The condition of the
possibility to play C-M-C’ or M—C—-Mis, as we have already seen, private property.
Both classes of players must be free to decide what to do with the commodities or
money that they own.® This also applies to labor power.’

8 Heinsohn/Steiger (2009) page 462 et seq. also place great emphasis on property and the legal
power of owners.

9 Noteworthily, while labor power must be owned by somebody, the owner does not have to
be the person who is its natural bearer. If private ownership of humans exists, the owner
is different from the natural bearer of the labor power. M—C—-M’ also works if laborers are
purchased like seed or cattle.
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To realize the M—C-M’-option, one has to only approach C—-M-C* with a differ-
ent punctuation and look at M not as an intermediary transitory stage in the middle
of a drive, but as its starting point. One also has to extend the drive by adding a
new final stage, which is not the satisfaction of consumption needs or desires, but
the collection a money amount M, which is higher than the initial M-pay-out. The
motive for the player to move through these mutations, too; it is no longer value-
in-use-driven but value-in-exchange-driven. Exchange is an open, generous, and
neutral form that allows counterparties’ full discretion concerning their motives
and integrates profit and consumption interests harmoniously in one transaction.
Moves of innocent and naive value-in-use-driven C-M-C’-players who are pur-
suing their consumption motives — they may be hungry, in need of clothing or
shelter, or just seeking pleasures or positional goods — are welcome to cohabit with
complementary, albeit fundamentally different moves, value-in-exchange-driven
moves made by M—C—M-players.”® Within an individual transaction C-M-C* is
also like a symbiotic host to M—C—M’. What is the first consumption-driven leg in a
consumptive C-M-C’-circuit for one party (peasants sell grains to a town merchant
with to purpose to later buy medical services) may be the first profit-driven leg of
a firm’'s M-C—M‘-circuit (town merchant buys grains to resell them). The merchant
is obviously not interested in the grains as values-in-use for his family, but he will
resell them, possibly after they have been carried to high-value-regions (in space),
say Athens, Rome, or Luoyang, or stored (in time) until the next famine. The econ-
omy consists of a great number of such exchanges of goods against money and of
money against goods and whether they are the C-M-leg or M—C’-leg of C-M-C’ or
the M-C-leg or C-M'-leg of M—C—-M’ is often undistinguishable when viewed from
the outside. M—C-M’-players only enter the circuits at a different point and with a
different motive.

The motive behind why M-C-M-players would make the effort to exchange
money into money through, the intervention of a commodity, is quite obviously,
not a qualitative difference between their starting and end-position; rather it is
merely quantitative. The input-money must become more output money — what
Marx notated as M’, with M’-M, AM, s or p representing the profit. This new motive
revolutionizes the prior society and the prior world; it may well have been the most
revolutionary “thing” in human history. In particular, it frees motives for production
from motives for consumption as money frees the accumulation of wealth from

10  M-C-M'-players are a self-discovered, self-made, and self-selected group of players who of-
fer counterparty services to C—-M—C-players in a “sandwich™-like manner. “You need to sell
your labor or your produce? | am here to help!” ..” Now you want to spend your salary or
other income? | am here again..— | am your complementary market-maker, whether you are
seller or buyer in your C-M—C-drive”.
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the need to store and maintain values-in-use. As the importance of both M-C-M’-
players and their relative wealth grows, M—C—M rises to the generally accepted and
assumed motive of human behavior, even if the vast majority of the people remain
outside of the game (much like how many back-yard football-players never reach
the big leagues). One might question why wealth owners should, notwithstanding
their already captured immense wealth, still pursue wealth accumulation. One
motive may come from hitherto-non-wealth-owners, who aspire to rise into the
wealth owners’ ranks by increasing existing wealth owners’ wealth. Levitt/Dubner
have observed that it is the foot soldiers amongst drug dealers, who often still live
with their moms, that start gang wars; while their bosses prefer peace, it is their
only chance to advance in their career.” Similarly, continued aggressive wealth ac-
cumulation by the already wealthy which may not be a result of their endless greed,
but from the greed of their foot soldiers, e.g., former Harvard, Stanford, Oxford,
and Cambridge graduates who try to battle their way up to wealth too. Further
increasing one’s existing wealth, is, of course, also a matter of preventive defense,
of consistency, and beauty. Even wealth owners who commit significant parts of
their wealth to philanthropy continue to have other parts managed profitably.

If M'>M, the resulting M’-M or AM is the profit (we assume that M includes such
other costs as storage, transportation, fees, taxes already, and hence is a sum of pay-
outs). It does not matter whether the merchant resells at the spot or shifts the goods
in space or in time or processes them before resale. Such physical alteration before
resale can, however, be expressed by evolving the notation to M—C..C'-M"** with
C..C’ depicting the physical processing with value-in-use and value-in-exchange-
effects.” It is not necessary for the second exchange to already reach the end-con-
sumer; another capitalist as purchaser is good enough to allow for the first capital-
ists to realize his profit, even if he is, by the same token, starting a drive for profit.
We could write M—C—-M'-C’-M”—C”-M"”- .. to notate a chain of several consecutive
circuits (if the full profits are re-invested), given that the process can be reiterated
if M’ is reinvested by the same capitalist. To my knowledge, Marx never used this
notation and we do not need it either.

M-C-M’ (M-C...C'-M’), ¢, v and s, profit and loss, cashflow, and present values
M-C-M’ expresses how M—C—M’-players intuitively think and act. Marx, though,
kept his “general” “formula of capital” only transitorily in the center of his argument

1 Levitt/Dubner (2005) page 97, 83.

12 Marx, Capital, volume I, chapter 1.

13 The processing firm is then promoted from “merchant capital” to “industrial capital” or “pro-
ductive capital” (Marx, Das Kapital, vol. [l, MEW 24, page 56. As already stated, it is important
for Marx that the profitis already there in C and has only to be “realized” later. Surplus value
s, as attached by workers in production, already “sticks” in C' before the C—=M*-"realization”.
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and moved quickly from “simple commodity production” and “merchant capital” to
“industrial capital”, where he could best set out his theory of surplus value and ex-
ploitation, which, after all, he saw this as the jewel in the crown of his analysis of
capitalism. To get there, he splits up capitalists’ outlays M into two parts, represent-
ing the used-up equipment and inventories, which he jointly calls constant capital,
abbreviated ¢, and the wages or salaries for labor, which he calls variable capital, ab-
breviated v. In order for M’ to be larger than M, M’ must contain not only recoveries
of c+vbut an additional amount on top. Marx calls this amount surplus value, abbre-
viated to s. Hence, while M =c+v, M’'=c+v+s. Accordingly M’-M =s. sis also called
surplus value by Marx, and, it is the same as profit, including in Marx.

Marx did not connect his terminology to accounting terms such as sales, rev-
enues, profit, cash flow, etc. It is, however, clear that his constant capital ¢ encom-
passes both costs for equipment and inventories and that ¢ is fully recovered as part
of M. Accordingly, the costs for depreciation are included in ¢ and Marx’s profit M’-
M or s must already be after deduction of depreciation, i.e., “pure” profit or profit in the
meaning of a profit and loss-calculation. It is also clear that M’ represents the sales
prices or sales proceeds, sales, revenues or turnover in the sense of accounting. Ac-
cordingly, he either assumes (contra-factually) that the costs of depreciation have
fully become cash-pay-outs as part of ¢ when M’ is collected or his M—C-M’ oper-
ates at the level of profit and loss-analysis. Alternatively, we might say that Marx as-
sumes circuits, whose “beats” are such that they condense all financial effects in the
two transaction legs M—C and C-M’ - and the difference between cash flow-analysis
and accounting-analysis becomes meaningless.

This allows us to view M—C-M’ like a retrospective profit and loss calculation
or a prospective business plan. M is then conceived of as the present value of a series
of discrete and sequential outlays (beyond the purchase of a single commodity) that do
not have to be exclusively purchase prices, technically (but may also be salaries, in-
terest, rent, maintenance, repair, substitution, and even administrative fees, taxes
etc.) for many individual goods and services, which arrive at different times (includ-
ing e.g., energy and transport services)* and M’ is the present value of a series of dis-
crete and sequential consequential inflows of revenues. This brings M—C-M in full accord
with modern business planning, today’s value calculation, and corporate finance.
The M—C-M’-analysis converging with business planning, business valuation, and
corporate finance, speaks for both of them.

The origins of profits in M-C-M’

We have already claimed that, contra Marx, profit does not come from labor value.
Profit, instead, comes from the seller appropriating that part of the value-in-exchange
that the buyer attributes, in his subject-related way, to the good or service sold beyond

14 See Marx, Das Kapital, vol. Il., MEW 24, page 346.
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the seller’s costs in the generalized form of money. This is even so if the buyer’s attribu-
tion of value-in-use and value-in-exchange is rather bizarre or eccentric. Keeping in
mind thatall value is attributed by a subject in a way specific to that subject, one may
say that the buyer “objectively” pays for what he “subjectively” attributes or that the seller
gets the buyer to “objectively” pay for what he “subjectively” attributes. This is the
clue to profit economies’ economics. Profit, then, is possible, first, because a buyer-
subject, attributes buyer’s value-in-exchange to the commodity in his subject-re-
lated way, which is higher than the seller’s costs (not the seller’s value!); second, this
is because the buyer politely, and in an understanding way, expresses his valuation
in the inter-subjectively valid and generalized form of money. It must also be pre-
supposed, third, that the buyer has the money and is willing to sacrifice it for the
purchased good.

This opens a corridor where seller and buyer may agree on a deal. A price will
be acceptable to the seller, if it is reasonably higher than his costs and allows for a
proper profit, and to the buyer if the price is reasonably lower than his subjectively
attributed value-in-exchange. No exploitation is involved. If the sold commodity is
a consumption good, then the buyer feels happy to consume what he gets (which
can only be expressed on an ordinal scale), if the commodity sold is an investment
good, awealth asset, equipment, or inventories, then, both, buyer and seller expect a
quantitative increase of wealth. This can even be expressed in cardinal numbers: For
instance, if inventories, equipment, a building, or a business are worth $100m in the
hands of a low concept and low synergies seller, but are worth $200m in the hands
of a high concept and high synergies buyer, and the sale is made at $150m, then the
deal enriches both parties by $50m. The buyer’s higher concept and higher synergies
allow the seller to appropriate some of the value-in-exchange that the object has for
the buyer.

The result for the seller is, thus, the same in all C-M’ or C'-M’-legs, whether with
private consumers or firms as buyers. The value-in-use sold, and with it the value-
in-exchange sold, are gone, but the seller receives the amount M as a claim or imme-
diately in cash. With it comes a profit M’-M, i.e., an increase of the seller’s wealth.
If a private consumer, a consumer, who does not invest the good, is the buyer - a
worker buys a meal — he is interested in utility, and if he consumes the good, then
both its utility and value-in-use are destroyed - and with it its value-in-exchange.
By far the greatest number of purchased objects or services are the means of subsis-
tence, e.g., whoever buys food, shelter, clothing, drugs, positional goods, sex, or a
health service may (and likely will) be better nourished, protected from the weather,
clothed, stoned, or drunk, might enjoy the positional goods, may be satisfied, and
even be healthier. However, the value given away to the seller is gone for good...”.

15 Of course, by being fed, sheltered, clothed, healthier, satisfied, etc. the worker-consumer
will re-strengthen his capacity to work and to offer his work in his further C-M-exchanges.
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This is different if the buyer is not a private consumer (not a worker or a consuming
wealth owner), but a productive or sterile wealth owner who uses the object as C in
an intended new M-C-M’-drive. In this case, the buyer’s initial money-loss is not
final. The buying wealth owner will, rather, if everything goes as planned, recuper-
ate what it paid out as M and will pocket M’-M, a profit on top, and their wealth will
increase thereby. One side consumes or invests; the other side gets richer.

It is noteworthy that C-M-C’ and M-C-M'-transactions are insensitive to the
past and future of the money and commodities. Firms sell as easily to buyers who
earned their income honestly through work and exchanges as they sell to buyers who
robbed the money or received transfer payments. Even freshly created money will be
willingly accepted and digested. Similarly, goods and services sell indiscriminately
well whether they were bought, robbed or expropriated by the state or criminals.
Goods procured by violence in a praeter-economic way are not rejected if they are in-
troduced in the economic system. Getting to a M’-M difference neither requires the
goods to be procured within the economic system through free and “unimpaired”,
fair exchanges, on the left supply side, nor that the money paid on the right sales
side arises from proper market-compliant trades.

A metaphor for M-C-M’

It is interesting to try to look out a metaphor for M—C—-M’. The economic system is
not comparable to the blood system of mammals, given that blood is pumped into
the body and it is not sucked in by the body. The metaphor of a jet engine (sucking
in air on one side and blowing it out on the other side) or of a gun (arming on one
side and firing at the other) do not fit either. They move pressurized air out of the jet
engine or the bullet out of the gun following a push by the engine or the gun, while
the customers must actively pull or suck in an M—C—M’-circuit. Marketing, adverti-
sing, and selling can lure the customer to do so, but ultimately everything depends
on him attributing value, having the money required, and being willing to take the
pain to sacrifice it. If customers do not actively pull, suck in, or absorb commodities
by actively sacrificing money, then the circuit cannot be completed.

M-C-M, thus, is like a two-chamber-system, where both movements, the initial
M-C-investment and the final C—M’-collection, come from the sucking-activity of
those on the right edge of the chamber. Firms sitting on right edge of the left cham-
ber bring about the M—C-transmutation by sucking in commodities, including la-
bor, and by paying M-outlays to them, and customers sitting on the right edge of
the right chamber bring about the C-M'-transformation by also actively sucking the
commodities produced (by paying M’-validations to them). M-C-M’ is about double-
sucking and the unfortunate units on the left can only try to lure the others to suck.
This means that sucking must always be paid for by money payment-sacrifices.
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Figure 4: M-C-chamber and C-M’-chamber

M-C-chamber C-M’-chamber

>>>>>flow of supplies >>>>> >>>>>>flow of produced goods >>>>>

firms absorb goods and services from suppli- firms and final consumers absorb goods and
ers by their money sacrifices M services from firms by their money sacrifices
(named from perspective of firms in the M’ (named from perspective of firms in the
center) center)

<<<<< flow of money sacrifices <<<<< <<<<< flow of money sacrifices <<<<<

It is noteworthy that the two forces that suck, pull, or absorb, are normally not
causally related. The proceeds for the firms from the sucking of the customers are
normally not yet available when the firms must do their sucking and payments to
their suppliers for equipment and inventories and workers for labor. The relation-
ship is only final. Firms must make their sucking before they could suck from their
customers and they must pre-finance their sucking. At that point they mostly have
no guarantee that their hopeful customers will also suck in their to-be-made prod-
ucts.

Causation vs teleology; the objectivation of subject-related and subjective
value attributions
It is astonishing to watch the 1987 video by Fischli and Weiss “Der Lauf der Dinge”
or “The way things go”. To give a rough idea, it is like an almost 30 minutes observa-
tion of a chain reaction through a very long line of falling domino pieces that knock
each other down. However, it is much more complex, and no single domino piece
is involved. Rather tires, trash bags, ropes, pieces of wood, ladders, soap, candles,
shoes, fuses, water, foam, gasoline, chemicals, and pyrotechnics are used to show
an uninterrupted play of cause and effect. It begins with a trash bag hanging on a
rope that untwists. The rope becomes longer, the bag reaches a truck tire and gives a
turning impulse to it. The tire rolls down a small slope, hits something else and sets
it into motion... Almost a half an hour later, and still following the initial impulse,
some moving object knocks a bottle over, the water pours out of it and fills a con-
tainer hanging on a balance beam; when the other side of the balance beam moves
upwards it brings a burning candle close enough to ignite a fuse that leads to a small
explosion, which again pushes a small carriage forward, etc. While the movie is full
of creativity and surprising ideas, in the end they are all correlated in a simple order
of physical or chemical causes and effects following one another in time.

“The way things go”, hence, does not include conscience, observation, mutual ob-
servation, intentionality (teleology, purposeful behavior) or strategic behavior any-
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where as a means of transmission of the impulse, not even in the sense that a water
bottle would try to get out of the way of a truck tire rolling towards it (as a dog might).

Unlike Fischli/Weiss’ installation, the economic system only partly operates via
causes and effects. Catching a fish, yes, is a condition of the possibility to later sell
it in the market and a factory owner paying a week’s pay to a worker is a condition
of the possibility for the worker to go to an alehouse and spend their salary; hence,
the catching of the fish and the payment may be called “causes” of the later sale or
purchase, which can then be called “effects”. However, the economy largely operates
via expectations of what others will do in the future and reactions to these expectations by the
observers, i.e., via purposeful behavior, by motives, or teleologically. Ultimately, as
systems theoretical economic sociology teaches, the economic system is created by
expectations of future payments or non-payments, which lead (backwards) to ear-
lier payments or non-payments.’ Purposes, goals, needs, desires, and factual ex-
pectations, by dominating the realm of the future, feed back into the present and
shape it, thereby, also changing the expectations of the future and even the future
itself, following the next round of feedback. Expectations of the future make the present
and the future. Expectations as to the future’s sucking-in of goods particularly affect
the present sucking-in, which will in turn affect the expectation of future sucking-
in and of future sucks-in. The main causation in the economy are not physical forces
from the past, but present mental images of the future influencing the future. The
expectation of the future wags the present.

The time-structure is: An expectation for the future, t2, is created in t1. An
appropriate payment/non-payment-behavior is implemented and, in t3, its appro-
priateness is either verified or a new expectation is created for the future. There is,
thus, also a sequenced overlap of flows of actual payments, which provide money
resources for further payments, and of expectation-building and resulting deci-
sions of how to use or not to use the money resources now available. The mutual
anticipation of everybody’s future behavior will — in both “chambers” - address
two issues: Will Alter have money and will it spend it on me? Both moments are
unreliable. Subjective value attribution is always subject-related on the one side
(as concepts and synergies are different depending on the subject, see page 42 et
seq.) and, by the same token, subjective (in the sense of open to bias and error, see
footnote 9 on page 42). However, as they are anticipated and even implemented and
materialized by selling or buying, they get “objectivized” for the parties involved and
their observers through the generally accepted medium of exchange, money. Thus,
the economy’s extremely shaky subjectivity also endlessly creates hard objectivity.
Reflexive mutual observations, including in the 2nd and 3rd degrees, may bring
about a, temporarily, rather solid bottom. George Soros speaks of two functions,
a cognitive and a participating or manipulative of human thinking: “When both

16 See Luhmann (1988) page 53; Baecker (1988) page 105 ff.
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functions operate at the same time, they can interfere with each other. How? By
depriving each function of the independent variable that would be needed to de-
termine the value of the dependent variable: when the independent variable of one
function is the dependent variable of the other, neither has a genuinely independent
variable”” There, is, thus “slippage” and “uncertainty”."®

Things can become even crazier. One can either maintain that the reflexive
witchcraft, which superimposes itself over what would determine values and prices
without it, remains false, a deception, illusionary, ideological, etc. and ascribe
truth only to the covered-up underlying reality; in this case, one ought to admit
that one can get rich by making “false” investments and “poor” by making correct
investments. Alternatively, one can acknowledge that where reflexivity applies,
it may cancel out the possibility to conventionally distinguish between truth and
falsehood. “Knowledge”, Soros says in the latter sense, comes from a traditional
correspondence idea of truth and true statements. “A statement is true if it corre-
sponds to facts.” However, reflexivity tricks us concerning the correspondence idea
of truth. “The facts no longer serve as an independent criterion, by which the truth
of a statement can be judged because the correspondence may have been brought
about by the statement changing facts.” Reflexive witchcraft in the form of positive

» o«

self-reinforcing feedback loops may operate as “fertile fallacies”, “interpretations
of reality that are distorted, but produce results that reinforce the distortion.”*
Reflection of reflection bends the space in which we can decide on truth. Should
we draw a parallel to relativity theory? Or to the even more frantic behavior of parts
in quantum theory? Godel, Escher, and Bach, of course, are certainly also not far

away.”

A Balance sheet view of M-C-M’

Although the M-C-M’-notation (or the C-M-C’-notation) require and presuppose
transactions and exchanges and presuppose further exchanges and flows to take
place, they do not depict transactions, exchanges, actions, or flows themselves.
Rather, they fixate intermediate moments of tranquility between transactions. Like balance
sheets, they look at what the same person or player owns at certain moments, here
at three different sequential moments in time, and show changes in the form of their
property and, possibly, its value at these junctures. The transmutations lie between
these moments.

17 Soros (2010) page 12.

18  Soros (2010) page 13.

19 Soros (2010) page 13. Soros gives the example that the statement “it is raining” is not reflex-
ive, but the statement “this is a revolutionary situation” is reflexive.

20  Soros (2010) page 16, 29. See also Soros (1995) page 65 et seq.

21 See Hofstadter (1985).
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In the case of C-M-C, this occurs from the perspective of a person in want of
a special value-in-use for consumption: C-M-C’ spells out “now I have the wrong
commodity for consumption, now I have money, for god’s sake, finally I now also
have the right commodity for consumption!” In the case of M—-C-M’, the perspective
is from a person for whom the exchange of money into a commodity is a means to
make more money; it spells out “now I have money, now I have commodities, now I
have more money”. We have, thus, two legs or steps (each with a flow of goods and an
inverse flow of money*?) and three moments of relative tranquility, in each C-M-C’
and M-C-M’, when C, M, C’ or YM’ can be envisaged as an entry (on the assets side
2 in a balance sheet.

M-C-M" and supply and sales peripheries

The two transformations in M—C-M’, M-C, and C-M’, imply two different periph-
eries™, a supply periphery and a sales periphery (Absatz, débit, off-sale) around each
firm, which can be envisaged as being at the center of the transaction. Capitalist
firms want to have many, good, and cheap suppliers on their (figuratively) left side
and appreciate a continuously increasing efficiency and increased productivity of
these suppliers, which reduces their costs. On their (figuratively) right side, capital-
ist firms wish to sell as much of their produce at prices as high as possible; hence,
they wish their prospective customers to be hungry, in need, or desirous of their pro-
duce and to have many valuable uses or utilities for the produce. These customers
should also be as rich as possible. While the counterparties on both sides must be
smart to economically produce or to have made a lot of money, they should still
act somewhat stupidly towards the firm by undercharging or overpaying. The more
these prerequisites are fulfilled, the better the firms in the middle can absorb cheap
commodities from the left and successfully lure those on the right to absorb them at
a maximum margin.”

22 We also, accordingly, have four flows: First money M flows to suppliers of goods, second, C,
the purchased goods flow to the firm; third, C (or C, if processed), goods, flow to purchasers;
fourth, the money M’ flows to the firm again as the sales price.

23 Only C-M" touches upon the liabilities’ side, as equity goes up.

24 On this occasion we might ask: How can trade be productive? Merchants render commodi-
ties produced elsewhere available at places where they are needed, store them till when they
are needed, adjust their sizes, volumes and certain properties to specific needs of markets,
etc, and prospective users attribute additional value-in-use and value-in-exchange to these
changes.

25 To complete the picture: Firms wish competing firms, which attempt to also install them-
selves between the potentially same suppliers and customers, to be as few, as inefficient,
unprodutive, poor, and as dumb as possible.
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M-C-M’ as driver of economic and technical evolution

If consumption-oriented C-M-C’-players made exchanges with other consump-
tion-oriented C-M-C’-players, then this would lead to what Keynes called a “co-
operative” or “real-exchange economy”.*® Such an economy, as it is bereaved of the
main capitalist motive of profit, while it will likely bring about more equality, so-
cial security, and social cohesion than capitalism, would unavoidably slow down
technological and economic progress and restrict the quality and quantity of pro-
cured values-in-use. This is because the motive for the C~M-C’-player is only a
change of values-in-use, a relinquishment of certain utilities connected to one
object or capacity (his labor) in favor of other utilities. The dash in C-M-C’, behind
the second C, accordingly, only means “another” or “a preferred” value-in-use; the
preference for another value-in-use is, though - see Plato above —always finite and
exhaustible. Only the emergence, by self-selection, and the success of specialized
M-C-M‘-units, who provide “counterpart services” to the consumption-oriented
mass of C~-M-C’-players, propels the strongest and most effective economic mo-
tive, the profit motive, into being. If capitalism finds it proper to operate in the
productive economy, it will generate a powerful motive to develop new products
sellable at a high M’ and reduce the costs of production (of M) and in both cases
stimulate technological and economic progress.

Societies that have allowed and incentivized M—C-M’ at a large scale were the
historic winners in periods of peaceful technical and economic competition and, in
fact, also during most wars. Those who slowed down and hampered M-C-M’, on the
contrary, were the losers. In this sense Sparta (although it won the Peloponnesian
war) languished behind Athens, the European Middle Ages remained behind 15th
century Renaissance Italy, the China of the 19th century fell behind the West of the
industrial revolution or the countries of soviet style socialism in the 20th century
never reached the economic level of the US, Japan, and Western Europe (although
the USSR won the war against Germany).

Segregating effects of M-C-M’

M-C-M’ has two heavy segregating effects. In M—C—M'-circuits, consumptive side
C-M-C’-players are always net wealth-transferors who attribute value-in-exchange
to the good offered in excess of the production costs and transfer this value-in-ex-
change to the selling wealth-accumulating M—C—M’-players. The M—C-M'-players
“cash in” profits M‘-M, while their customers only consume. Their wealth is not only
reduced if the goods are for immediate consumption, but also if endurable goods are
purchased, the value of which will dwindle as time goes by. Only in exceptional and
negligible cases, if for example a used car becomes an antique car, does it increase

26  Keynes, Collected Writings, volume XlII, page 408 f. On M-C-M’ and Keynes, see also Keen
(2011) page 217 et seq.
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again. The effect of M—C—Mis, accordingly, always a transfer, absorption, or sucking
off of wealth from the C-M-C’-player as wealth-transferor to the M—C—M'-player as
wealth-transferee.

The most voluminous version of C-M-C* in modern capitalism consists of
workers selling their working power to purchase consumables. As human beings,
if healthy, they are equipped with labor through their biological existence and may
have qualified it through education and training; then they sell their labor C for
M. Hereafter, they use M to purchase everyday nutrition, shelter, clothing, cheap
thrills (alcohol, drugs), or a few positional goods. Following this, they are, at best
and if they have not fallen ill, suffered an accident, or become too old etc., prepared
for an “eternal recurrence of the same” and are capable of offering their labor again.
However, M, what they have received as their wage income, disappears without any
wealth left. Workers may go through several hundreds of such C-M-C’-circuits —
selling their labor, working, obtaining wage, buying consumables, consuming them
— only reproducing their labor power, but without any wealth build-up. Workers,
who are not able to work or to generate income otherwise, are worse off. This is the
first segregating effect of M—C—M’, which operates between the parties of the exchange.

Of course, it is possible that C—-M—C’-players in some circuits may also become
M-C-M’-players, entrepreneurs, capitalists, or firm in other circuits, where they
may also collect a profit. This can compensate or even overcompensate for the loss
of wealth suffered in consumptive C-M-C’-circuits. Wealth owners do this all
the time and quite obviously. They spend a part of their wealth on consumption.
There are also ex-workers who may join the ranks of wealth owners, as inventors,
entrepreneurs, artists, sports and movies stars, talented and hardworking profes-
sionals, managers, etc. However, millennia of history of profit economies show that
this possibility never substantially changed the overall course of events towards a
progressive segregation between wealth owners and non-wealth-owners. In sum-
mary, it suffices for M—C—M’-players to be at least predominantly M—C-M-players
(in terms of numbers and volume of transactions) to likely materially increase their
wealth, while it suffices for C-M-C’-players to remain predominantly C-M-C’-
players (in the same sense) to see their original wealth, if there was any, fade away
without being able to make up for it. If M—C—M’ operates for some time in an area,
itwill, thus, pump away purchasing power from the C-M-C’-players and, normally,
bring about an increasingly unequal wealth distribution.

The second segregating effect of M-C-M’ works between M—C-M’-players themselves.
It results from the different profitability of M—C—M-circuits. As some M-C-M-
players realize higher and others lower profits, or even end up with losses (if M>M),
this has the potential to annihilate their firms.

To explain why few grow rich and richer, while many others remain poor, we,
only need M—C—M’, which by itself creates an increasingly superior center of finan-
cially strong and rich wealth owners, which look left, right, and down to a periphery
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of much poorer C-M-C’-players. This is the result of the normal operation of profit
economies and capitalism, as old as they are, and is not a consequence of Marxian
“exploitation”, of accidental circumstances, or even of deplorable austerity-policies
of states.

“Circuit-relatedness” versus “time-periodicity”; C-M-C- and M-C-M’ as
circuits, not period-flows

Firms think in circuits when they invest. They call their benchmarks “profit”, “return
on investment” (ROI), or “internal rate of return (IRR)” which are all expressions for
the ratio (M'-M)/M. They may also call it “net present value” (NPV), which is M’-M
with M and M’ when viewed as present values of a series of payments. These terms,
even if firms are unaware of them, are circuit-related or “Umschlag’-related terms.

They presuppose an idea of an “aggregate investment”, a sum of outlays in the
first movement, and of an “aggregate return’, a sum of revenues in a second move-
ment. What belongs to the outflowing and incoming series of flows depends upon
the type of investment. A money market dealer’s time horizon may only be seconds,
minutes or days; the time horizon of a car dealer may be weeks or months, whereas
the time horizon for a real estate developer or for an energy plant operator may be
years or decades. However, firms condense them into “investment” and “return on
investment” (as Marx condensed them into M and M).

Aswe have seen, investment outlays may even occur after the last return has been
pocketed, e.g., if mine or plant operators underlie re-cultivation obligations. Firms
can never, thus, attribute much significance to the results in a discretionary time interval, e.g.,
the usual annual reporting period. Accordingly, the thinking in circuits, “circuit relat-
edness”, expresses the heartbeat of business and of investment. “Time-periodicity”, on the
other hand, even if it governs reporting, national accounts and statistical data will,
by necessity, discretionarily chop off economic events, which are important to as-
sess an investment as a whole. Flows must be chopped off where M—C—M'-circuits
end, but M—C—M circuits may not be chopped off because time periods end acci-
dentally.””

Quesnay’s tableau économique took the “circuit-relatedness” of business into ac-
count by simply surreptitiously presuming that the circuits in his royaume agricole
would all close in one year; the predominantly annual rhythm of his predominantly
agricultural economy allowed for this assumption. Quesnay, thereby, implicitly ac-
knowledged the need to maintain the purity of “circuit-relatedness” in economic
analysis. Our effort has to be stricter, methodologically speaking. It maintains the

27 Accounting is, of course, aware of this problem. Therefore, time-periodical reporting uses
liabilities and provisions to show future M-outlays. The risk-adverse purpose of accounting,
though, normally forbids showing future M’-rewards. Macroeconomics is not subjected to
that restriction.
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purity of circuits, which alone allows for meaningful results, by dealing with cir-
cuits solely on the abstract, theoretical level of circuit analysis — and by completely
disregarding time periodicity. A circuit, in this book, as already seen, encompasses
M-outlays as its first leg, which can be split up into c-outlays (encompassing sterile
outlays, such as i-outlays and r-outlays*, and producive outlays into equipment and
inventories) and v-outlays. The second leg of circuits consist in M’ rewards that recu-
perate M with M’-M (or s,) coming on top as profit. Circuit-analysis considers these
abstract processes. “Time periodical flows”, which belong to the empirical surface
level, have no direct relevance and allow for no direct statistical tests.

M-C-M'in product markets and asset markets

Whether there is a market for something, depends on what parties chose to sell.
Now, in their M—C—M'-drives, parties cannot only sell things that stand side by
side at the same level, such as vine, Coca Cola, automobiles and computers, but
also things at a higher level, such as the capacity to produce vine, Coca Cola, automo-
biles or computers. Or, while it is possible to build houses to rent them out, with
the aggregate collected rent being M, it is also possible to sell houses. Therefore, it
makes sense to distinguish between product markets and asset markets. Businesses
produce tangible or intangible goods for sale in product markets, yet firms, i.e., the
“M-C—M’-machines”, can be sold in asset markets, either in the stock market or
M&A etc., as well. Product markets differ according to what kind of commodities
are transferred and on the applied legal technique, e.g., whether only a right to
a temporary use is sold, e.g., for rent or interest, whether a service is sold, for
a service fee, or whether ownership is transferred by a sales contract, for a sales
price. Of course, players also consider asset sales and purchases to make a profit. In
other words, the process of M—C—M is capable of applying to itself and to becoming
reflexive. The “M—C—M’-machine”, an organized capacity to generate future finan-
cial surpluses, which we call an “asset”, is valued by the present value of its future
surpluses, and traded in the “meta-markets”, which asset markets are.” Like profits
from the operation of the asset in its “home”-product-markets, these present values
can only be estimated (guessed, in a way); in fact, as they depend on a much longer
time period and on more circumstances, the uncertainty involved is higher.>® How

28 Interest-outlays, rent-outlays, variable-capital-outlays (salary payments), and constant cap-
ital-outlays (outlays on equipment and inventories). Sterile and producive spending com-
ponents will be explained later. See pages 123 and 351 et seq.

29  This view has provided new means of securing loans, e.g., by pledging and mortgaging as-
sets, which allowed to extend credit to owners of such assets. New means to secure credit
were combined with new sources of money when money creation came into being.

30  Assets may be taken back to product markets and used as equipment of another asset again.
E.g., buildings, which had been rented out, can be purchased by a firm for use as an office
or by a worker for use as a dwelling.
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an asset performs, e.g., a business is being run, depends upon the concepts and
synergies, of its owners; there are high concept and high synergy and low concept
and low synergy users. In asset markets the potentials to generate future financial
surpluses — debt, real estate, businesses or other assets — are normally forwarded
to their most efficient users. Being regarded as an asset does not disenable the
asset from possibly generating uses that may remain sellable in product markets.
While the land is a sellable asset, its temporal use may still be purchased in product
markets. Therefore, the borderline between product markets and asset markets is
sometimes fuzzy.

M-C-M’ and social anthropology

We have mentioned that a feeling existed that it was “bad” — against custom, tra-
dition, good spirits, religion, morals etc. — to subject the procurement of goods for
humans to profiteering and that many mystical men and great thinkers spoke out
against it. It is beyond the possibilities of this book to pursue this as much as the
issue would deserve, but just as we know that profiteering played no role in goods
procurement in primitive society, so too can we be certain that the rise of profiteer-
ing and M—C-M in the early profit economies of ancient Greece, Rome, and China
contributed greatly to the horrors of classical Greece (6th to 4th century BC), the em-
pire of Alexander the Great, the Roman Republic and the Roman Empire, Principate,
and Dominate, and Chinese history from the “Spring and Autumn’-period, via the
“Warring States-Period” through the Ch'in and Han-dynasties to just short of the
T’ang dynasty, hence roughly the period between 800 BC to 600 AD.

It may surprise many readers that we must assess the Middle Ages as generally
more “human” and particularly more bearable for the lower classes. The improve-
ment affected all major civilizations and was due to the astonishing parallel success
of religions and philosophies in putting the bad ghost of M—-C-M’ — at least par-
tially — back into the box, with the prohibition of interest-bearing loans being their
signature case. If it got worse again, with the “enclosures” and the “original accu-
mulation”, then this was in fact caused by the resurrection of M—C-M’ during the
European Renaissance. Accordingly, M—C—M was not only criticized as a cause of
evil at the historic times before the Middle Ages, but was also retrospectively used
by theoreticians as an explanation for the resurrection of the evils of antique profit
economies. We shall briefly mention four authors, who make use of M—C—M’ in this
sense; these authors are Karl Polanyi, Karl Jaspers, Stanley Diamond, and David
Graeber. Polanyi presents his reasoning more like a critique of markets rather than
as a critique of profit economies. He writes, “...never before our own time were mar-
kets more than accessories of economic life. As a rule, the economic system was ab-
sorbed in the social system, and whatever principle of behavior predominated in the
economy, the presence of the market pattern was found to be compatible with it ...
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[and] ... revealed no tendency to expand at the expense of the rest”.*' He views pre-

market-economies as mostly dominated by reciprocity and redistribution.?* There
is, thus, “the absence of the motive of gain, the absence of the principle of labor-
ing for remuneration [and] ... the absence of any separate and distinct institution
based on economic motives”.* A “divorce of the economic motive from all concrete
social relationships which would by their very nature set a limit to that motive” did
not exist at that time, therefore.>* Markets are limited and controlled, whether in
primitive society®® or in feudalism or mercantilism. There was even little difference
between primitive society, feudalism, and mercantilism in this regard. “They dis-
agreed only on the method of regulating; guilds, towns and provinces appealed to
the force of custom and tradition while the new state authority favored statute and
ordinance. But they were equally averse to the odea of commercializing labor and

land - the precondition of market economy.”*® Yet, arrives the “utopia”®’

of self-reg-
ulating markets and with it an “extreme artificiality of market economy”,*® which, if
it succeeded against resistance, only did so as “the outcome of a conscious and often
violentintervention on the part of government”.** “No market economy was conceiv-
able that did not include a market for labor; but to establish such a market, especially
in England’s rural civilization, implied no less than the wholesale destruction of the
traditional fabric of society.”*® A competitive labor market did not really exist in in-
dustrial capitalism in England before 1834, according Polanyi, when the Speenham-
land Law was substituted by new poor laws.*,** While he declaredly puts forward a
criticism of the ideology of self-regulating markets, decades before the neoliberal
ecstasy came over us, he actually “hits the sack and means the donkey”. That be-
comes quite clear when he writes: “The transformation implies a change in the mo-
tive of actions on the part of members of society; for the motive of subsistence that

31 Polanyi (1944) page 71.

32 Polanyi (1944) page 53.

33 Polanyi (1944) page 49.

34 Polanyi (1944) page 57.

35  Where “the individual... is not threatened by starvation unless the community as a whole is
in a like predicament” (Polanyi (1944) page 171). See Polanyi (1944) page 167 on starvation in
market economies.

36  Polanyi (1944) page 73. Mercantilism, according to Polanyi, liberated trade from particular-
ism, but simultaneously expanded the scope of regulation (page 70).

37 Polanyi (1944) page 144, 258.

38  Polanyi (1944) page 77.

39  Polanyi (1944) page 258. See also page 146 “The road to the free market was opened and kept
open by an enormous increase in continuous, centrally organized and controlled interven-
tionism.”

40  Polanyi (1944) page 81.

41 Polanyi (1944) page 82.

42 Polanyi (1944) page 81-84.
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of gain must be substituted.”® While this clearly refers to M—C—-M and expresses a
substantive understanding, it remains a weaker point in Polanyi’s great work that
he officially uses “too much self-regulated market”, rather than “profit economy” or
M-C-M as his main explanans. Stanley Diamond,** in his important article on “the

order of custom and the rule of law”*

and throughout his other work, offers a dis-
tinction that could become the most fundamental for the theory of social evolution.
The overall-distinction between primitive society and civilization is clearly prefer-
able to the Marxian sequence primitive society — slavery — feudalism — capitalism —
socialism, etc., which is, in the last instance, derived from a retro-projection of the
false Marxian theory of exploitation in combination with an “economistic” reading
of a Hegelian concept of evolution. While it is true that in times where there were
no (or not too many) “twofold free laborers™*¢
ants), wealth owners would obtain access to their labor not via modern employment

contracts, but otherwise, this difference is overstressed if it is elevated to the key

(but slaves or feudal dependent peas-

to understand evolution. Moreover, the dichotomy primitive society vs civilization
transgresses the economic dimension. It entails custom vs law, primitive organiza-
tion vs statehood, mythical thinking vs rational thinking and C-M-C vs M—C-M,
etc. David Graeber in his work “Debt”, employs a term coined by Karl Jaspers for the
aforementioned period, which was “Achsenzeit” (‘Axial Age”)*” and leaves no doubt
that the “Axial Age”, hence ancient capitalism, was a very ugly period,*® but does
not, unfortunately, address economic issues and M—C—M’ extensively. Still, the im-
portance assigned to M—C—M as a central tenet of economic theory is clearly also
indirectly supported by his work.

As a second social-anthropological aspect, it is noteworthy that there were ma-
terial frictions in getting modern capitalism off the ground, not only in terms of

43 Polanyi (1944) page 43 et seq.

44 As alaw student and political thinker, one grows up considering the “rule of law” as a great
achievement. Rightly so! Nothing apart from the state can and should rule and it is best
for everybody if the state’s rule takes the form of predetermined, known, general, objec-
tively administered and court-controlled laws (rather than discretionary, impulsive orders
following the spur of the moment of a weird ruler). As children of today, we even appreci-
ate the “rule of law” if we do not like the contents of the laws at the time. Diamond’s use of
the term “rule of law”, however, places the emphasis on the laws, which the state authori-
tatively pushed into primitive society — based on abstract reasoning, philosophy, religion —
displacing the order of custom.

45  Diamond, The rule of law versus the order of custom, Social Research, Vol. 38, No. 1 (Spring
1971), pages 42—72.

46  The second feature, apart from laborers being freed of land, consists in their being freed of
feudal bonds, hence a legal person that may freely contract (Marx, Capital, volume 1, chapter
4, section 3).

47 Jaspers (1949) page 251.

48  Graeber (2011) page 224, 251.
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the lack of capital or money, but also in terms of the lack of willing workers. Even if
workers were bereaved of the chance to subsist, as they had before, outside of man-
ufactures and factories, they still at all needed some “education” to become capable
and willing to endure employment in capitalist production (rather than emigrating,
becoming bandits, or dying off). Social-historical, anthropological and psychologi-
cal studies found significant resistance of early workers against manufactures and
factories. It appears that the “pull” coming from firms’ job offers (including to lure
with goods, which could only be bought with salaries), and the “push” from the loss
of more primitive income opportunities were very often not enough to draw the ex-
propriated peasants, their children, and other rural residents into wage labor. The
reason may have been the unaccustomed long working hours, compared to the indo-
lence of the prospective laborers, at which e.g., Malthus points with regard to South
American or Irish workers,* or a reluctance of early workers to bow to the discipline
in manufactures or factories. It often also appears that men were, quite simply, also
not psychologically fit for this purpose. Therefore, a second artificial “push” had to be
exerted through foreclosing of even second- and third-class ways of alternative sub-
sistence. Marx describes the English enclosures in this sense®® — the termination of
poor laws ought also to be mentioned here™ - and analyzed the German Holzdieb-
stahlsgesetz, a law against the gathering of wood in forest,** in this context, too. The
period of the creation of a mass proletariat is also the period at which stories about
poachers appear everywhere and the police and criminal law began to levy much
heavier sanctions against petty property offenses of the poor. Simple theft and pick-
pocketing, indeed, became capital crimes in England in the 18th century.*® Some-
times, raising taxes in money may also have been a purposeful instrument by which
to force lower classes to seek work in manufactures, factories, or mines.>

Predator-prey interdependence and M-C-M-governed macro-transmissions

We have presented M—C-M’ as a crucial concept for the economic analysis of profit
economies and already seen, to some extent, how it builds and shapes the economic
system, almost like a DNA, by selecting which economic events occur or do not occur.
We shall later use M—-C-M’ to examine deficient employment-generating spending
and the problem of the closure of M—C—M’-circuits. In the upcoming section, we

49  Malthus (1836) volume Il, page 382—398.

50  Marx, Capital volume |, chap. 24.

51 Polanyi (1944) page 81 et seq.

52 Marx (2008) page 109 et seq.

53 | refer to my further treatment of the subject in my doctoral thesis (Wachter (1987)). See
also Thompson (1975), Hay (1975) page 17 et seq.; Ignatieff (1978); Lea in: Fine (1979) page 76: Li-
nebaugh (1976); Spitzer/Scull in: Greenberg (1977) page 276; Rusche/Kirchheimer (1974); Treiber/
Steinert, (1980).

54  Graeber (2011) page 51.
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shall try to draw a line from biology, i.e., from social biology, to M—~C-M’ and the economic
system. This line will teach us two important lessons: First, while it largely consists of
communication, the economic system still has a “materialistic” kernel, a mechanic of
biological life and death. Second, while the economic system inserts itself between hu-
man predators and nature, it not only safeguards within itself the old type of socio-
biological predator-prey-interdependencies in a modified form, but also adds new
interdependencies in a similar predator-prey-style.

Animals, as we already stated with regard to humans, have a multitude of neces-
sary relationships to their environment. Aside oxygen, water, sun beams, land or wa-
ter to live on or in etc., they need food as nutrition and materials from the animated
and unanimated nature, humans also for clothing, housing and other production.
If all these necessities are the “prey” of zoological systems, the latter, in turn, are the
“predators” of their prey. The manner, in which prey is produced and reproduced,
matters greatly for predators. Some prey — other zoological systems — are predators
themselves, while others — botanic systems and minerals — are not.

In predator-prey-relations of primitive stages, predators take the body of the prey,
which they mostly disassemble to eat it up, use it for clothing or for shelter etc.,
thereby destroying or killing the prey. There are different predator and prey species
with specific characteristics, which determine the predators’ preferences for prey,
e.g., what plants or meat they can chew, digest and they like and whether they can
gather or hunt them. Insofar primitive predator-prey systems emerge around a
twofold complementarity: value-in-use of the prey for the predator (e.g., measured in
nutritional value) and superior power of the predator over the prey (e.g., measured
in kills per effort). Both moments need to unite: For a hyena to become a predator
over alion, it does not suffice for the hyena to like the tasty lion's meat...

Predator-prey relations between species are not static but can change. E.g., ifa
species migrates into a new habitat, another species in that habitat may discover the
newcomer as tasty prey. Normally, of course, a species will only migrate into a new
habitat, if it expects to find prey underneath it there. Hence, for prey to be available
for a predator, it must first have found other prey underneath it. In practice, there
will often be a basic low mineral level, one or several botanic levels, and then a series
of upper zoological layers of predators and prey, which each built on the next lower
level. Short cuts and jumps across levels are, though, possible. Humanity thrones
at the top. While the levels have in common that the upper depends on the lower
and influences it, of course, the character of the relationship between plants and the
mineral world or between animals and plants and minerals or between animals and
animals and the rest differs greatly. The term “predator-prey-relation”, thus, has a
different meaning on different levels to which it is applied.”

55  Often reference is made to a so-called “nutritional chain”. Small fish eat plankton, big fish
eat small fish, humans eat big fish, like tuna and whales. Small land animals eat gras and
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Looking at nutrition, if there are no predators above, the destiny of the top-
predator depends exclusively on its prey, hence on the prey’s number, how many kills
the predator can make, how many other predators for the prey are around and how
many kills they make. Furthermore, the top-predator depends on the prey’s repro-
duction rate, and whether the prey population is exhausted by the kills it suffers. If
a predator is also prey to a predator of another level, its destiny also depends on the
number of kills it suffers itself. The relation to prey underneath is the most impor-
tant moment of the biological existence of species, the avoidance of being captured
as prey on a higher predators should be the second important one.

Predator-prey-relations mostly exist in parallel between a number of predators
and a number of preys, and this over several stories, so that two species often have
only little impact on each other. However, sometimes stronger interdependencies
evolve between two species, and veritable predator-prey-systems emerge. We have
already seen one moment, which intensifies predator-prey-interdependencies: If a
predator has no other predator on top, its fate will largely depend on its prey under-
neath. Interdependencies become more intense if one species becomes the sole or
overwhelming nutrition supplier to a predator, i.e., if the nutritional value of killed
units from the prey species covers most of the predator’s species aggregate nutri-
tional demand. This implies that no or only few alternative prey is around. Such ex-
clusivity of supply will rise the impact of a falling or growing prey population onto the
predators; if there is far too little supply, the demanding predators will simply die
out. Contrary to what we know from the theory of market forms in capitalism, ex-
clusivity of supply will, though — we are in the realm of values-in-use-procurement
by violence and not in the realm of freely negotiated contracts — not convey market
power to the prey.

The interdependencies become very intense in the other direction, if a predator
species becomes the overwhelming or sole demander for a prey species, i.e., if the
number of kills by a predator in relation to the prey population grows particularly
high. This implies that no or few alternative predators are around. Exclusivity of de-
mand will, thus, even if it does, again, not convey market power to the predator — we
continue to be outside of the realm of freely negotiated contracts - rise the impact of
a falling or growing predator population onto the prey population. If exclusive supply
combines with exclusive demand, we find ourselves in a particularly highly integrated
predator-prey-system. The Specific properties of the predator and prey populations

leaves, big animals eat small animals, humans eat big animals, like pigs, cows, lambs etc.
Sometimes there are jumps across levels and humans also eats small fish, mussels, oysters
(which are too well protected against less clever inhabitants of the oceans), chicken and
other birds. Inversions occur rarely. Small animals seldom manage to procure the power to
kill an animal on a higher level; occasionally there is group hunting though, or they can steal
the kills from superior animals or are scavengers.
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and their prey and predators underneath as well as of the habitat, in which they live,
determine the story of such relations.*®

Initially, humans are just one predator and prey species amongst others. As
predators, they take the body or parts of the body of their prey mostly killing or,
occasionally, only crippling it. Sometimes they also take kills made by the prey. As
prey they suffer the same fate. As the human species elevates itself above all other
species, it more seldom becomes prey to them and the effort to defend against
predators can be reduced, allowing to transfer time and energy to improve and
refine the capabilities of human preying. They first improve their gathering and
hunting skills, but then — once more, the Neolithic meant the crucial jump forward -
become sedentary and substitute the gathering of plants by planting and harvesting
them and the hunting of animals by capturing and breeding them. The increased
control over their prey allows mankind to also deal more efficiently and econom-
ically with it. E.g., they can now avoid unnecessary killing and collateral damage
to their prey if they only need fruits of the body of their domesticated prey, e.g., its hair,
wool, eggs or milk. Or they only kill and eat offspring of prey, thereby preserving
valuable breeding capacities. Furthermore, mankind learned to use services of prey,
such as having domesticated oxen or horses pull chars or plows or as using slaves
in neolithic plantations. This early form of industrialization in the relationship of
mankind to its human-helots, animal-helots and plant-helots further raises its
superiority over all other species.

With the increasing dominance of humanity intertwined revolutionary changes
occur. Proto-states and states are erected and invent and administer property and
other laws. Property laws basically consist in foreclosing opportunities as predators
for some while monopolizing these opportunities in favor of others. This is particu-
larly evident with hunting rights, by which the appropriation of non-domesticated
animals becomes an exclusive right of the title holders. But ownership of land, too,
means that non-owners are excluded from using it to farm or pasture botanic or zo-
ological prey. In other words, while the human species rises to become the dominant
species, humans invent, amongst themselves, rules and practices, which systemat-
ically limit the “direct preying” of human individuals to specific channels, by which
an increasing number of humans lose all access to such “direct preying”. Humanity
risen to the top of the pyramid, erects barriers for its individuals to profit from its

56  We shall not further pursue the specifics in this book. They are, amongst others, the life ex-
pectancy and fertility of predators and prey, the nutritional value of one kill for the predators,
the killing effectivity of the predator, whether mostly “just-in-time-delivery” of the needed
amount of prey is available or whether a significant percentage of the nutritional value out
of a kill rot before consumption, the effects of the peripheral species etc. They render the
matter over-complicated very quickly and may diffuse the interdependencies within the sys-
tem. As we are interested in the evolution of predator-prey-structures in the economic sys-
tem, where more generalized structures prevail, they do not greatly matter for us here.
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victory and their fighting spirit is redirected to battling for a share of the aggregate
prey, which human society has become capable to strike; human individual preda-
tors meet again to battle this out on a novel intra-societal fighting ground.

As hinted at the beginning of this section, we propose to conceive of this me-
diated intra-societal distribution of killed or to-be-killed prey (which we may now
again think of as including minerals) in terms of predator-prey-relations, too. In-
sofar the prey, which has been or can be socially made available, remains prey and
predators continue to fight for it. But, as seen, society also enlarges the term of
“prey” by discovering the human capacity towork, i.e., labor power, as a fantastic utility,
which is worthwhile to be chased. This rendered preying reflexive: human predators,
since, procure for themselves not only the booty of other human predators but also
their capacity of future preying. But it does not even stop here. The human society
went on to elevate a wholly original and very specific produce of human labor to the
most consequential super-prey of human history: media of exchange and, ultimately,
money. Gold, silver and copper, commodity money, first conquered this role, but soon
states would soon establish fiat money (without value-in-exchange if demonetized)
as instrument to pay taxes and as legal tender, and this wholly artificial “fiat prey”
joined commodity money as super-prey.

This evolution was accompanied by several remarkable formal changes: First,
prey changed its character from to-be-gathered “free” and “wild” plants or to-be-
hunted “free” and “wild” animals to inner-social appropriation rights regarding the so-
cially domesticated botanic and zoological prey. These appropriation rights were
mostly already owned by somebody who related to them as his property. As physical
violence of privates was largely forbidden, one could only appropriate these appro-
priation rights with their owners’ consent; hence, one needed to agree on an exchange
with owners who traded their prey. In fact, the owners were rather often willing to
enter into trades or exchanges. To prepare them, which was facilitated as states now
protected the property by laws, the owners now even dared to parade their prey on
markets to invite predators to trades.

Second, as regards money as the new and single most important generalized and
standardized super-prey, the need of a specific complementarity between predators and
prey disappeared. The money-prey had utility in its value-in-exchange, and this utility
attracted all predators equally. This was connected to a differentiation in the human
predators. Aside their specific stomach for values-in-uses, which reflected their
complementary position in biology and social production - e.g., as general humans
they need medicine to overcome illness and as farmers they need agricultural tools
—, they build a second stomach, which was now identical in all predators. Aside need-
ing or liking specific different things, they began to like money, too. Money insofar
resembled sunbeams and oxygen. Yet, beyond what sunbeams and oxygen were
capable of, money, could mostly be exchanged into specific complementary prey,
too. Finally, it was remarkably different insofar as humans could absorb it without
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limits. The overkilling of botanic and zoological prey, beyond present needs, would
only lead to stores with rotten plants and meat and unnecessarily reduce the living
prey. Yet, the money-prey does not rot. It can be stored in any quantity, and it can
even be multiplied.

Third, while old-fashioned predator-prey structures — e.g., big fish had to always
look out for small fish, and small fish had to always look out for plankton etc. — pos-
sessed an inflexible “directedness” to specific suppliers, which created a hierarchi-
cal “chain’-or “string’-structure, this was different with money. This men-produced
standard prey, money, as an exception, rendered the playing field for predators equal
and polycentric. Predators could now watch out for this prey everywhere, at 360 de-
grees around them. Everybody, even those with little money, became a possible sup-
plier of the money prey - as everybody had become its demander.*”

Fourth, we not only have, as far as money is concerned, a polycentric mutual
supply of and demand for a standard prey, aside the continued hunting of specific
predators for specific complementary prey, but the “kills”, which we already have
observed to have become consensual, also integrate into pairs. One kill of prey, which
was offered by providers of a specific complementarity and one kill of prey out of the
atomistic pool of the standard prey money now always had to occur simultaneously
in an intertwined (do ut des) manner.

Fifth, the substantial and formal changes that “predators”, “prey” and “predator-
prey”-relation have undergone in their transformation from social-biological to
intra-societal predator-prey-relations — new forms of prey, consensual trades or
exchanges instead of violence, polycentricity and paring up of kills in trades or
exchanges —, do not annihilate the predator-prey-interdependencies as such but safeguard
them. This is the most important point for us. The point is obvious with regard to old-
fashioned biologically based dependencies: Priests in the Palace of Nestor near
Pylos, even if their access to plants and cattle is now mediated by “inner-social
prey”, such as money, which they receive for their priestly services, will still need
vegetables and meat to survive. Furthermore, even if money is available to them,
if the prospective sellers, the owners of farm land and pasturages, have carelessly
exhausted their reservoirs, in case of natural catastrophes or if domesticated prey
was captured by other predators, the priests will not be able to buy anything. Yet, in
addition to such still essentially social-biological dependencies, novel interdepen-
dencies arise, which emerge out of the intermediation of the economic system and
are essentially social. E.g., Nestor may no longer be interested in the services of so
many priests and send some away who may not be able to find new exchange part-
ners who will buy their labor and allow them to lay grip on money as intermediate
prey. Or somebody who even has the money must learn that others have bought the

57  Note that through money not every human became prey for everybody, but that every hu-
man could own prey for every human.
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specific goods away, which he wanted to buy, e.g., to later resell them at a higher
profit.

Most moments of our discussion of the transformation of predator-prey-inter-
dependencies during social, economic and political evolution, which we now con-
clude, are, as such, not new in substance. Yet it allows us to conceive of C-M-C‘and
of M-—C-M as a bond or type of entanglement in capitalism, which has been inher-
ited from social biology and only been transformed. C-M-C‘and M-C-M, in par-
ticular the latter, may be something like the Lotka-Volterra-Formula of capitalism.

Section 2. The productive and the sterile economy

As stated, this book assigns a great importance to the distinction between a sterile
wealth economy and a productive economy. With this distinction we first refer to
intuitions that everybody already has — even if based, at the moment, on too simpli-
fying abstractions. We shall leave it that way for the time being and only later make
comments about how the flows of the two economies have to be separated more
cleanly. The reader is asked to follow the argument with that in mind.*®

Today, probably most people feel that the productive economy is the “rule” and
the sterile economy is the “exception” in capitalism. From a wealth owners’ perspec-
tive, and to better understand what really goes on, it may make sense to turn this
around. Renting out land, giving land to feudal vassals for a share of the harvest,
making loans to generate interest, or equipping firms with equity for a share of the
profit has been the first and preferred way to draw revenues for millennia; these rev-
enues are sterile revenues, though. Productive activity, on the contrary, inventing a
new technology, discovering markets, engineering production, building factories,
employing workers, mass-producing something, etc. appeared artificial and unnec-
essarily complicated and burdensome to many wealth owners. You had to under-
stand something about a lot of things, show focus, intelligence, competence, orga-
nization, endurance, resilience, recklessness, and needed a good deal of luck in the
productive economy — and all of this only to turn money you already had into (often
many and tiny) claims against customers, whose sum, if you could collect it, would
hopefully exceed that which you had possessed previously. The productive economy,
may, thus, more properly be seen as a series of exceptional expeditions, a rare and
risky activity for the particularly braves and merchant heroes, like war times com-
pared to peace times.

58  The later delineation will show that what at first glance appears to typically belong into the
sterile wealth economy has almost always a component of producive spending, and that
what appears to typically belong in the productive economy also almost always has a sterile
component. See on page 123 et seq. and 351 et seq.
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The wealth economy: Sterile revenues and sterile spending

Wealth owners make use of this their owner power, which states secure through the
rule of law, in an evolved and civilized stage of society, by using their ownership of
money, real estate, and other wealth to draw revenues. The wealth economy consists
in drawing recurring income from wealth assets in product markets and from buy-
ing and selling assets with capital gains in asset markets. The sterile wealth owners’
only job, as sterile wealth owners (not as business manager or philanthropist), in-
volves overseeing this and occasionally making changes to their portfolio.

Imagine you had grown up in a wealthy family. You learned about the existence
of foreign countries and other cities by learning about the wealth that your family
owned there: Twenty hotels in Europe, a glamorous and famous department store
in Barcelona, a series of apartment buildings in Ottawa and Toronto, a significant
stock holding in a car manufacturer in the US and, of course, your family offices in
New York and London taking care of alarge portfolio of bonds, stock, and real estate.
You would have learned that your family receives ongoing payments from these in-
vestments; on occasion, you would visit some of the hotels as a privileged guest and,
asyoubecame a teenager, you would sometimes be invited to join meetings in which
people report to your family about the status of the investments. At times, consul-
tants would advise your parents to sell an investment and to buy a new one, e.g., af-
ter your uncle who spoke Spanish and had lived in Barcelona had passed away. When
you once proposed that all hotels should have tennis courts, your mother would smile
at you and say “leave that to the people who understand something about it.” You
and your parents would not have to deal with suppliers or customers of your fam-
ily’s possessions, not have to get up early and to drive, not even in a limousine with a
chauffeur, through polluted, noisy, and crowded roads to factories at the outskirts of
ugly cities. You would also not have to deal with blue collar workers or other employ-
ees; indeed, you would mostly not even deal with those who do deal with them.* You
would, hence, grow up looking at the wealth economy from a “family office perspective”.
Note this is a story above the "City perspective” or “Wall Street perspective” taken by
Keynes or Minsky® as it includes asset classes not even traded in the London City
or on Wallstreet. All sterile revenues flow to wealth owners; they arrive at what we
shall call their “sterile arrival port”. The main sub-categories of sterile revenues in the
wealth economy, in product, and asset markets, are:

59  Of course, many young men and women who are lucky to be born in a wealthy family take
pride in learning some trade from scratch.
60  Minsky (1975) page 55, 70.
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Sterile wealth owners' sterile debt revenues

Debt enables the simplification of M—-C—M’-investments into M—M’-investments,
the shortest way to generate income out of existing wealth. Once you own debt, you
normally need to not do anything more to increase your wealth, but to collect the
debt service (interest payments and repayment of the principal) on the agreed dates
in the agreed amounts.

Social obligations played an important role in early and innocent primitive soci-
eties, before money and profit emerged. Fathers wished to have as many sons as pos-
sible because sons “owed”— on the basis of an order of custom, not on law or contract,
hence, in a mythical or traditional sense — them to work for them and to maintain
them in their (short) old age. Such social obligations were superseded and re-shaped
by law and their contents changed in more advanced ancient social structures with
proto-states or central states.” We saw that it became a perfectly accepted method
to make war on neighbors, to subjugate them and to draw tributes from them. The
most “signature debt” of antiquity, though, was internal: It was the debt of small
farmers to local grandees or to grand merchants. The smaller and poorer their land,
the worse their equipment, the less they could self-insure against the risks of agri-
culture, the more they had to take on such debt. Or if the state insisted on collecting
taxes in money, small peasants would be forced to take out loans, thereby losing a
smaller or exorbitant part of its value as interest.®* Almost everything could drive
them into their creditors’ arms. If bad weather hit or only a daughter was to marry,
then they needed money to finance the time until the next harvest, to purchase seed
or to provide a dowry.

This kind of debt, in fact, became infamously brutal in the early profit economies
of the “Axial Age”, e.g., in Greece, Rome, and China. The creditors of such loans did
not need to worry about whether the loan and interest could be repaid, as long as
they could execute in the land, animals, tools, or even in family members of their
farmer-debtors, e.g., by selling them or their daughters into slavery. In the Middle
Ages, with the dominance of great religions — Christianity, Islam, and Buddhism
— and feudal structures, through usury laws and personal bonds of feudalism, the
situation became more bearable (as we already saw). David Graeber writes: “Yet for
most of the earth’s inhabitants, it (the Middle Ages) could only be seen as an extraor-
dinary improvement over the terrors of the ‘Axial Age'.” Tougher practices remerged
only with upcoming capitalism, the abolition of usury laws, abstract private prop-
erty and with Protestantism (in Europe).® Still, just as in farmers’ monetary debt,
feudal bondage conveyed sterile revenues.

61 See Diamond (1971) pages 42—72.

62  Sadao, The economic and social history of former Han, page 600 et seq. Or they would sell
their produce at a disadvantageous price to them.

63  Graeber (2011) page 250; see also pages 210 and 250 et seqgs.
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Sovereign debt emerged as a new type of debt with central states. It either came
into being to finance luxury desires of groups courted by the reigning dynasty or
because sovereigns had to finance wars. It was a great means to finance the 500
years of fighting between the new-born countries to establish their supremacy in
Europe, after the Middle Ages.* Sovereign debt emerged in Renaissance North
Italian city states. The Holy Roman Empire of the German Nation of Charles V soon
followed suit. At first, the loans were paid out in commodity money, silver or gold,
by the wealth-owning merchant families, the Medici in Florence or the Fugger in
Augsburg. Later the Spanish wealth elite followed, who - to the extent they had
not already wasted their riches — supported the Spanish emperors against the
Netherlands and Great Britain. Other great merchants and bankers stood behind
the warring parties of the Thirty Years War, Louis X1V, and the British, who had
become rich with their colonial possessions, and who also partially debt-financed
the wars to defend and extend their possessions. The amounts of money needed,
and the sovereign indebtedness, grew from war to war. What the English colonial
merchants, manufacturers, or factory owners had to lent out to finance the British
army in the American Independence War was far less than what the subsequent
Napoleonic wars would cost;* a further rise came with the arrival of the states of
the second wave of capitalist development, the US, Germany, Japan, Austria, Russia,
etc. through their wars, the US civil war, the Crimean war, the German unification
wars, World War I, and World War II.

The worth behind state debt was not so much the present assets of the state,
or of their populations, but the future flow of assessable taxes and other contribu-
tions — basically the same worth which is behind tribute debt of subjugated tribes or
states. However, while the subjugated only work obstinately, avoid tribute payments
where possible, and throw liberation wars from time to time, state citizens normally

64  See Kennedy (1987). The rivalry between a significant number of units in Europe with the fi-
nancial and military means to maintain their independence (page 55), fewer impediments
than elsewhere and others opening the door wide, e.g., China and Japan by withdrawing
from sailing the oceans in 1433 in 1636, allowed these European units to compete for the
top of the world. Doing so, they pushed military technology and financial practices to their
limits, resulting in frequent old-fashioned over indebtedness and illiquidity of states, but
also in the invention of new financial practices of state financing. These included not only
the obvious robbing and mining of silver and gold, particularly by the Spaniards in South
America between 1560 and the late 1630s or the confiscation of church or other land, in-
cluding under false accusations, e.g., by Cromwell in England in 1530 (page 110), but also
serious modernizations, such as putting the tax system into order by Sully under Henri V. in
the early 17" century in France (page 122), or in England around the Napoleonic wars (page
138, 212), setting up an early sovereign debt market in Amsterdam or England the early 17
century (page 123) or with the foundation of the Bank of England in 1694 (page 139-141).

65  Ferguson (2008) page 70 et seq. “Without wars”, Ferguson writes, “nineteenth-century states
would have little needs to issue bonds” (page 92).
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pay their own state’s taxes more willingly and states are better at executing tax debt
against their own subjects.

Initially, when a king called the feudal lords and great merchants to make fi-
nancial contributions, they primarily acquiesced with the motive to support their
sovereign’s cause. They did so if the war was in their interest and/or as they, e.g., in
the case of the Fugger, intended to use the loans to gain political influence over their
sovereign. Soon, though, the financial investment motive split away from other mo-
tives and wealth owners would simply “invest” in war financing, including by making
loans to or by buying debt from their countries’ enemies (as arms manufacturers
would sometimes supply both sides of a war). In the 20th century, sovereign debt
evolved from an exceptional means of war financing to a more regular means by
which to also finance infra structural, social policies, and prosthetics, i.e., macroe-
conomic policies. Sovereign debt, since, also finances roads, ports, airports, canals,
protection against natural catastrophes, education, and social transfers.

The opportunities to invest in debt rose with the growth of corporations (cor-
porate debt is like a war bond on success in business) and, later, even extended
into small household debt (housing debt, student loans, automobile debt, other
consumer utilities debt, subsistence debt, e.g., credit cards debt), which became
available at large scale. They can also be re-packaged and structured, collateralized,
and be protected by insurances, e.g., credit default swaps. Today, debt includes not
only bonds, but also options, futures, and certain derivatives.®® Debt investments
got more abundant with private bank credit money creation and state fiat money
creation. Creditors no longer had to lay out scarce gold or silver to debtors but they
could at least partly use fractional reserves bank credit money creation.

66  Many people find it difficult to understand debt. If they had wealth, they think, they would
not give it away and expose it to the risk of not being repaid. They would rather keep it
safe or invest it in a venture, which they could control, themeselves. Apart from seriously
wealthy people simply not having the time to invest all their wealth themselves, there are
several other errors in this. First, all wealth, not just debt, is always at risk. Land was often ex-
hausted, destroyed by natural catastrophes or wars (in recent times polluted), expropriated,
or it lost value because nobody would pay rent. Businesses may go bankrupt or may also be
expropriated. Money held in banks may be lost if banks go bust; paper money hoarded in
safes at home may be robbed, be burned, or lose its value in inflations or currency reforms.
Furthermore, in fact, most debt is less risky than people believe. If a wealth owner buys a
stock and the corporation falls into bankruptcy, then the investment is lost, if the wealth
owner loans the money to somebody who buys the stock with the loan, then the wealth
owner at least still has a claim for repayment against the debtor in persona. Furthermore,
many loans — e.g., real estate loans of banks — are against additional collateral. In this case,
creditors need not worry too much about the business merits of the intended investment or
about the general solvency of the debtor, but only need to watch the value of the collateral.
After all, wealth owners are not mistaken if they continue to do what they have done for
millennia — loan out money.
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Sterile wealth owners' sterile rent revenues

The second asset class encompasses revenues from allowing the use of real estate.
Real estate encompasses naked land and land with buildings and other structures
on it or only such buildings or structures. Rent is for real estate what interest is for
loaned money; the debtor has to repay the principal of the loan on top and the tenant
has to return the rented real estate on top of paying rent. Rent revenues or spending
flow into product markets for consumptive and investive purposes.

Land is, normally, not produced. That is different only if new islands are built,
e.g., in Dubai, if cost lines are extended, or if land has been destroyed by flooding,
volcano eruption or chemical, nuclear or other waste before. Under the conditio hu-
mana, land, which provides a resistant surface and keeps you from sinking away, is
needed underneath every activity. “Mother earth” is the causa causans, the conditio sine
qua non of human existence. It is needed for simply being around, eating, sleeping,
consuming, and relaxing, but also for all investive activities, e.g., artisans’ ateliers,
shops, agriculture, factory production, even asset administration. The ground’s spe-
cific physical properties (allowing to grow rice or for foresting or pasturage) or what
is underneath the land (raw materials, coal, oil, gas, precious metals) may enable ad-
ditional value attributions. Land is a rather robust asset, destructible only in few sit-
uations (losses to oceans, rivers, volcanic activity, atomic pollution). As it cannot be
carried away or hidden, it is easy to recover if somebody has taken it away from you
(by expropriation or by illegal force). You only need to build up sufficient strength to
reconquer it, e.g., by finding allies or in a political restauration. Land can be used as
a factor of production by the owner directly by employing laborers, dependent peas-
ants or slaves on it who produce something to be sold. However, owners only use a
small part themselves and lease out the largest part for rent. That was a big thing
in history as renting land became the means of survival for otherwise property-less
farmers; it sometimes even allowed them to prosper. Self-employed artisans also
rented shops; they were smaller in square meters but were situated in more expen-
sive neighborhoods, closer to centers of villages, towns, or city centers. Land and
buildings were later rented to manufacture and factory operators. More recently,
urban land became great to rent out as office space to service firms or as dwelling,
including even to workers. Its value depends on its rent-generating capacity, which
in turn depends on the higher or lower profitability of businesses, for which it is
used, or of the incomes of the people who want to live there and on what they can
spend.

Sterile wealth owners’ sterile profit revenues

Firms, entrepreneurs, or capitalists that produce goods and services through a com-
bination of money, land, labor, etc., realize employment-generating revenues and
profits in product markets. They pay interest to creditors and repay, eventually, the
principal to them for their invested borrowed capital. For their equity capital, they
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pay ongoing profits and, at some time or other, liquidation surpluses. Instead of liq-
uidation, equity owners may also sell businesses in M&A or on the stock market. Ifa
business is run as a sole proprietorship, then the sole proprietor pockets the profits,
liquidation surpluses, or sales prices. There is only one legal entity and no transfer of
profits between legal entities is necessary. If, as more commonly occurs, the business
isrunasaseparate legal entity, e.g., alimited liability company or stock corporation,
then the equity providing wealth owner draws the profits through a legal transfer of
dividends, of a liquidation surplus, or through collecting sales prices for shares.

While the firms’ original M’-revenues in product markets, and their profits as
a part of these revenues (M’-M), were productive as money had been spent produc-
tively in their expectation, the “transfer” of the dividends and of liquidations sur-
pluses, based on equity contracts, is no longer an employment-generating spend-
ing. The opposite view would mislead us into falsely counting employment-generat-
ing revenues and profits, which have already been counted at the level of the equity-
using firms, twice.

Sterile wealth owners’ sterile asset sales revenues

We have already seen that what enables profit in product markets, assets, can also
be sold. Since, people have learned to intellectually recognize a capacity to gener-
ate future surpluses as itself being a value-in-exchange (valued in the amount of its
present value) and to practically transfer it (after proper legal techniques have been
invented for this purpose), wealth owners have acquired an additional option to re-
alize sterile profits, by “exiting” an investment in an asset through selling the asset.*’

The productive economy: Producive revenues and spending

Most people identify capitalism with the age of industry, technology, and mass pro-
duction. We prefer to consider capitalism as generally using owner power to draw
profits in M—C—M -circuits, irrespective of whether commodities are produced, in-
dustrially or otherwise, or whether sterile profits are generated. Still, it remains true
that capitalism has unleashed an enormous explosion in production that has led to
a productive economy of a hitherto unknown power.

67  There is other sterile spending, e.g., on renting mobiles, paying license fees for patents, or
other intellectual property rights, e.g., in software, music or movies or on commodities (such
gold, silver, copper, platinum, other precious metals, rare earths, grains, pig halves, art, jew-
els, classic cars, antiques and foreign exchange. Often, the commodities traded possess the
character of assets in assets markets but they can, like pig halves, grains, copper, or antiques,
swapped into productive investment or consumption.
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Productive wealth owners’ employment-generating consumptive revenues
Quesnay put his “classe des propriétaires” at the top of his tableau. The reason for this
cannot possibly have been on the basis of their productive output, given that they
produce nothing; it may have been because of their rank in a stratified society or
it may have been because of their crucial role as the “big” consumptive spender in
Quesnay’s tableau. The cl. des propriétaires, in fact, saved Quesnay’s royaume agricole
and allowed the productive circuits in his tableau to close.

Not only do they consume more units (number of goods, liters, kilograms) per
capita, but they also consume the up-market share, the top agricultural products, the
best vines, the most delicious pieces of calves and pigs, the fattest ducks, the largest
chicken and the tastiest tomatoes and apples, the finest silk, teas and spices, which
end up inin their pantries, wine cellars, kitchens, and on their tables. Wealth owners
have the most beautiful houses, and attract and employ the best architects, brick-
layers, carpenters, painters, and artists and buy the most comfortable and stylish
furniture. The hire the most intelligent philosophers and teachers for their kids,
the best golf-professionals, and have the prettier housemaids, more pleasant and
better menial servants, and the most attractive courtesans and boys for erotic plea-
sures. They also typically pay higher unit prices; accordingly; after all, their relative
per capita contribution to consumptive employment-generating spending is much
higher than of the remainder of the population.

Already ancient and medieval farmers, merchants, artisans, servants, cour-
tesans, and entertainers, if they could, turned to the castles, country estates,
monasteries, and clergy, whether Christian, Islamic, or Buddhist, and to the courts
of princes, kings, and emperors in order to sell their goods and services. It was the
wealth owners’ desire for luxury, which led to inventing these products, induced
their manufacturing and created trade systems to distribute them. Thus, merchant
adventurers, shipping companies, transport agents, storehouse keepers, customs
collectors, the captains and sailor on the ships, and the camel owners and their
staft of caravans, bankers, and lawyers, who facilitated the trade, and even the
pub and hotel owners, doctors, haircutters, and prostitutes along the lines of far-
distance luxury trade also received their livelihood through wealth owners’ luxury
consumption; many cities along the caravan routes to Egypt, at the Silk Road and
the cities of the Hanseatic League and ports in Oman or at the naval lines between
the Americas, Spain, Portugal, France, the Netherlands, and Britain owe their very
existence mainly to luxury trade. The same applies to others, with whom the readers
would not like to change places, to toilers in diamond, gold, silver, and marble mines
or even slaves in plantations for tea, coffee, spice, and opium etc. Quesnay still ex-
aggerated: Wealth owners do consume a lot, but they unfortunately do not consume
enough to close the productive circuits of capitalism; still, they deserve praise for
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their important contribution to circuit closure through their consumption (if you
wish: from Marx’s department II.a.).%®

We do not have to worry about the financing of wealth owners’ consumption.
They sit on stores of wealth and their consumption is very resilient. They will still be
able to finance their consumption long after the economy has fallen on hard times.
If the wealth of an individual wealth owner is ever exhausted, which happens from
time to time of course, he simply drops into the workers’ class and others take over.

Other than from wealth owners, consumptive employment-generating spend-
ing to firms can only come workers (firms do not consume). While, workers do
not appear in Quesnay’s model or the household-firms-model of mainstreams
economics, they are, nevertheless, the class of the greatest majority of mankind
with significant consumption needs for food, health, and other services and with a
significant contribution to employment-generating consumptive spending. As they
no longer own land, they cannot directly sustain themselves from nature, and as
they own nothing else instead, they cannot generate income via investment either.
Their survival and prosperity — the modern social master drama - thus, solely
depends upon their being employed in firms’ first M—C-leg and upon being paid
salaries.® As others, e.g., Marx and Kalecki, have observed before us, workers are
very reliant as consumers because they spend all of their salaries. We shall be able
to uphold this principle even with top earning CEOs, employed lawyers, etc., as we
shall split them into workers, who consume all of their workers’ salaries, and wealth
owners who invest them or who spend a part on more luxurious wealth owners’
consumption.

Wealth owners and workers consumption is largely productive, but also contains
splitters or components of sterile spending, e.g., purchase prices for old countryside
castles, rent for dwelling, or workers’ consumptive debt service.

Productive wealth owners’ employment-generating investive revenues

Firms buy from firms to make profits (M—C) and, thereby, enable other firms to close
their circuits and to realize profits (C-M). If this spending is productive, then firms
receive employment-generating investive revenues. These revenues consist of pur-
chases of equipment and inventories. Some splitters or components of purchases of
equipment and inventories, e.g., of naked land, may be sterile.

68  See the discussion of the reproduction schemes on page 271 et seq.
69  Transfer payments are only considered later.

n7
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Section 3. A tableau économique of modern capitalism

While the terms of employment-generating and sterile spending or revenues, and
of a productive and a sterile economy will still need some cleansing and purification,
it makes sense to already give the basic idea of our model’s result.

Arrival and departure ports of wealth owners

Quesnay modelled his tableau with three classes. Given that he falsely split off ar-
tisans, manufacturers, and commerce from his cl. productive and mislabeled them
as “sterile”, these three classes can no longer be used. Marx’s model, which is based
on ownership and non-ownership of the means of production, has only two classes
(workers and capitalists). At this point, we agree with Marx. However, Marx did
not assign a systematic role to sterile wealth and the Marxian model has no place
in which to properly deal with it. Quesnay, in contrary, we may suggest, at least
foreshadows the distinction between sterile wealth and productive wealth in op-
posing his classe des propriétaires to his two other classes. Mainstreams economists
mostly use another two-units model, based on the distinction between investment
and consumption: households, which consume, and firms, which do not, atleast not
in the narrow sense. Households also sometimes make sterile investments by buy-
ing assets in their model. Households, accordingly, are not too remote from Ques-
nay’s classe des propriétaires, but they unfortunately mix up wealth owners and
non-wealth owners and thereby, in a way, make the opposite mistake to Marx.

To overcome the weakness of Quesnay, Marx, and the mainstream model, our
tableau, at first much like Marx, operates with two classes. They are, as in Marx,
wealth owners and non-wealth-owning workers (non-wealth owners and workers
are the same) and their existence is the result of the social differentiation that has
occurred since antiquity. This highlights that capitalism is an owner economy with
yet a large majority of embedded non-owners. However, we need more than just two
players to show how the distinctions of sterile vs productive and investive vs con-
sumptive’ become operative in our tableau. For this purpose, we figuratively equip
the wealth owners’ class with four “ports”. It has two “arrival ports” through which it
receives revenues, a sterile arrival port for sterile spending of others, and an em-
ployment-generating arrival port for employment-generating spending of others.
The employment-generating arrival port collects the whole employment-generat-
ing spending of the society, hence of all wealth owners and of workers. The sterile
arrival port collects sterile spending from all wealth owners and workers. The dis-
tinction between the sterile and employment-generating arrival ports reflects dif-

70  See Foreword page 23
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ferent effects of revenues or spending, in particular with a view to the employment
induced by it.

The distinction between motives of the spending, which can be either investive or
consumptive, leads to two ‘departure ports” of the wealth owners. Wealth owners have
a consumptive and an investive departure port. If they consume (whether their consump-
tion is productive or sterile), then they emit payments via their consumptive port; if
they invest (whether their investment is productive or sterile), then they dispatch
them via their investive departure port. Flows leaving from there will be partly ster-
ile and partly productive and, accordingly, will arrive at other wealth owners’ sterile
or employment-generating ports.

Workers need only one in-and-out-port; their departures are only consumptive
(sometimes sterile and sometimes productive)’” and their arrivals are only pro-
ductive (as firms made them to induce them to work). Wealth owners make salary
payments to workers from either their consumptive or investive departure port.”

Figure 5: Arrival and departure ports of wealth owners

71 If workers make investive spending, then they do so not as workers but as wealth owners,
see page 120. Workers, contrary to what may appear as implied in Marx’s reproductions
schemes, mostly cannot use their full salaries for consumptive producive spending, i.e., con-
sumption to Marx’s |.b.-department, as they also have to make sterile spending in the form
of rent and debt services.

72 Wealth owners sometimes pay salaries for consumptive reasons, e.g., for menial services
etc. These leave through their consumptive departure port.
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Quite importantly, the models used in this book part with the idea, that an in-
dividual, physical or legal entity, belongs exclusively to only one single category or class.
Instead, we hold that individuals can simultaneously belong to several categories
in a functionally differentiated system, such as in the economy. As such, they can
participate in different processes or they can change their roles between processes.
Workers in particular can sometimes be wealth owners aside of also being workers.
They cannot only move up, leave one class and join another, much like wealth owners
can drop into the workers class, but workers can also sometimes, at the same time,
be wealth owners with a part of their wealth.”

A three-unit- tableau économique of “original”
(without prosthetics)

capitalism

The preceding graph represented how the distinctions of the Matrix I (producive vs
sterile and investive vs consumptive, on page 23) affects the flows of the economy and
separates flows with different macroeconomic properties into distinguishable flows
between specific ports. Yet, we also envisage a Quesnay-like tableau flow model with
sterile wealth owners (our heirs of Quesnay’s classe des propriétaires), productive
wealth owners (firms, entrepreneurs, or capitalists) and workers. This tableau, with,
thus, three subjects, positions, or units, only shows the productive economy in a first
version.

73 Theidea that an individual ought to belong to one class was “natural” in stratified societies
and was upheld by Marx for the purposes of social analysis and political practice; the working
class was supposed to be the revolutionary subject and Marx wanted economic classes to
correspond with social classes and even, if possible, political forces. Giving up this artificial
postulate frees economic analysis and renders it more plausible. Of course, some workers
are also wealth owners and if we, thus, add workers and wealth owners up, the total will
exceed the number of citizens in a state. But that is neither a theoretical problem nor does
it alter the distinction between non-wealth-owners and wealth-owners.
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Figure 6: Tableau with productive economy without wealth economy and prosthetics

On hast to look at it from the workers’ perspective with the question in mind:
“What employment-generating spending must be forthcoming to induce salary
flows to workers?”. Just as in Quesnay’s tableau, it is also helpful to imagine eco-
nomic activity as commencing with sterile wealth owners making employment-
generating consumptive spending, e.g., by ordering meat and wine or having a
new countryside mansion constructed. This spending, as only expected or already
contracted spending, will trigger productive wealth owners (firms, entrepreneurs,
capitalists) to hire workers and to make salary outlays thereto. These salaries
partly flow back, as employment-generating consumptive spending, to firms. Fur-
thermore, the expected or contracted spending induces employment-generating
spending of firms to other firms for the purchasing of equipment and inventories
(including services), which will again partly flow back to firms or workers.”

The second tableau now also includes the wealth economy, i.e., sterile spending
or sterile revenues.

74  Marx’s reproduction schemes split up firms into departments that produce production
goods (dept. 1) and consumption goods (dept. I1). This is helpful and allows to describe trans-
actions amongst capitalists and between capitalists and workers as asymmetrical processes.
The reproduction schemes are introduced later in more detail, see on page 271 et seq., but
they are not crucial for the argument of this book.

A
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Figure 7: Tableau showing productive and sterile economy

The dotted grey curve at the top with arrows on both sides, beginning and end-
ing at sterile wealth owners, shows sterile spending between them, e.g., sterile (pu-
rified) interest and rent, paid in product markets, for investive and consumptive
purposes, and purchase prices in asset markets, i.e., in transactions regarding debt
(bonds), real estate, and businesses (in stock market, private equity, etc.).

Firms and workers in the productive economy also have to make sterile “trib-
utes” to the wealth economy.” Firms have to make investive sterile spending to ster-
ile wealth owners, e.g., interest on money borrowed for productive investments (i),
rent paid to use buildings for productive purposes (¥), or even sterile purchase prices
(stpp) for real estate, etc. for productive purposes, e.g., to build a factory. Workers
have to pay interest on debt and rent for dwellings to sterile wealth owners as sterile
consumptive spending. This is shown in the dotted grey downward lines on the left
and right on the outsides. The solid black lines, showing employment-generating
spending are a copy of the first tableau.

Verbally expressed, the capitalist sterile and productive economy have the fol-
lowing units, stations or subjects with the following spending/revenues:

75  Note thatitis not normally possible to make producive spending without at least some ster-
ile spending. “Tributes” must be paid into the wealth economy to be allowed to be otherwise
productive. This point will be elaborated on pages 123 et seq. and 351 et seq.
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Productive wealth owners or firms, entrepreneurs, capitalists: They receive employ-
ment-generating consumptive spending from other wealth owners and workers
and investive employment-generating spending from other productive wealth own-
ers or firms, entrepreneurs, and capitalists (each via their employment-generating
arrival ports). They dispatch investive employment-generating spending to other
productive wealth owners or firms, entrepreneurs, capitalists, salary spending to
workers, and investive sterile spending (each via their respective investive departure
port).

Sterile wealth owners: They receive sterile investive spending from productive
wealth owners’, the “tributes to the sterile economy”, sterile consumptive spending
from sterile wealth owners and from workers, each through their sterile arrival port
@i, 1, stpp). They also make consumptive sterile spending to other wealth owners,
productive and sterile, via their consumptive departure port.

Workers: They receive investive salary payments from productive wealth owners
and consumptive salary payments from sterile wealth owners.”

While the state is already assumed to exist as guarantor of the ownership-struc-
ture, taxes or protectionist state policies are still not yet considered as a factor influ-
encing the flows in both tableaux. There are no relevant social transfers or fiscal or
monetary policies. Private banks and a central bank are still missing. They will only
come into play as our investigations progress.

Elaborating sterile and employment-generating spending

We noted that the distinction between the sterile wealth economy and the produc-
tive economy is not intrinsic to the economic system. E.g., if a building is sold, it
does not at all matter for the participating economic entities — not the vendor seek-
ing capital gains, not the purchaser seeking investive or consumptive value-in-use
or future capital gains — what part of the sales price rewards recent productive in-
vestment in the building and what part is merely for the transfer of the property-
title to the God-given land.”” The economic system, in its operations and self-obser-
vation, does not care about circuit closure and about whether its operations provide
employment opportunities for the non-owners, i.e., only-owners of labor power -
aslittle as whether a band of bagpipe musicians can sell out all of their gigs. The dis-
tinction between the sterile wealth economy and the productive economy is rather a
distinction post factum made by scientists for the purpose of analyzing effects of the
economic system upon society at large and for the state to possibly act.

76  The flows derived, using the distinction between the productive and sterile economies,
could obviously be used for national accounts (which reflect “time periodical” flows), yet
this possibility is not pursued further in this book.

77 It may only, in certain regards, be relevant for balance sheet and tax laws.
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Furthermore, the distinction is not a distinction, which is manifest and readily
visible in the operations of the economic system. There is no physical borderline be-
tween the productive and sterile economy. Unlike blood with and without oxygen in
humans, which are nicely separated in arteries and veins, flows of sterile and em-
ployment-generating spending, like vitamins and cancerous particles in food, travel
togetherin a blended mix. Imagine the desks of employees of a big firm being still con-
nected by an old-fashioned pneumatic tubes system, through which they exchange
official and private messages. They do that sometimes even in one and the same cap-
sule — the tube system does not care about the character of the messages and this
character is not visible from the outside.

Figure 8: Production, expenditure, income

Production Expenditure Income

Sterile revenues Workers’ consumption Workers’ salaries

Producive revenues

Wealth owners’ consumption

Firms’ productive profits

(minus “intermediate con-

Firms’ productive investment

Wealth owners’ sterile profits

sumption”) (gross)
Wealth owners’sterile invest- | Increases of productive stock
ment (gross)

output output output

So far, we have used the distinction between the productive and sterile econ-
omy in an intuitive prima vista-sense, which gave us a preliminary list of sterile and
productive economic activities. We regarded in particular loaning out money and
renting out real estate or selling real estate and debt, as well as selling existing pro-
ductive businesses (in M&A or in the stock market), as a sterile activity. Constructing
houses or building factories anew and the daily running of factories or service firms
were productive on the other side. This now needs elaboration. We need to acknowl-
edge that rent and interest (or revenues for loaning out money) as well as purchases
prices for real estate, debt and businesses contain productive components while the
construction of buildings and businesses contains sterile components.

To begin with the first case: At some time, the original planning, managing and
physical construction of buildings and businesses, e.g., of factories, which are later
rented out or sold, lead to a high of productive activity. In fact, even the creation of
debt does not only consist in handing over money but involves employment-generat-
ing marketing, administrative, legal, bookkeeping and tax-related activities, which
cannot be denied to be productive. Afterwards, physical assets require ongoing care,
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maintenance, administration, repair and occasional remodeling. The ultimate sale
ofreal estate, debt or of business (through M&A or in the stock market) leads to a sec-
ond high of productive activities of the seller in regard of the respective asset, e.g.,
marketing, due diligence, negotiations, legal work, banking, tax work, bookkeep-
ing etc... Even if the buyer is not interested in these activities as such — but only in
the value-in-use or value-in-exchange accruing to him — the seller engages in them
because they are necessary to realize his M, these spending are employment-gen-
erating. The buyer too has similar costs, which he also incurs because he expects a
later higher M’ of his. This spending, a part of his M, is obviously employment-gen-
erating, and it is, also rewarded by a employment-generating spending, his later M,
e.g., higher rent, which tenants, or higher purchaser prices, which buyers of the as-
set will pay.

We must, thus, notionally identify and carve out certain productive components
or splitters in what we have so far regarded as solely sterile spending (as interest,
rent, purchase prices for real estate and businesses etc.), and assign them as em-
ployment-generating spending to the productive economy.

How can this “carving out” be properly achieved? We return to the fact that all
prices result from a play of ownership power, utilities, value-in-use-ascriptions,
value-in-exchange-ascriptions and budget limitations. From this perspective, the
amount of an expected M’, including of any component and splitter thereof, which
induces an investment on the seller’s side, does not depend upon the amount of
costs spent on a good but only upon whether the result of the application leads to a
higher ascription of value-in-use and value-in-exchange by the buyer. Accordingly,
no investor would have spent any amount of M, had he not expected a value-in-
exchange increase, ascribed and paid by a prospective customer, which would allow
him to recover his costs and to make a profit. Furthermore, we cannot deny that
causal chains are running from e.g., the investment decision of a builder to erect
a beautiful house at the “Grote Markt” in Brussels in the 17th century to today’s
existence of the building and its phantastic present value (discounted future rent
surpluses or its market price, which, due to today’s high multiples, is likely even
higher than the discounted rent surpluses). We can also take for granted that every
investor goes after the maximum profit and may even assume that some investors
of the 17th century were so greedy and crazy to dream of the aggregate surpluses,
which the building at the “Grote Markt” actually afforded since its construction.

Still, we only carve out a small part of these aggregate surpluses and assign them
as employment-generating spending to the productive economy. The purpose of the
distinction between employment-generating and sterile spending is to point at those
expected future revenues M, which actually induced employment, and these are not all sur-
pluses, which are ultimately caused by an investment. The later M’, which induces
the investment are, thus, neither the surpluses in the wildest dreams of investors
nor the surpluses, which were luckily realized, but only the surpluses, which would have
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sufficed for the investment decision of the historic investor at the time. This turns the task of
splitting up M’ into a sterile and employment-generating revenue-component into
the task of setting a minimum profitability for employment-generating spending.
If ever needed, a quantification of the producive component could, hence, be de-
rived by a “cost-plus”- approach.” All M’ is sterile, except for the recovery of costs
and a profit add-on, which an investor would reasonably demand to make the in-
vestment. This implies that not only the revenues, which the investor could have ex-
pected without any employment-generating spending remain sterile (this anyhow),
but also such revenues which he could only expect after he made the investment re-
main sterile to the extent they lead to an extra high profit. The method, thereby, as-
certains that extra-profits due to, e.g., location or timing, remain sterile.”

If we look at the homogenous flow of revenues (or spending, looked at from the
otherside) and try to tell an employment-generating from a sterile part, we may find
the two parts either distributed in time or in space. There could be a “revenue-his-
tory” of an asset with a (first) phase, in which the asset only earns its employment-
generating revenues, recovering its production costs plus a reasonable profit, and,
after this is achieved, a second phase when the asset is promoted to the heaven or
demoted to the hell of the sterile economy, where it merely draws sterile revenues.
Alternatively, we could imagine the asset as drawing a sterile and a employment-
generating revenue component, in a certain proportion, in parallel for some time,
until the collected M’ will no longer contain any employment-generating revenue

78  Contrary to Marx’s labor value and exploitation theory, there is nowhere in the economic sys-
tem an intrinsic objective relationship between outlays or costs and the value-in-exchange
or price of a product. Accordingly, such a relationship can not be used to isolate the producive
spending-component in M. We are also not attempting to re-introduce some kind of justum
pretium through the backdoor into economics. Rather, we view prices result from a power
play between ownership power, subjective value-ascriptions of prospective customers and
budgets. For the macroeconomic purpose of splitting up an expected M’ into an expected
sterile spending and an expected producive spending of a customer, we only assume that
the productive investor expects average profitability on his c-outlays or v-outlays, but no
more, and that profits beyond are sterile.

79  The construction of the building was, microeconomically and legally, a conditio sine qua non
for all later rent revenues for the structure in the high valuation area and time and, in that
sense, the production of the structure has “caused” the high rent revenues (or sales price) M’
to flow. Yet, macroeconomics is not causal, but teleological; it must seek to understand what
motives and expectations move the economy. As mostly profit-making-expectations bring
about ongoing system building, the macroeconomic character of a flow must depend on
what expectation ignited the flow. A later collected M- revenue is, thus, to repeat the point,
not producive because it was caused by a productive investment, but only in the amount
which would already have sufficed to induce the investment in low valuation conditions.

80 The time period, in which revenues are still considered to reward and have motivated the
productive investment could be called “pre-maturation”, the time afterwards, when all col-
lected revenues are wholly sterile, could be called “post-maturation”.
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component and be wholly sterile. If, during the existence of an asset, e.g., a build-
ing at the “Grote Markt”, maintenance, repair, remodeling or administrative work
is being executed, as it will frequently, this will always lead to re-assign a part of the
incoming future M’ to employment-generating revenues. Overall, the employment-
generating revenue component in the aggregate M’ will, hence, show eruptive jumps
upward and slow falls afterwards, comparable to depreciation in bookkeeping.

The second case of carve-outs relates to revenues for prima vista productive activi-
ties, which yet contain sterile components. Productive firms make M-outlays (c-outlays)
which include interest, rent and purchases prices for real estate and businesses,
which are sterile. If they draw revenues for commodities or services produced us-
ing rented real estate, debt-financed equipment or inventories or purchased assets,
a certain component recovering these costs and allowing a certain profit is sterile.
E.g., the price for an espresso in a café on the Champs Elysée will contain a com-
ponent that rewards the sterile ownership of the building and may contain a com-
ponent that rewards the taking out of a loan by the restaurant operator. That com-
ponent, as great it may be to sit in that café, may even be significant. There is no
difference with service fees paid to education, medical and care services or produc-
tion industries.

Only after carve-outs” will there be a “purely” sterile economy and an equally
pure productive economy. The suggested method to split up employment-generat-
ing and sterile spending of customers or revenues M’ replicates the actual way, in
which real investment decisions are made, insofar as they, too, can only made on
the basis of rough, vague, and uncertain guesses and estimations of M’ realizable
in the future, or of increases of M’ attainable by additional productive investment
inputs. We close the theoretical elaboration on sterile and employment-generating
spending here.

Lack of a proper distinction between wealth economy and
productive economy in mainstreams economics

Most mainstreams economists hate the idea of distinguishing between exchanges,
which are somehow economically (or socially, politically, culturally, aesthetically, in-
tellectually, biologically, morally, etc.) “valuable”, “beneficial” or “salutogenetic” etc.
and which are not. They consider such attempts as unscientific and insidious attacks
on economic freedom. While we have already acquiesced that the operations of the
economic system itself do not use such distinctions, we hold that observing the eco-
nomic system from the perspective of society may use whatever distinctions it con-
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siders useful.®

The distinction, which this book will apply between employment-
generating spending (consumptive or investive) and sterile spending (consumptive
or investive) and a corresponding productive economy and sterile economy, will, in-
deed, be the crucial tool to analyze the precondition of circuit closure in productive
economy.

Mainstreams and other economists sometimes use distinctions, which are sim-
ilar to our distinction. For instance, they make a distinction between a so-called
“real economy” and a “finance economy” (or simply “finance”). This distinction ignores
that land, real estate, commodities, gold, antiques, art, classic cars and businesses,
which ought to belong to the “finance economy”, are utterly physical or otherwise
“real”. There is nothing more “real” than real estate, but even bonds are “real” as
they represent legal claims, which enable, in the last instance, to attach assets of the
debtor in case of default. In other words, this distinction between “real economy”
and “finance economy” is misleading and fallacious.®* The distinction between the
wealth economy and the productive economy avoids the calamity of attaching the
label of “real” or “physical” to one of its sides. It rather distinguishes between tangi-
ble or intangible (the development of ideas, know how, strategies, advice, software,
designs, inventions, scripts etc. are included) products being produced anew, either
completely anew, or being altered, on the one side, and transactions taking place with-
out this being the case. The wealth economy only draws revenues from pre-existing
old tangible or intangible assets or from shifting such pre-existing assets around,
the productive makes new tangible or intangible things.

The distinction between the wealth economy and the productive economy must
also be distinguished from the distinction between “productive” and “speculative” eco-
nomic behavior. While it is true that purchases in the wealth economy are very of-
ten made for “speculative” reasons (in a way all M—C—M’-motives are “speculative”),
e.g., to later resell the purchased bonds, land, buildings, stock, businesses, com-
modities, art, antiques, etc. with a capital gain, we must note that there are also a
significant number of purchases of old, pre-existing wealth assets, such asland, city
apartments, suburb homes, art, or antique cars, gold, commodities, etc., which are
not or not predominantly motivated by speculation, but are motivated instead (1)
by consuming the respective values-in-use, e.g. by living in an apartment, or (2) us-
ing them in an investive way in a productive business, e.g. to build a factory onland,

81  Neue “wirtschaftswissenschaftlichen Reflexionstheorien” writes Luhmann (1988, page 83)
missen “gegeniiber der Differenz von reich und arm kiihles Blut bewahren..., wiahrend die
gesamtgesellschaftliche Reflexion genau dieses nicht kann..”

82  Thatsomething is wrong between the distinction between “real economy” and “finance” can
already be recognized in the fact that if “real economy” is the “marked space”, then the op-
posite of the “unmarked space” ought to be “irreal”, “surreal”, “virtual” etc. The distinction
applies different criteria to each side in order to define what belongs to that side.
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open a call-center (a particularly sad job!) in an office building, or to decorate a board
room with a piece of art. Consumers and firms, in other words, often have to “trade”
with the wealth economy and pay a “tribute” (i, 1, stpp) to sterile wealth owners if they
only want to consume or make a productive investment, but without any or a pre-
dominant speculative motive.® The riches of the wealth economy, in other words,
are sometimes needed for consumption or for productive investment. Insofar, the
distinction occasionally made in mainstreams economics between “productive” and
“speculative” gives worse marks to the wealth economy than it deserves.

Thomas Piketty’s book Le capital aux XXIe siécle of 2013 has recently stirred signif-
icant debate.® Written from a classical social-democrat perspective, it analyzes and
criticizes today’s increasing wealth inequality and considers ways and policies to
slow and to reverse the trend; it also looks to generate greater employment and pro-
ductive growth. In this context, Piketty examines the question of the relationship
between wealth and employment-generating production. We set out the differences
between his approach and ours as follows: First, we neither consider inequality as a
rather recent phenomenon nor do we think that recently a significant “qualitative
jump” in inequality took place. Mrs. Thatcher, Ronald Reagan, financialization and
globalization and the neoliberal 1980s or later austerity policies are not the historic
culprits for social inequality. Rather, income and wealth inequality emerged already
with the economic specialization into C-M-C’-players and M-C-M-players in
profit economies. This has reigned since antiquity, e.g., in China, Greece, or Rome,
and recuperated vigor after the lazy Middle Ages in Venice, Florence, Genova, Spain,
the Netherlands, the UK, etc. It is true that capitalism has a general tendency to
always increase inequality, because its ongoing operation increases inequality, but
beyond it is useless to ruminate on whether Greek, Roman, Spanish, or US slaves,
laborers in Spain’s silver mines, children-workers in Manchester, the unemployed in
the Great Depression or German or French workers of today are “more unequal”. It
also does not really matter for the present social master drama whether the Fuggers,
Rothschilds, Rockefellers, etc. were relatively “richer” in relation to the middle and
lower classes at their times than Elon Musk, Jeff Bezos, Bill Gates, Warren Buffett,
or George Soros are today. Employment depends upon motives for wealth to “go
productive” and not on wealth or income ratios. In fact, there is a strong counter-
narrative against the narrative of generally increasing inequality: If we compare the
income level of the broad masses in developed Western countries to the income level
of the broad masses in BRICS-countries over the last thirty years, then we cannot

83  He who purchases a wealth asset, if for consumptive or investive use, will often be aware of
its potential to generate capital gains and that may even co-motivate the acquisition. But if
the expected value-in use or return without capital gains are high enough, the acquisition
would also take place for the consumptive or investive motives alone.

84  See also Piketty (2019).
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but observe a significantly rising equality, e.g., hundred millions of people having
ben catapulted into middle classes in China, India, Brazil, and other countries in
the last decades — capitalism’s self-praise to unleash economic development and
to bring wealth retains some truth even today! In other words, Piketty’s concept of
rising inequality is too unspecific, too general, and not targeted enough to explain
the deficient closure of productive circuits.

We also differ from Piketty by positing the necessity of a distinction between a
sterile wealth economy and productive economy while Piketty does not.® Piketty’s
treatment of rising wealth inequality, in what he calls the “general contradiction
of capital” and his “two basic laws of capitalism”, consistently puts productive ap-
ples and sterile oranges into one basket. If he calls “r > g”, (rentability of capital®®
> growth) “la contradiction centrale du capitalisme” and summarizes “la principale
force déstabilisatrice est liée au fait que le taux de rendement privé du capital r peut
étre fortement et durablement plus élevé que le taux du croissance du revenu de la
production g”, and ifhe, finally, states “I'inégalité r > g implique que les patrimoines
issus du passé se recapitalisent plus vite que le rythme de progression de la produc-
tion et des salaires ”, he gives no thought to the question of whether the continued
high-flying of profit, compared to growth, could have to do with the existence of a
sterile and productive economy. He is on a good track, but does not follow through
nearly enough. Moreover, if he puts forward the view that the average rentability of
capital is lastingly 4 %-5 %, while long term annual average growth in countries at
the frontline of technological progress hardly exceeds 1 %-1.5 %,%” then this ought to
raise the question: How can this work? There are two possibilities: either capital in
general reaps an ever-significantly larger share of whatever growth or the profits of
capital, which could explain the higher-than-growth-rentability, are reaped outside
of production. This is similar to what occurs in something like our sterile economy.
Piketty even points to this possibility by saying: “Le capital se reproduit tout seul,
plus vite que ne s’accroit la production”,®® but he still makes no attempt to follow
this trace and to attack the issue of what this production-independent and growth-
independent profit-growth economy might be.

The terms that Piketty uses to state his “deux lois fondamentales du capitalisme”
permanently intermingle the two economies. His “premiére loi fondamentale du
capitalisme” relates the stock of capital of an economy to the flow of revenues from

85  See already Foreword page 21.

86  The rentability of capital or the “taux de rendement de capital”, encompasses not only pro-
ductive profit but also rent, interest, capital gains, royalties, etc. See Piketty (2013) page 93.
Piketty also mentions profit and dividends in his list (also on page 94)

87  Unlike China or Europe in their respective “thirty glorious years” from 1990 onwards and
from 1940 to 1970 (Piketty (2013) page 161, 166).

88  Piketty (2013) page 942 (all prior quotes).
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capital. It reads o = r x B* and means that o, a fraction of revenue of the capital to
the aggregate national revenue (Piketty states that this is around 30 %),%° equals the
fraction of the profits to invested capital, i.e., the rentability of capital, which is r
(often, says Piketty, around 5 %), multiplied with the multiple of the national cap-
ital over the annual national revenue, which is B (often, Piketty claims, around 6).**
This first law, which Piketty says is a “pure égalité comptable” and “tautologique”,”
clearly involves no distinction between different components of the revenues of cap-
ital related to sterile and productive activities.

Piketty’s “deuxiéme loi fondamentale du capitalisme’, = s/g,”* means that 3,
which is in both equations and connects them, the multiple of the national capital
over the annual national revenue (which Piketty often sees as around 6) equals the
fraction of the saving rate (often, Piketty states, around 12 %) over the growth rate
(often, Piketty states, around 2 %). The second law, Piketty claims, is not tautological,
but “le résultat d'un processus dynamique; elle représente un état d’équilibre vers
lequel tend une économie épargnant a taux s et croissant a taux g... > Again, Piketty
neither splits up ff nor the growth rate g into a productive or sterile component. In
other words, he skips the option to pursue his research interest — where does in-
creasing inequality come from? — by considering that profits could arise outside of
production and, hence, in a sterile manner.

Silvio Gesell deserves a special mention in the present context, too. He was inter-
ested in employment-generating spending and closure of productive circuits more
directly than Piketty. He was also looking for moments in capitalism itself that stood
in the way and picked wealth stored in the form of hoarded money as its maleficent
flow-interrupter. This track was well-selected, but his choice was too narrow. It was
not solely excessive intermediary hoarding of money that lay in the way of invest-
ment in the productive economy, but long-term investment in the wealth economy
within a far broader meaning and in far more forms than just in cash holdings. Ac-
cordingly, Gesell’s recipe of “expiring money”, money which would automatically lose
value (which aimed at discouraging hoarding), remained inadequate too.

In summary: The widely used distinctions between a “real economy” and “fi-
nance” or between “production” and “speculation’, Piketty’s finding of r > g and
Gesell's finding of money hoarding blocking production and employment, while

89  Piketty (2013) page 92 et seq.

90  Piketty (2013) page 92: “la part des revenus du capital dans le revenu national, part qui sera
noté a,..”.

91  Piketty (2013) page 92: “Ou r est le taux de rendement moyen du capital ..".

92 Piketty (2013) page 92: “le rapport capital/revenu f..".

93  Piketty (2013) page 93, 266.

94  Piketty (2013) page 262 et seq.

95  Piketty (2013) page 266 et seq.
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they confirm the project of this book and the necessity to distinguish a productive
and sterile sector in the economy, all fall far short of solving the task.

Section 4. An original assembly

The introductory elementary economics of profit economies, which will now be con-
cluded, has equipped us for the further journey undertaken in this book. We deny
“objective value” and shall not be misled by the theory of labor value and exploitation.
We possess a basic concept of money, and specifically the idea of the importance of
money creation, and understand its difference to fiat money (fiat money being only
one, if the most efficient, form of money creation). We have, furthermore, come to
appreciate that the economic system must be regarded as a temporalized system
thatis created and re-created by elementary events in time, more like a dance, where
dancers swap partners in between, which have exchanges. Classes or units, includ-
ing our two classes and their ports, are only spatial representations of where players
take roles as sellers or buyers in exchanges in time as part of their strategic two-leg-
behavior, which aims beyond the single exchange. Marx’s C~-M-C’ and M—C-M’ are
these two-leg-circuits, but only if we also lay the distinction between sterile or em-
ployment-generating (or the wealth economy and productive economy) across the
distinction of consumptive (M-C’ in C—-M-C’) and investive (M-C in M—C-M), we
are truly equipped to analyze the problems of circuit closure in capitalism and to
ultimately combine it with a theory of prosthetics.

We shall close the elementary economics of profit economies with a romantic
moment: Contrary to natural law theories, the state was not founded by social con-
tract. Capitalism was likewise not introduced following deliberations in an original
assembly.” Yet, imagine, contra-factually, capitalism had been erected per resolution
after such an original assembly and assume that the speakers (contrary to what we
know from democracies from ancient Athens to the present) had only made honest
and reasonable arguments. In this case, proponents of capitalism could still have
possessed strong and intelligent arguments in its favor (which would have some-
what resembled Hobbes’ honest and true arguments in favor of Leviathan). They
could have argued: “See, we all like values-in-use and produce them to consume
them or to exchange them against other values-in-use. This (C-M-C’) works, more

96  Social institutions are normally not founded neither to serve a commonly agreed purpose,
such as to fulfill a social function, nor do they, e.g., states, owe their existence to an insight or
teleological intervention of a steering god or a social contract in the sense of Hobbes, Locke
or Rousseau. They rather come into being because a political entrepreneur with some mix of
financial means, political allies and hard and soft power in the background has successfully
established them for certain purposes. They, then, become part of the social landscape and
are later appropriated for other purposes.
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or less. However, what happens if we invite, in addition to these value-in-use-re-
lated motives for production and exchange, an additional and much more powerful
artificial motive, a motive which is not interested in values-in-use, but only in value-
in-exchange, profits, and wealth?” The pro-capitalist speaker could then have gone
on to claim: “If we let this ghost out of the bottle, we shall see value-in-exchange-
production drive value-in-use-production to levels otherwise impossible..”. “That
is wholly true..” an anti-capitalist opponent might have replied, “but we must also
know that while profit-seeking (M—C-M’) will massively push value-in-use-produc-
tion, it will also ignite other activities, irrespective of whether they generate truly
useful values-in-use and — and this will be reckless to humans, animals and the en-
vironment in general.” “Furthermore”, he could have added, “we should know that,
as time goes by, those successful in profit-making, the winners of the game, which
we would invite in, will monopolize the means of production and the non-winners
will become dependent on them. There will be no other option for the non-owners
to draw incomes but from the winners, and the winners will only employ them if
they need them to produce goods, which promise further profits for the winners!”
The honest proponent of capitalism would not deny this. And he would not deny ei-
ther if the anti-capitalist proponent adds ‘As a result of capitalism, there will, thus,
be stronger than otherwise social segregation between wealthy and non-owners and
we will antagonize against each other in society, in politics and sometimes in civil
war. Worse, a new strong motive®” for foreign wars will arise — to mitigate the con-
dition of the non-winners to the detriment of foreign people.” This too, the honest
proponent of capitalism may not renounce. But he will now raise his voice and arrive
at his strongest point. “Yes, I admit”, he will add, “it is a devil’s pact. But it is a devil’s
pact, we have to enter — simply because if we don't, our neighbors will. Yes, the world
will become richer, more advanced and uglier by the same time. But no country has
areal alternative.” And he will go on painting a dark scenario: “See, these others will
then - in this more advanced, wealthier and uglier world - use their newly gained
superiority to build the armament and military organization to put us at a disad-
vantage, they will be equipped to take away our riches, colonize us possibly enslave
itin aviolent way.” “Let us..”, the pro-capitalist speaker might, thus, conclude, “take
the risk of inviting a guest, who will be stronger than we are and may control of us
— all alternatives are worse!”

Arguments along these lines (which resemble the prisoner’s dilemma) can be ex-
pected to have ended most debates in original assemblies in favor of capitalism. And
everything we have learned since confirmed their soundness. Even if capitalism, in
aworld of a plurality of capitalist countries, was no guaranty for lasting wealth and
dominance, those who first “used” it (by surrendering to it!) enjoyed the greatest ad-
vantages — not only in the exchange economy but also in the realm of wealth pro-

97  Apart from the old motive to rob and subjugate neighbors.



134

Gerhard H. Wachter: The Capitalist Economy and its Prosthetics

curement by violence. And those, who renounced to allow capitalist dynamics in,
as China in the 19th century, the most progressed country by then, the Middle Ages
and soviet style communism, had to pay a heavy price. But capitalism appearing to
be without alternative does not mean that what is strong in it can stay without sig-
nificant antinomies, which were not yet elaborated in the debates in the original as-
sembly. We shall secure the insights of great economist about these antinomies and
circuit closure. But before that, we enter a bit deeper into history and the ancient
social master drama.



Part Il:
Ancient capitalism, the ascent of ancient
prosthetics and their dilemmas

Since the Renaissance, European intellectual elites upheld that the main political,
legal, cultural, philosophical and other ideological features of modernity, and to a
lesser extent even its economic features, already existed in ancient Greece or Rome
- in the world of Plato and Aristotle, the Greek polis and the Roman republic and
empire. This idea was weakened as the European elites stopped learning Greek and
Latin in the 20th century and the Marxian evolutionary scheme primitive society —
slaveholder society — feudalism - capitalism (and then, as some hoped, socialism
- communism) gained ground. Even if, quite obviously, antiquity was very differ-
ent from modernity, this book sympathizes with the old view: There are significant
similarities between ancient profit economies and modern capitalism.

The consecutive brief examination of profit economies of antiquity, which we
shall, quite recklessly, also call “ancient capitalism”, will emphasize these similarities
between the ancient master drama, which was the loss of the land of small farmers
to large latifundia owners, leading to a call for “land for peasants” and the master
drama of modern capitalism, which is the lack of employment, leading to a call for
“jobs for workers”. The evolutionary relationship is obvious: The solution of the an-
cient master drama to the detriment of the small peasants created the modern mas-
ter drama; workers today need jobs because their predecessor-peasants lost their
land. (What Marx described as “original accumulation”, e.g., with a view to the En-
glish “enclosures”, was largely a repetition of what had already happened in antiq-
uity, in particular with regard to land, which had been recuperated by small peasants
during the Middle Ages).

We shall see that originally, the economic, social and political demands emerg-
ing out of the ancient master drama, were conservative and restorative. They were
conservative in the sense to protect the small peasantry against the loss of land and
restorative in the twofold sense of either demands for the restitution of specific lost
plots of land owner or for the assignment of new, alternative land, e.g., of state land
or of land in colonies. But such conservative-restorative policies, aimed at main-
taining the structure of a land-owning small peasantry, only succeeded locally and
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transitorily. Overall, they failed. Instead, the rich imperial hubs of antiquity, Athens,
Sparta, Rome or the centers of the Chinese Empire, which had the necessary finan-
cial means, experimented with progressive methods — by generating prosthetic de-
mand and by direct prosthetic transfers. This included military or infrastructure
spending, from the construction of the Chinese Great Wall to the construction of
roads, canals or capitals, like in Shang an, Luoyang, Beijing, Athens or Rome, pay-
ments to citizens for serving in the army, in the civil service or as judges, and social
transfers, e.g., to the Roman lumpenproletariat. The ancient prosthetics became the
predecessors of the modern prosthetics that states would use in their dealings with
the modern master drama.



Chapter IV. Primitive society, civilization and
the ancient master drama

Section 1. Goods procurement in primitive society
Nutrition procurement, storage and rhythms in primitive life

Zoological systems, animals and humans, need oxygen to survive; this was normally
no problem. They also need, as we stated, nutrition; this was a sizable problem and
animals and humans were almost permanently preoccupied with procuring the next
in-soak of nutrition. Humans also have certain narrative needs and desires, e.g.,
for symbolic and positional representation, included already in “that early and rude
state of society”,' which Adam Smith used as a theoretical oppositional starting
point to the modern economy (in much the same way as social philosophers, e.g.,
Hobbes, Locke, and Kant, used the status naturalis as opposed to the civilized state).
In the “natural” state, there was still a direct relationship between each man, or
rather between original groups of men — families and tribes — and nature. Survival
depended upon a favorable habitat, in terms of geography and climate. Edible
goods (or goods usable for clothing or shelter) were offered by nature, but they
first had to be found, gathered, or hunted. Supply was often unreliable, sometimes
through catastrophes, weather, and competing animal or human nutrition seekers.
Putrefaction occurred. The greatest danger came from humans or from neighboring
tribes robbing stored food and animals, or even taking over the territory.

If habitats were rich and generous, primitive hunters and gatherers could, like
animals, hunt or gather depending on whether their bellies were full or empty. Habi-
tats in which such permanent richness existed were, though, few. Mostly food pro-
curement rhythms followed necessities dictated by the hunted prey and the gathered
plants. As in this case food did not come in just-in-time to be consumed, preserva-
tion and storing technologies — keeping it from spoilage, protecting it against un-
welcome guests like insects and animals — became a great issue. The nature of the
prey and plants (and, sometimes, predator-prey-dynamics) and the combined skills

1 Smith, Wealth of Nations, book | chapter VI first line.
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of hunting, gathering, and storage would at this evolutionary stage determine the
rhythms of expeditions of nutrition procurement and of idleness or leisure, as well
as the capacity of a horde, tribe, or settlement to survive.

Impact of the neolithic

People have been drawn together in small settlements since the Neolithic revolu-
tion; gatherers became farmers, and hunters became cattle breeders etc. As food
was now being grown or pastured, its arrival could be more reliably planed for. More
importantly, compared to itinerant hordes, nutrition production grew in quantity
and quality thanks to technical improvements and to the division of labor. Crafts-
manship developed and discoveries, innovations, and inventions wer made, if ter-
ribly slowly compared to the speed they acquired since the 18th century. Nutrition
production also became less dependent on individual success when making a kill or
finding plants. As prey were domesticated, bred, raised, and slaughtered and plants
were seeded, cultivated and harvested, nutrition production became, yet, more de-
pendent on the rhythms resulting from the inclination of the earth axis, i.e., seasons,
and from the different stages of animal life. Farmers must normally work on their
fields and with their domesticated animals throughout the whole year, but what they
are doing — preparing and fertilizing the soil, building and repairing irrigation sys-
tems, seeding, fighting against pests and vermin, harvesting, and further process-
ing grains or vegetables — is seasonal or determined by stages of animal growth,
accidental weather or natural catastrophes.

Section 2. Primitive society and civilization
The small step from exchange to capitalism

Societies did not remain consigned to small villages of families and tribes after the
Neolithic Age. Larger towns and cities evolved at many places, e.g., the bronze-age
Egyptian Civilization around the Nile River, the Harappa Civilization (or IVC, In-
dus Valley Civilization), and the Mesopotamia civilization in the Tigris-Euphrates-
river-system, each around the third and second millennium BC. The Greek, Roman,
or Chinese civilizations were born somewhat thereafter. Roughly in parallel, private
ownership of the means of production, and of land in particular, was established,
and exchange, money, profit economies, the state, law, philosophy, and monotheis-
tic religions surfaced.

In particular, the economic system took off and quickly transmuted into ancient
capitalism. We have defined the economic system not by a purpose or a physical re-
sult — goods procurement — but by a certain mode of operation, negatively in terms of
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the absence of violence, and positively by exchange and the use of money. The use of
money arose shortly after exchange, or with it, and there is, in fact, not much dif-
ference between these two moments. Exchange may have, to some extent, emerged
“bottom up”’, even though markets probably did not commonly have the innocent
background of proverbial “village markets”. As long as village life, family, and tribal
structures remained intact, the exchange of values-in-exchanges probably played
no big role, and when markets came into play, they probably did not naturally grow
out of village life but were superimposed following severe disturbances of locally inte-
grated communities, e.g., to sustain mass armies, often by force. Alternatively, mar-
kets came up with long-distance luxury trade that served the early Neolithic elites.
Long- and medium-distance trade in basic goods developed only thereafter, e.g.,
from south of the Yangtse to the changing Chinese capitals in the North near the
Yellow River (Huanghe) via inland canals, mostly with rice,” or from the 15th century
onwards via the Baltic Sea with wood, grains and wine in the European Hanseatic
League.?

What could not be procured directly from nature, or via traditional kinship or
tribal bonds or by way of violence, could, thus, be obtained by instigating the consent
of suppliers by offering other goods.* This practice somehow became more and more
frequent and the “market” became a metaphor, first for the expectation of a recur-
ring local gathering of possible exchange partners, and then for the reachability of
exchange partners via long distance communication and transport. Thus, from the
perspective of goods procurement, e.g., the feeding of a community, the “market”, or
rather the economic system, could assume the functions of either nature or of store
houses. If I did not find what I needed to feed my community members in nearby
gardens of nature and if I had not taken care of filling up my storehouses in due
time, or if my surplus then had been insufficient, what could bail me out? Somebody
ought to bring the needed goods to me... Yet, as Peter J. Golas reasons with a view to

2 The Grand Canal whose origins date back to the 5t century BC with a final length of around
1.800 kilometers, which ultimately connected Hangzhou with Beijing or other Chinese capi-
tals, stands out as the longest and most important one. During the Sung dynasty China had
internal waterways of 50.000 kilometers in the aggregate (see Vogelsang (2013) page 238 et
seq., 299 et seqs. and Cernet (1972 tome |) page 303 et segs.

3 Kennedy (1987) page 51, 65. Polanyi (1944) page 66 sees internal trade as being “created by the
intervention of the state”. “Right up to the time of the Commercial Revolution, what may
appear to us as national trade was not national but municipal. The Hanse were not German
merchants; they were a corporation of trading oligarchs... Far from “nationalizing” German
economic life, the Hanse deliberately cut off the hinterland from trade” (page 66). Polanyi
concludes: “Neither long distance trade nor local trade was the parent of the internal trade
of modern times” (page 67).

4 Boisguilbert has already stated that “each member of the productive class only buys someone
else’s commodity under the implicit assumption that someone else, directly or indirectly,
buys the commodity he sells.” (Faccarello (2016) page 11).
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the Chinese Sung dynasty: “Agricultural societies, even when relatively prosperous,
inevitably have large numbers of people living near the subsistence level. Famine is
therefore an ever-present thread. The problem is compounded by slow and erratic,
transport systems, that impede distribution of goods from areas of plenty to areas of
shortage.” Other issues are no less important. First, there may simply not be enough
areas of plenty and such areas may not have enough of the specifically needed nu-
tritional inputs to give them away... Second, if they do have some excess goods, what
should motivate them to transfer them to somebody else and put themselves at risk?
Here the economic system can come in to play. It offers a strong generalized motive
to render help to those in need, money payments. The problem is, however, that the
motive to procure goods and transport goods will only arise if proper money pay-
ments will be made. Worse, the economic system not only requires money payment
as condition sine qua non to provide its helping hand, but it will sometimes even
itself become a part of the problem by creating “artificial scarcity” through, as Golas
puts it “refined commercial practices, including speculation and market manipu-
lation..”. The economic system relieves from finding the necessities when they are
needed and from storing them, but not from having money or something else for
exchange.

Once the economic system had been established, the following sequence un-
folded almost automatically and did so rather quickly:

pre-economic goods procurement in primitive society (1)
N2
exchange economy (2)
v
money economy (3)°
v
profit economy (4)
N2
capitalism (5)
v
...and its prosthetics (6).

Stages 2 to 4 may occur almost simultaneously; stage 5 may follow along, more or less
quickly. With a view to the transition from a money economy to a profit economy, (2,
3)to (4), itis useful to consider the economic system as a “host system” earmarked by

5 Golas, The Sung fiscal administration, p. 204.

6 In Luhmann (1998) page 14, while in all social formations “..one has to agree on access to
scarce goods,..the differentiation of a special functional system is only brought about by
money as a medium of communication”.
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exchange and money, and the drive for profit or the dynamic of capital as its “guest
systemy”, which operates within the wider general economic system. The guest sys-
tem relate to the first host system as a storm system relates to the atmosphere, an
infectious disease to a population, or an ideology to a wider discourse. One can also
say thatitis like going hunting in a forest or like playing a soccer match on a playing
field. Sure, there are markets, just as there is exchange, but they are only the playing
field. The name of the game being played, however, is “profit economy” or “capital-
ism”. Talking about a “market economy” is, accordingly, a bit like talking about “sta-
dium sports”. While this separates them from sailing, golf, mountaineering, and the
Tour de France etc., it does not say anything about the game actually being played
(javelin throwing, soccer, female pole-jumping, or boxing). Economic theory must,
yet, name the game played, which includes the purposes of the exchanges and the
systemic connections between them. This already explains why we generally prefer
to speak about “capitalism”, and not about a “market economy”.

Aprofiteconomy and capitalism emerge, as we saw in the elementary economics
of profit economies, in the economic system as soon as humans make a specific use
of exchanges by not entering them to procure values-in-use for their consumption,
but to turn money into more money. In so doing, they discover and use the inter-
nally available option of money - to generate exchange profit via M—-C-M’-circuits.
While the economic system as such takes regional control over goods procurement,
M-C-M (as guest-system) wrest control from the economic system. The guest-sys-
tem's players become aware that they have the most powerful interest in the prop-
agation of the economic system and give it a massive boost, extending it in space
and into the depths of society. The growth of the money economy, as the host-sys-
tem, is pushed not only by the interest to facilitate commodity exchange in C~-M-C’-
circuits, but also by the guest-system, to gain ground so that it can unfold additional
M-C-M’-circuits.

Even if to the extent the economic system develops in a “bottom up” way, states
will normally crucially support it. There are two sides of this: the more a domestic
area is pacified, a monopoly of physical force is erected and laws and courts begin to
operate; as we have seen, present values of future values-in-use increase. States, or
even proto-states, are greatly interested in this process, in order to increase their ter-
ritory’s well-being, military power, and their tax revenue. However, the social classes
represented by states also have a direct personal interest in evolving the economic
system as they most immediately stand to profit from more and more voluminous
M-C-M’-circuits.

Host system and guest system

What the guest-system seeks in the host-system is “profit’- and therefore, “profit
economy” is the first plausible name for the host-system when it gets dominated
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by the guest system. “Profit” places the emphasis on the special motive or purpose
of economic behavior (M-C-M instead of C-M-C’) and the logic behind it. As we
have seen, this creates asymmetricity of the roles involved in the exchanges. The pur-
suance of this motive and the logic of profiteering will soon bear fruit and will lead
to a significant enrichment and capital formation in favor of the M—C—-M’-players.
The emphasis now shifts from some self-selecting themselves to be M—C—M -players
(the “trade heroes”) to its result, the accumulation of ownership of means for playing
M-C-M’in one class; this, from thereon, justifies the term “capitalism”. It is insofar
correct to even already apply this term to economic systems that have existed as early
asin Greek, Roman, and Chinese antiquity. Making a “profit”, and the possession of
“capital”, do not require that those who work enter into free contracts; accordingly,
the term “capitalism”is proper irrespective of whether or not the immediate produc-
ers are slaves (personally dependent unfree peasants), “ewofold free” workers, or any
mix of the above. Making a “profit” is also independent of the tremendously lower
development of productive forces in antiquity.

Like there are only small nuances between an exchange and a money economy,
and between a money economy and a profit economy, there is hardly a palpable
difference between profit economies and capitalism. The more we become aware
that ancient Greece, Rome, or China were profit economies or ancient capitalist
economies, the less we will be surprised that the re-discovery of Roman law as the
law of a “slaveholder-society”, in Bologna in the 11th and 12th centuries, prepared the
Renaissance and modern capitalism in Europe. We also need no longer be amazed
by the relevance of Greek state theory (of another “slaveholder-society”) today,
even including in mass-democratic societies. If today’s capitalism is not so remote
from ancient capitalism, then this off course challenges the Marxist evolutionary
scheme primitive society — slavery — feudalism — capitalism (and then socialism -
communism). If we had capitalism already in ancient Greece, Rome, and China, and
we still have it now, then the crucial historic “jump” or the great evolutionary and
historic rupture must have happened much earlier. It happened precisely between
primitive society and ancient profit economies or ancient capitalism, i.e., between
primitive society and civilization.”

7 The Marxist evolutionary scheme is primitive society —slavery — feudalism — capitalism (and
then, some hope, socialism — communism). It is ultimately based on the theory of labor
value and exploitation as the three first production methods are distinguished by different
“methods” or “forms” of exploitation (in slavery, exploitation takes place via ownership of the
laborer, in feudalism via feudal bonds, and in capitalism via employment of free workers).
The scheme was always misleading. E.g., Greek or Roman slavery could be well combined
with otherwise capitalist forms. By massively using slave labor in the 16™ to 19" centuries
(slaves were used in Cuba until the end of the 19t century), Spain did also not regress into a
“slave-holder society” and it would be beside the point to view the US, even if it maintained
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A new view of the Middle Ages

Once we begin rewriting evolution and history around the two essential poles of
primitive society and civilization, we open up the possibility to see the primitive
society — slavery — feudalism - capitalism — sequence in a new light. Social anthro-
pology has consistently taught that the antagonism between the profit economy and
families, tribes, and the order of custom was most aggressive first in the “Axial Age”
and, second, since the 15th century. In contradistinction, much social anthropol-
ogy has portrayed the feudal Middle Ages, which are generally disparaged as being
“dark”, full of superstition, and cruelty, much like an extended rest for the lower classes
between two tougher evils. Feudal societies not only had one hundred to one hun-
dred and fifty holidays per year (of course, peasants had to do what it took on the
fields in order to bring in a proper harvest, and often that was not enough) but peas-
ants, in fact, appear to have often been better off than before or after the Middle
Ages. Equally, the dynamics of the profit economy and of ancient capitalism — or of
the debt, which David Graeber puts in the center of his book “Debt” — were partially
set out of operation or greatly moderated by ideological, mostly religious, anti-cap-
italist movements. Catholicism, Buddhism, and Islam, which dominated the world
atthat time, all had very strong anti-usury and anti-debt contents that protected the
peasantry from the destiny of their predecessors in antiquity.® Furthermore, there

slavery until the end of the civil war in its South, as having been a “slaveholder-society” until
then.

8 Luhmann (1991) page 69 views the collapse of socialism in the early nineties of last century
as a failure of a large-scale experiment of an ethical control of the economy. Quite surpris-
ingly (or unsurprisingly), soviet style socialisms would then move closer to the Middle Ages
as its predecessor-experiment of reducing the power of M—C-M’ in favor of C-M-C;, ethics
and religion. On centrally planned and administered economies, see also Luhmann (1988)
page 106 et seq. Kornai (1992) supplied an economic analysis of Luhmann’s “large-scale ex-
periment of an ethical control of the economy”. He, in particular, juxtaposed the methods
of “coordination” within a socialist economy to the methods of a market economy. Social-
ism, he finds, is only a “semi-monetized economy” (page 131), which. although it possesses a
quasi “monobank” (page 132), is largely “centrally managed” (he prefers “centrally managed”
to “centrally planned” because of ongoing interference, page 117) by bureaucratic coordina-
tion. The process begins with a policy decision on what output is desirable in the planning
period and the nearly megalomaniacal effort to draw a mental picture of how technologi-
cal development, resources, investment, labour, intermediary output, monetary matters and
foreign trade should integrate into this picture. But direct bureaucratic control could only
work if perfect information on the past and precise predictions of the future were available,
commands were faultless and carried out with impeccable accuracy (page 118). Resources
are nevertheless directed accordingly, leading to persistent “vertical negotiations” between
the central planning committee and ministries, within ministries, between ministries and
firms and between different firms (page 122), in which the lower levels typically demand
higher inputs and lower output targets. The “vertical negotiations” are accompanied by a

143



M

Gerhard H. Wachter: The Capitalist Economy and its Prosthetics

were strong institutions that shared an anti-M-C-M'-bias, e.g., churches, convents,
and universities. The feudal structures, through which feudal lords appropriated
surpluses of the work of dependent peasants,® often, indeed, involved a seriously
meant personal bond; this was very different from the relationship between masters
and slaves in slavery or between capitalists and workers in capitalism. It accentuated
the self-interest that feudal lords had in a certain well-being of “their” dependent
peasants.”

Of course, religions, which had all emerged as anti-debt—movements in the ‘Ax-
ial Age”, not only massively suppressed the development of money and profit econo-
mies, but they also depressed scientific, technological, and societal progress.™ Stag-
nation reigned throughout the Middle Ages. This only changed when dynamical cap-
italism re-emerged alongside the Renaissance and Reformation. After all, it can be
argued that it was not in the allegedly “dark” European Middle Ages that peasants
suffered the most, but before the Middle Ages or afterwards, e.g., when large peas-
ants’ upheavals and peasants’ wars, such as the great German peasants’ wars, took
place between 1524-1526, when an estimated 70,000 were killed. (This number of
dead will appear ridiculously low compared to the millions of dead in Chinese peas-
ant rebellions and wars, which we shall encounter later).

Section 3. The master drama of ancient capitalism: Land for peasants
Agriculture and small peasants’ land ownership

Today’s intellectuals tend to underestimate agriculture, but agriculture, and land,
meant everything for more than 90 % of human history for almost 100 % of the peo-

systematic distortion of the upward flow of information (page 123) and lead to the already
mentioned permanent central interference, which renders prices rather irrelevant. E.g., if so-
cialist states wish to enable consumer prices below costs, they subsidize them by a “negative
turn-over tax.” (page 136). Kornai’s results are largely sober and well-balanced. Many plan-
ning officials of the former GDR and managers of people owned businesses, to whom the
author could talk to when he worked for the German privatization agency the early 1990ties,
would likely have shared Kornai’s views.

9 This expression does not imply a Marxian exploitation concept. The appropriated surplus is
the difference of the value-in-exchange is attributed by markets and the costs.

10 Sometimes the case is made that the economics of slave economies convey stronger motives
to take care of slaves than for capitalists to take care of free workers. However, ongoing sup-
ply of “fresh” slaves worked in the opposite direction.

b8 Quite interestingly, Graeber explains patriarchalism, including prohibiting women and
daughters from leaving the house and their wearing of veils, as an attempt to protect them
against being enslaved and prostituted if the family’s father should become overindebted.
(Graeber (2011) page 182 et seq.)
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ple. Many social philosophers assumed that primitive society — “that early and rude

"2 — had rather equal rights of appropriation, or even a rather equal

state of society
distribution of land and, apparently, this assumption was historically true over a
longer period in many civilizations. After the Neolithic revolution, in many cases,
tribes worked their fields and used their pasture jointly, and, given the slow speed
of ancient history, this condition may have actually lasted for millennia.” However,
itdid come to an end everywhere, and inequality did emerge. The most powerful and
noble families, magnates, “engrossers”, latifundist, a local or regional landed nobil-
ity, a gentry or as they may have else been called, or, sometimes town-based grand
merchants, got to own the largest share of agrarian and other land over great periods
in history that followed. Of course, there were narratives, e.g., myths, that explained
how this situation had come about, and normative ideas, which were promoted by
these families and proto-states or states, which justified it. Often there were also
laws, which protected it expressly.

Legal construction of land ownership, property etc.

In the present context “land ownership” etc. is supposed to mean primarily some-
body having the right to appropriate the result of working the land. If the small peas-
ants had that, there was no master drama. The legal construction is, economically, of
lesser or little or no relevance. E.g., whether the land may officially have been owned
(if at all the notion of ownership or property exists) by a god, emperor, king, or over-
lord was inconsequential if the peasants working the land could reliably appropriate
the produce and could expect this to continue in the future. This situation was not be
practically different from the peasants officially owning the land, having some title
to it, as may have been evidenced by land registers etc. In fact, small peasants were
often better protected if they had no title to the land — as they could then not pledge
or mortgage it (and see creditors execute in it), or lose the land by selling it in dis-
tress. We also note that an attempt to apply modern legal terms to ancient conditions
will mostly take us nowhere. E.g., it would be inadequate to construe the reliable,
foreseeable use and the right to appropriate the produce of the land as “possession”
or as usus fructus in the modern sense (which legal terms may, in fact, also not be the
same in different legal systems). After this point is clarified, there is, though, now

12 Wealth of Nations, book I chapter VI first line.

13 In China this situation was mainly known as the tsing tien system (well field system). See
Bodde, The state and empire of Ch'in, pages 27 et seq. 35 et segs. In Rome, according to
Mommsen, fields were initially in common property and “wealth” was identical with cattle
and the possibility to use land. He argues that the word “pecunia” (meaning money and cat-
tle) and “manucipatio” (meaning transfer of property) were not applied to the transfer of
land, but only to movables (manus = hand). See Mommsen (1976) volume 1 page 197, 198.
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no more reason to painstakingly avoid terms like ownership, property etc. related to
land ownership.

The distribution of agrarian land, production, population, taxes, armies and
state administration

Small peasant's land ownership, production and states’ tax incomes etc.

The distribution of agrarian land matters greatly for the production output, for the
size and character of the population, for the amount of taxes the states can collect,
and hence for the state’s fiscal situation. Thereby, it also matters for the number of
state-functionaries and soldiers the state can recruit and its external might, whether
itis used expansively or defensively, the size and volume of its construction projects
and infrastructure and the luxury available to a court. High agrarian production
output and high collected taxes will also support artisanry and finance intellectuals,
e.g., philosophers, teachers, and artists, although they are normally rather cheap.

At the beginning of the book, we stressed that men are dependent upon their
environment with regard to water, nutrition, housing etc. They need to, first, pro-
cure these goods from nature and then to defend them against other humans and
animals who might take them away. This has the greatest impact in the motivational
system of humans. A given distribution of land directly connects to this. If small farmers
have land, which is usable for agriculture, they will most likely work it as they can then
simply live from their harvests as largely autarchic units. Given proper soil, climate,
no natural catastrophes, and no civil and external wars, that is mostly enough and
they can survive rather independently of what is going on around them. In particu-
lar, they need not worry about there being somebody with effectual esoteric demand
for their output and sufficient producive spending for it. Their autarky keeps them
outside of the economic system and unaffected by its interdependencies, complex-
ities, non-transparency, and frequent erratic behavior. Left alone, disturbances by
humans, they have to worry about nature alone.

Peasants in Antiquity needed only few suppliers. They could mostly themselves
generate their supplies directly from nature, e.g., seed, primitive tools, and water, or
on a bartering basis with local artisans. Aside ownership of usable land and possible
political restrictions, there were no serious entry barriers to becoming a peasant.

Customers were, thus, not crucial for small independent peasants. There was
the state, though, presenting itself as their partner against their will, and request-
ing them to deliver a share of the harvest (either in kind or in money, which dif-
ference will matter later). Such requests are justified by traditions, myth, religion,
other ideologies or the law, and they can widely also be enforced, at least against
small peasants living in transparent conditions, and which have no army of their
own. As peasants want to avoid not only imprisonment or other punishment but
also execution in their land, the necessity to pay taxes enters in their motivational
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systems nearly as merciless as their physical necessities for food, water and housing.
There is a strong transmission belt between land ownership and production, which
does not only favor the immediate producer families but also distant other people, to
whom the produce is redistributed by the state. Even if small peasants can initially
self-supply with tools, seed, and water, after some time, if they run a small surplus
beyond their immediate survival needs and their tax obligations, they will open up a
market, at first small, then sizable, for equipment and inventories, consumption of
food that they do not produce themselves, and occasionally even for a bit of symbolic,
positional and luxury consumption.

If the respective plot of land was not owned by the small peasants who work it,
they could not subsist from it, they wouldn't have as many children as now, and no-
body would receive the share of the produce, which they forward to the state as taxes.
They would also not generate employment for others.

Latifundists’ land ownership, production and states’ tax-incomes etc.
Assume now the land is taken over as private property by a latifundist. He will only
have the land worked, if he can draw a profit out of this, meaning that he needs to
find somebody to work the land for less than what somebody else will give for the
produce or that he receives a proper share of the produce. In the simplest case, if
the latifundist is lucky, he can keep the peasant family on the land, get rif of the
state (the state ought not to accept this, but states were often not capable of enforc-
ing tax payments against latifundists) and collect the state’s former share (ceteris
paribus, either in kind or in money) for himself. The state does not have to waive its
claim wholly but the state and the latifundist may repartition the share of the pro-
duce they draw from of the peasant family. This would lead to tax-losses for the state
and a meagre profit for the latifundist only. If the state insists on his full share, or
if the latifundist ask for more than what would add up to the old tax, the share of
the peasant family in what they produce has to fall or it has to work harder or more
effectively. This will often ruin the peasant family. In this case, the latifundist may
hire somebody to work the land as an agrarian laborer instead, which will, though,
change very little. The latifundist still have to leave a significant share of the harvest
with the employed laborers — if now as salary. Otherwise, the laborer, too, will leave
or decay. And the latifundist will still have to deal with the state’s request for a share...
Latifundists will, more generally than the state, not be interested in produce in
kind, but in money. Depending on circumstances, they will try to sell the whole pro-
duce and pay their laborer in money, or they will sell the share of the produce they
receive in kind. To whom will they sell the produce? Most certainly, they wor't be able
to sell the produce to the peasant families they displaced from the land or who were
displaced elsewhere — they do not have the money to pay for it. The private owners
will need to find somebody else with sufficient effectual demand, who must draw a suf-
ficient income from somewhere else, This is, of course, possible, e.g., long-distance
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trade, armies, or urban hubs with state-functionaries may generate such income,
but latifundists will have to compete for this demand against other latifundist and,
may be, against some remaining small peasants.

The old simple and stable mechanism, which applied when a peasant family was
working its own land, in which production, including of a part forwarded as taxes,
was directly driven by survival necessities of the immediate producers, is gone. The
higher the percentage of the land, which is owned by latifundists, and in respect of
which they claim a share of the produce in addition to the state, the more condi-
tional and precariat will motives for agricultural production be, and the more likely
will a “surplus”-population of landless beggars, prostitutes, bandits, pirates, and so-
cial revolutionaries come into being. Of course, following this, the population will
shrink, tax income and size and quality of the army and of the infrastructure and the
administration of the state will fall. The decay of the small peasanty will, in particu-
lar, damage the military. The respective state’s power of violent wealth procurement
and to defend against violent wealth procurement of neighbors will be undermined
to the extent it expropriates its fellow citizens who are to do the fighting and finance
it.

We shall now take a historical look at the Greek, Roman and Chinese ancient his-
tory. The Greek history, which we examine, evolved over only a few centuries, from
around 700 to 400 BC, until the end of classical Greece before the Hellenistic period.
Or review is mainly focused on Athens, with a very brief look at Sparta. Rome was
much larger than Greece, but the period examined also only extends over a simi-
lar period, from around 400 BC into the 1st century BC. Finally, this book will, very
briefly, also look at an East-Eurasian variant of the ancient master drama. Our ob-
servations on China shall be more general and cursory then those before, but extend
over more than two millennia.



Chapter V. Conservative-restorative policies and
prosthetics in ancient capitalism

Section 1. Conservative-restorative policies and prosthetics
in ancient Greece

Origins of the ancient master drama in Greece

Private ownership of land emerged in Minoan and Mycenae palace cultures after the
Neolithic Age and during the late Bronze Age. The Minoan culture, mainly in Knos-
sos on Crete, lasted from around 2600 to 1450 BC. The Mycenae culture, e.g., Myce-
nae, Pylos, and Tiryns, conquered the Minoan in its last centuries and lasted from
around 1600 BC to around 1200 BC." Appropriations of agricultural land from small
farmers by latifundia owners are believed to have taken place and led to social con-
flict. Some authors connect the downfall of the Mycenae palace culture with earth-
quakes or the breakdown of trading systems with Phoenicia and social rebellions
that followed agrarian conflicts.> A general regression into a more primitive stage
of evolution occurred thereafter. Palaces, trade, bureaucracy, and the art of writing
(Linear B) disappeared; tools and pottery became simpler. We enter into what his-
torians call the Greek “dark ages” or the Greek “Middle Ages” (lasting from around
1100 BC to 700 BC). Migrations occurred at that time, e.g., the Dorians moved to
the Peloponnese.? The migrating tribes would grab the land from their displaced
predecessors; afterwards, an internal redistribution within the winning tribes oc-
curred. Given Greece's geography, with many curvy coastlines, isthmuses, islands,
peninsulas, and mountains, this took place in over a thousand* mostly small, en-

1 Ober (2016) page 119.

2 Burn (1990) page 56 attributes the decay of the Mycenae palace culture to the fact that “the
palace people.. had become so far removed from the peasantry that they could no longer
trust them as soldiers.” Other explanations, earthquakes, drought, and raids by sea people
are given by Waterfield (2018) page 17.

3 On migrations within Greece, into Greece, and around Greece, see Cartledge, Historical Out-
line c. 1500 — 146 BCE, page 54—60, in Cartledge (1998) page 38. Burn (1990) page 61.

4 Thommen (2019) page 26.
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capsulated, and separated poleis.® Attica, roughly the size of Luxemburg,® was the
largest; Sparta on the Peloponnese followed; Syracuse in Sicily was later to become
the third largest. Hesiod, born before 700 BC, in view of the land appropriations,
recommended that farmers “always be in good time” in agriculture, then “you will
buy another man’s farm, not he buys yours”.” Hesiod also recommends remaining
free of debt and having only one son to keep the land together.® The ancient so-
cial master drama was, nevertheless, probably the main cause that triggered the
Greek outbound colonization, which began between 750 and 600.° As everything in
Greece, it was a small numbers game.’® The families who had kept sufficient lots
of land stayed in Greece while many who did not, approximately forty thousand
adult males, left." The colonists preferred costal places or offshore islands around
the Aegean Sea, Black Sea, Adriatic Sea, and Mediterranean, from Spain,” North
Africa, Southern France, Massilia, today’s Marseille, to Sicily, the West cost of to-
day’s Turkey and Odessa. Plato coined the expression that they were sitting around
the Mediterranean and the Black Sea “like ants or frogs around a lake”.”

After the Greek “Middle Ages” we reach what historians call the “archaic period”
of Greek history. This period lasted from around 800 to 500 BC; the “classical pe-
riod” (479 BC to 323 BC) followed thereafter.'* Like everywhere in ancient history,
the two sides of our distinction, between wealth accumulation through robbing and
through exchange (see Chapter 1 and 3), mutually influenced each other. The Greek
land-owning citizen farmers, the hoplites, worked their fields and fought expansive

Burn notices: “..our maps usually underemphasize the disunity of classical Greece” (page 63).
See Cartledge, Power and State, page 149, in Cartledge (1998).

Hesiod’s book was called in his Works and Days. Quoted from Burn (1990) page 76.

See Thommen (2019) page 26 and Clauss (1993) page 55.

The significant problem of displaced (“drifting”) peasants moving from north China to the
south following the second century AD was dealt with by assigning land to them and pro-
viding them with tools. They were also partially exempted from taxation and supported by
relief measures if locusts, draught and floods hit. See Ebrey, The economic and social history
of the later Han, page 618 et seq.

10  See Cartledge, Power and State, page 140, in Cartledge (1998). Waterfield (2018) page 20. Grae-
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ber (2011) page 182, sees Greek colonization as a means to forestall future debt crises.

1 See Cartledge, Historical Outline c. 1500 — 146 BCE, page 54—60, in Cartledge (1998). Attica
seems to have had enough land to nourish the Athenians and Laconia to nourish the Spar-
tans, so the Athenians and Spartans mostly stayed home. The colonists appear to have
largely come from tighter places and islands. (Thommen (2019) page 50, 58; Burn (1990) page
118).

12 Burn (1990) page 111.

13 Plato, Phaidon, 109 St1 A.

14 On the periodization of Ancient Greece, see Cartledge, Historical Outline c. 1500 — 146 BCE,
page 54—73, in Cartledge (1998).
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and defensive wars. How did these two ways of goods and wealth procurement (or
of defense against foreign goods procurement by violence) affect each other?

Peaceful economics and violent prater-economics

Interestingly, we hear a lot about more about the negative impact of the peaceful ex-
change economy onto goods procurement by violence than the other way around.
The dynamics of the peaceful exchange economy obviously greatly damaged the so-
cial base of the poleis’ military. Athens had an average “gross” population of around
250,000 of which Athens’ citizens, all males, who also supplied the core of the mili-
tary, were around 30,000 to 50.000 in the 6th and sth century, hence the time from
Solor’s reforms to the end of the Peloponnesian war. In bad times, e.g., during the
Persian and Peloponnesian wars, it dropped,” in times of prosperity, e.g., after the
Persian wars, the population grew and it may have doubled between 480 and 431."
We should assume that the number of Athens’ free farmer warriors was still lower
in the early sixth century, when Solon was archon, say at 30,000. According to a
widespread opinion, the distribution of ownership of land in Athens was still com-
paratively equal in the 6th and 5th centuries BC. Ober reports that 20 % of Athens’
citizens did not own land, 7.5 to 9 % owned 30-35 % of the land and the remaining
70-75 % owned 60-65 % of the land."” If we apply these percentages to 30,000 citi-
zens of Athens, then we come to assume that approximately 6,000 citizen would not
have owned land, and that 21,000 citizens would have owned 60 % of the land.
Hoplite warfare was introduced somewhere between the 7th and the end of
the 6th century.” Allegedly, Athens and Platea had 10,000 hoplites in the battle of
Marathon in 490 BC, of which the vast majority would have come from Athens,”
say 9,000. If we assume the number of Athens’ hoplites to be less a hundred years
earlier, then they may have been around 6,000. Sparta mostly had around 5,000
hoplites.” As hoplites were “mostly middling peasants with some resources of their

own”,* or as Cartledge puts it, “citizen landowners, people who on average owned

15 This appears to be roughly the majority opinion of historians. A disease between 430 and
425 BC may have claimed 75,000 lives (Ober (2016), page 302), 20,000 lives (Thommen (2019)
page 205) or one quarter to a third of the population (Giinther (2011) page 216).

16 Grant (1992) page 64. Burn (1990) sees it peaking at 70.000 under Pericles (page 215).

17 Ober (2016) page 143 with further references.

18 According to Forest (1986) page 25, it appears on vase painting in the middle of the 7t century
BC. Waterfield (2018) page 62 argues that it was introduced only at the end of the 5" century
BC.

19  Forest (1986) page 37 et seq.

20 Forest (1986) page 33.

21 Grant (1992) page 46; Giinther (2011) page 177. Other authors argue that hoplite equipment
was comparatively cheap (Ober (2016) page 202).
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about 5 and 10 acres of land”,** they must have constituted about 30-40 per cent
of the adult male citizen population of a city state.”® Accordingly, the fault line ran
straight through the core of the Athens army apparatus between farmers who were
atrisk of losing their land and others who were likely to remain safe. A loss of a farm
to a wealthy neighbor would, off course mean a loss of a hoplite for the army and
weaken Athens’ military might.

Farmer-hoplites were, sure enough, killed in military action, and had to be ab-
sent from their fields during campaigns. Astonishingly, this appears to have been
less damaging to the hoplite army as such. While wars in the 6th and sth centuries
were more the rule than the exception, a number of factors moderated their effect.
First, hoplite soldiers would normally have sons who would literally take over the
hoplite equipment as well as the land from their fathers; the loss of the land would
end the existence of a “farmer’s position”, the death of a senior farmer not neces-
sarily. Second, in fact, the damage of warfare to agriculture was bearable as cam-
paigns took mostly only place in midsummer, when there was no work to do on the
fields,* and family members or slaves, which even small farmer sometimes had,
took over the work in the absence of the hoplites. Third, if it came to battles, while
hoplite phalanx fighting was an incredibly courageous face-to-face fighting, casu-
alty-rates and killing-rates were nevertheless limited. This was partly due to con-
ventions and symbolic elements. The battle began when both sides were properly
deployed in formation and, more importantly, it was considered to be decided upon
if one phalanx was pushed back or dissolved (there were no reserves). Consequently,
some fights only lasted for minutes. Fourth, if a phalanx had been brought into dis-
order, then the hoplites would throw away their heavy equipment (weighing around
23 kilograms) and their helmet, which limited movability and sight, to run away.
Dishonorable, as it was, it gave the advantage to the fleeing hoplites as the pursuing
phalanx still had to carry their heavy weapons.* This was, perhaps, a practical rea-
son for why pursuing dissolved phalanxes (absolutely contrary to Clausewitz’ rec-
ommendations) never became a relevant factor in the 6th century and throughout
most of the 5th century. However, it does not answer why lighter troupes or cavalry
were not held in reserve to do the killing after the battle’s culmination. The answer
to this question may be found in symbolic moments or in the fact that escalation
to “absolute war” (in Clausewitz’s sense) was certainly not in the interest of hoplite-
farmer armies. The victorious phalanx would, rather, only erect a symbol of its vic-
tory on the battlefield; the loser would carry their armor, their wounded, and their

22 Cartledge, War and Peace, page 168, in Cartledge (1998).

23 Cartledge, War and Peace, page 168, in Cartledge (1998).

24 Ober (2016) page 61. The Mediterranean was less dangerous in summer (loc. cit.).
25  Clauss (1993) page 90.
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dead away — and that was it.*® Accordingly, the winning side in hoplite warfare of-
ten had only as few as 5 % of its hoplites killed and the loser around 10 % or 15 % to
20 %.”” As a consequence, heroic hoplite phalanx fighters could grow rather old. Ifa
summer campaign occurred every second year, winning hoplites would statistically
reach a 100 % probability of death only after 20 years; if they began campaigning at
18, then that would probably be at around the average life expectancy of the time.

It is for these reasons that the risk to hoplite farmers of losing their existence
was indeed higher back home, where there were plenty of "other men”’ who wanted to
“buy their land”.?® This may explain why Solon argued, in his report on his laws, that
without these laws “the polis of Athens would have been bereaved of many men” or
why Burn explained compromises in conflicts between the aristocracy and poorer
farmers as follows: “It was not so much the danger of revolt, for the rich had the
best weapons; but what would become of a state with a dwindling army?”*° A well-
known event in the Peloponnesian war, around 170 years later, speaks volumes about
the importance of hoplites in ancient Greece: In the Peloponnese war, the Athenians
captured 120 Spartan hoplites in a coup at Pylos (on the small island opposite from
modern Pylos). While this appears to be a very modest number, it seems thatholding
these few hostages enabled Athens to negotiate the interim Nicias peace in 422 BC.”

Draco, the reformer

Draco became archon in Athens in 621 and enacted what would later be called “Dra-
conian laws”. Little is left thereof, but his laws, which were displayed on wooden pil-
lars,* must have strengthened the supremacy of statehood structures and the state
monopoly of criminal prosecution, e.g., by prohibiting vendettas and feuds®® (which
normally works against the power of the old noble and wealthy families). Draco’s
laws, their harshness notwithstanding, may also have limited the discretion of the

26 It much limited the casualty rate. See Waterfield (2018) 160 et seq. Philipp Il of Macedonia
did away with this restriction and had his cavalry pursue dissolved enemy formations and
kill them up to the last man (Clauss (1993) page 90).

27  Waterfield (2018) page 160 et seq: 5% and 15 % to 20 %; Cartledge, War and Peace, in Car-
tledge (1998) page 168: 5% and 10 %.

28  Seeagain Hesiod's phrase “you will buy another man’s farm, not he buys yours”, quoted from
Burn (1990) page 76.

29  Quoted in Aristotle, The State of the Athenians, 12.4, translated from German by the author
based on a translation from Greek by M. Dreher, see Giinther (2011) page 70.

30  Burn (1990) page 119.

31 Thucydides, The history of the Peloponnesian war, chap. XII; Giinther (2011) page 203. Accord-
ing to Cartledge, War and Peace, in Cartledge (1998) page 179, two hundred and ninety-two
Spartan hoplites were captured. See also Fisher, Rich and Poor, in Cartledge (1998) page 93.

32 Thommen (2019) page 59.

33 Thommen (2019) page 50, 59; Clauss (1993) page 61.
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jurisdiction by the ruling aristocracy, the eupatrids. In the late 7th century BC, right
after Draco, there was again great social discontent because small farmers, the geor-
goi, had either lost or were at risk of losing their land to their wealthier aristocratic
neighbors.** Like everywhere, this appears to have happened after they had taken
out debt in distress. They were then often sold into slavery abroad or their wives
and daughters were made to become prostitutes.> Others had to accept long-term
arrangements with rich landowners,* under which they were lastingly — until the
repayment of debt with interest — obliged to deliver a share of their harvest. It ap-
pears that they were called hektemoroi (six-part-men), but it is not so clear whether it
meant that they had to deliver one sixth®” or five-sixth of their harvest*® - although
this is a dramatic difference.*

Solon, the reformer

The squeeze of small peasants, whatever aspect most contributed thereto, also led
to the famous reforms of Solon of 594 BC. It appears that the small farmers and the

34  Giinther (2011) page 60, reports of unrest and civil wars (staseis) in many poleis since the late
7th century BC, without connecting them to the agrarian question.

35  Clauss (1993) page 61.

36  Fisher, Rich and Poor, in Cartledge (1998) page 90.

37  Waterfield (2018) page 79. Waterfield appears to support the view that the hektemoroi had
to give away one sixth of the harvest (with reference to Aristotle, The Athenian Constitution
6.1). However, later he seems to imply that one sixth was only the monthly interest. Giinther
(2011) page 71 and Clauss (1993) page 62, also believe that one sixth had to be given away.

38  Grant (1992) page 88 (“probably means that... they had to pay five-sixth of their produce to
their creditors..).

39  One sixth seems moderate in relation to Sparta’s helots (from the conquered area “Helos®).
(Thommen (2019) page 84; Waterfield (2018) page 107), who had to deliver half of their har-
vest (Grant (1992) page 86. Thommen (2019) page 86). But the land worked by the Helots in
Messenia was much better than the land in Attica. Possibly more importantly, the Athenian
peasants were proud free hoplite-citizens; therefore, one sixth might have already caused a
great stir-up. Allegedly, there was, at the time, also a switch from producing grains locally in
Attica to importing grains from the Black Sea, especially from Crimea and today’s Ukraine,
as well as a prohibition of the export of grains. This shifted the production in Attica to olives
and wines. Small peasants, however, the argument goes, did not have the capital to plant
olive trees and grapevines (Rohlfes/Rumpf (1970) page 9). This is supported by olive trees re-
quiring one generation before the olives could be reaped; vineyards also needed significant
time (Ober (2016) page 200). If, thus, small peasant could not switch and stuck to grains,
the imported grains could have lowered the market price and ruined them, particularly as
they only had marginal land in remote hills (Burn (1990) page 119). Ultimately, Hesiod had
already made the point that the lack of primogeniture heritage laws rendered allotments
so small that they were no longer viable (Grant (1992) page 64, 88; Fisher, Rich and Poor, in
Cartledge (1998) page 88).
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aristocrats of Athens explicitly agreed to assign the task to work out a settlement to
Solon when he was made archon in 594 BC. What he delivered, the laws of Solon, just
as before Draco's laws, were publicly displayed on wooden pillars.*° First, enslave-
ment (of men, women and children) as a means of execution was prohibited. Greek
citizens who had already suffered this fate were even repurchased, if they could be
tracked down. The number affected, and resulting costs, must have been significant;
Burn believes that the rich had to pay heavily for it.* Second, all outstanding debt
was cancelled and, consequently, in symbolic acts, the boundary markers on mort-
gaged land were swept away (seisakhtheia).** Conversely, interest already paid or ex-
cessive interest had to be repaid.® Third, most argue that Solon abolished share-
cropping.* That understood, there was, fourth, clearly no redistribution of land,
which could only have been achieved through a partial expropriation of the Greek
aristocrats and nothing was enacted, much like elsewhere, to disallow the future
sale of the debt-free land to large landowners. Fifth, some argue that Solon set lim-
its on the amount of land that one man could own in Attica.* Sixth, some also argue
that large landowners had enclosed public land and that Solon ordered them to dis-
enclose it.*¢ Finally, there was no prohibition for small landowners to take out new
loans and there was, if such new loans were not properly repaid, also no restriction
for creditors to execute in the land again. Some authors believe that the interest rates
were, though, limited to a more endurable level for the future.*’

In summary, Solor’s reforms greatly mitigated the problem for the then-victims
for the moment and limited small farmers’ downward risk in the future, but they did
nothing to stop the decay of small peasants as such.*® Solon either accepted that the
effects of his reforms would only be very transitory or he was hoping for something
surprising, new, and good to happen. He was actually not disappointed. The time

40  Cartledge, Power and the State, page 140, in Cartledge (1998)

41 Burn (1990) page 123 et seq.

42 Waterfield (2018) page 79.

43 Burnreports that this request was raised in Megara (1990) page 113). It was later also raised
in Rome (Mommsen (1976) volume 1 page 315 et seq, volume 3 page 260).

44 Forest (1986) page 29. However, Waterfield (2018) page 79, argues that Solon did “not make
debt-bondage illegal —a man may still have had to repay debt with labor or services — but
he extracted the deadly sting of potential enslavement” (page 79).

45  Waterfield (2018) page 76.

46  Waterfield (2018) page 79 with reference to Solon F. 36 47 and Aristotle, Politics, 1266 b17—19.

47  Grant (1992) page 88. According to Grant Solon restricted “the export of grain, by which large
farmers had ruined the poor driving up the price of corn at home” (page 64). That is unclear.
Exporting corns and a higher corn price should normally have helped small farmers. It might
have damaged other poor, but hardly farmers.

48  Solon obviously obliged sons to support their fathers in their old age if the father had al-
lowed them to learn a handicraft (Giinther (2011) page 72). That seems like easing the way
of small farmers out of peasantry, but not as a measure to maintain small farmers.
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between Solon and the end of classical Greece was littered by a series of events and
measures that, while they did not halt the centralization of land in the hands of the
aristocracy, softened the social consequences thereof quite effectively.

Peisistratus and his sons, tyrants as reformers

Solon also made significant constitutional reforms, thereby giving stronger rights

Vo

to the middle and poorer classes. In particular, he established a people’s “council of
hundred men’, in addition to the archons, competing against the aristocratic Are-
opagus, and assigned more power to the general people’s assembly, the Ekklesia.
After Solon, it became customary to distinguish three areas in Athens with differ-
ent social situations and political preferences: pediakoi, the inhabitants in the plains
around Athens, mostly wealthy latifundia owners with aristocratic preferences; the
hyperakrioi in the hills-districts further away from Athens, poor peasants, including
marginal farmer-hoplites with democratic preferences, who often supported Pei-
sistratus; and, finally, the paralioi in the coastal region, craftsmen, merchants, sea-
men, and salary workers who would later also be oarsmen of the trireme fleet, who
had mixed political preferences.* This block-building and Solon’s constitutional re-
forms strengthened popular opposition and opened up new channels to voice re-
quests of threatened farmers.*® This, in fact, eased the way for the tyrant Peisistratus
who is said to have come to power mainly through the support of the hyperakrioi, the
marginal hoplite-farmers, from the hill-districts.” Two attempts to grab power by
Peisistratus, in 560 BC and 556 BC, had only succeeded for a few years,** but his third
attempt in 546 BC made him, and later his sons, tyrants for altogether 36 years. He
collected a direct ten percent tax on the produce and partially used it to grant loans to
small farmers® to purchase ploughs and oxen.> It is plausible that these measures,
together with Solon’s prior debt releases, helped marginal peasants palpably for the
time being. “Production soared”, Burn optimistically writes and adds, with a view of
small farmers, “...and the debts were easily repaid”.” It is, yet, even more important
that Peisistratus, and his sons Hipparchus and Hippias (ruling 546 until 510 BC), in-
vented a new economic practice, which overlaid the ancient master drama at the end

49  Thommen (2019) page 68. Cleisthenes used the somewhat different three sectors, city (asty),
mainland (mesogeion) and cost (paralia) and blended them in his trittiyes, see Thommen
(2019) page 113.

50  Burn (1990) page 123.

51 Fisher, Rich and Poor, in; Cartledge (1998) page 81.

52 Waterfield (2018) page 76 et seq.

53 Ober (2016) page 224. Thommen (2019) page 69.

54  Burn (1990) page 124 et seq.

55  Burn (1990) page 124.
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of archaic Greece and in classical Greece. While Peisistratus and his sons did not en-
gage in much warfare,* they made material construction investments in Athens’in-
frastructure, such as in water supply and in representative buildings, temples, and
public monuments, likely on the Acropolis, and in a public park north west of the
Acropolis,” which provided tangible employment and income alternatives outside
of agriculture. In other words, prosthetic employment-generating spending made its appear-
ance. Undoubtedly, this increased production; for instance, we know of a flourishing
period in Athens’ handicraft ceramics production and exportation of black and red
figure ceramics®® and Hipparchus allegedly used private means to have Homer’s Il-
iad and Odyssey written down for the first time.” Archaeologists believe that they
are able to detect an increase in the planting of olive trees in the period of Peisis-
tratus and his sons, which they take to be a sign of a prevailing confident long-term
outlook;* hence, the exact opposite of high liquidity preference.

Ancient prosthetics and the Persian wars

After Peisistratus and his sons, we see further prosthetics mitigating the ancient
master drama, which were now often connected to warfare. The Athenian hoplite
force of 10,000 hoplites® under Miltiades won a surprise victory at Marathon
against Darius I in the first Persian war in 490 BC. Themistocles, expecting a further
Persian attack, thereafter brought the Athenian marine up, from merely twenty
ships in 500 BC,** to two hundred or even three hundred triremes for the second
Persian war.®® Each trireme had around two hundred rowers at three levels. Even
based on only two hundred triremes, Athens, thus, paid up to a total of 40,000
people as oarsmen, officers, or other crew at campaign seasons’ peaks. Triremes
were mainly ramming-tools and had little spare room. They could, thus, not stay
at sea for long and needed nearby harbors and a significant number of people to
support them in Piraeus and elsewhere. The triremes, of course, had to be built
before, and, prior to that, wood had to be procured and to be transported and new
docks and even a new harbor had to be constructed.® Themistocles had set into
motion an enormously huge investment, which healed the economic wounds of

56  Burn (1990) page 124 speaks of “a long generation of peace, which the tyrants gave to Athens
(and which) saw the laying of strong economic foundations..”.

57  Waterfield (2018) page 83.

58  Ober (2015) page 230.

59  Giinther (2011) page 74.

60  Burn (1990) page 124.

61 Ober (2016) page 243.

62 Giinther (2011) page 119.

63  Cartledge, Power and State, in: Cartledge (1998) page 179.

64  Burn (1990) page 159.
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displaced small farmers’ much like World War II created employment after the
Great Depression.

Concerning the financing of these prosthetics: The operation of one trireme
with 200 men is said to have cost one talent per month, which corresponds to 6,000
drachmae per month (1 silver talent = 60 minas = 6,000 drachmae = 36,000 obols)
and to 200 drachma per day, hence one drachma per man per day.® This appears to
also be the normal daily pay in the sth century.®® Other authors estimate the costs of
a trireme to be lower than that. According to Cartledge, crew men in triremes were
paid halfa drachma a day and this was also the normal pay in the period prior to the
Peloponnesian war. Accordingly, a trireme’s crew would have cost half a talent per
month®” Waterfield estimates that 200 triremes with 40,000 men had cost “more
than ten thousand drachmas a day”,*® which would mean that there had been only
costs of a quarter of a drachma per man per day. Anyhow, the fleet of triremes
created a very significant volume of employment.

Themistocles’ investment had been well made. Darius’ son Xerxes, in fact, gath-
ered massive forces of likely 150,000 land troops, including 8,000 cavalry and 8oco
warships, constructed a bridge over the Hellespont, and, beginning in 483 BC, even
built a 2,200 meters long canal through the Athos peninsula in Northern Greece (the
Easternmost of the three “fingers” of the Chalcidice peninsula), to avoid a dangerous
sea region, which had sunk a part of his father’s fleet during the first Persian war.*
The allied Greek forces under the Spartan leader Leonidas were, at first, not able to
deny the Persian army entry through the Thermophiles’ narrow in the north of Greece
and had to withdraw to the south, near Corinth. This left Attica undefended and,
accordingly, the Persians occupied and destroyed large parts of Attica, Boethia, and
Euboae, including Athens. However, the unified Greek navy, to which Themistocles’
new-built navy of Athens made the greatest contribution, delivered a crushing de-
feat over Xerxes at the sea battle of Salamis (between Piraeus and Corinth) in 480 BC.
A year later, in 479 BC, the Greek, this time by its hoplites land army, won another
great victory in the battle at Plataea, Aeschylus described the return of the defeated
Persian’s king Xerxes L. in his “The Persians”.

65  Waterfield (2018) page 68, 164. Waterfield sees the nominal salaries increasing from one
drachma for a day’s manual labor, at the end or the 5t century, to 2,5 drachmae at the end
of the 4™ century BC (page 198).

66  Ober (2016) page 148.

67  Cartledge, Power and State, in: Cartledge (1998) page 179.

68  Waterfield (2018) page 147.

69  Waterfield (2018) page 148.
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Conservatism, prosthetics and Athena's splendor

The following (approximately fifty years) prior to the Peloponnesian War (431 to
404 BC), became the heyday of classical Athens. Athens emerged from the Persian
wars as the leading imperial power, mainly because of its trireme navy. But the
question was how the Greeks sitting on the shores of Asia, in particular, could be
protected against Persian revenge.”® Athens’ answer was the Delian League, which
Athens founded in 478 BC with up to 1,000 partners;” these partners, given that
most of them were unable to provide triremes themselves, had to make contribution
payments in cash. After some time, membership in the Delian League was no longer
voluntary and the payments resembled imperial tributes. When Naxos tried to leave
in 467 BC, it was besieged and forced into re-joining.”* “Free riding” — enjoying
protection against the Persians by the Delian League, but not contributing thereto,
was not allowed. Athens’ imperial position widened its arsenal of prosthetics: First,
if Athens conquered new land, including of former allies who had attempted to leave
the Delian League (other examples included the Mytilene uproar or the conquest
of Melos or Histiaia?), it could assign it to Athenian klerouchoi, poor citizen, often
impoverished former hoplite farmers, who were reinstituted in an economically
independent position. They would either move to their newly assigned land, and
work it as a free farmer, or lease it back to its original owner.” In particular, Athens
founded new colonies in Brea in Trakia in the mid-4th century BC.” (Similar prac-
tices were to become more relevant in ancient Rome.) These measures, based on
state violence, generated prosthetic employment-generating spending at almost
no cost. Second, huge amounts of contributions or tributes in money or in kind
flew into Athens from its Delian League partners. As a further military investment,
Themistocles had a wall built around Athens and the Piraeus harbor,”® securing
Athens’ supplies, mainly corn, from the Black Sea. Archaeologists believe that for-
tifications of this kind were extremely expensive at the time and must, hence, have
provided huge income opportunities for both firms and laborers who had to break

70  Burn (1990) page 195.

71 Waterfield (2018) page 174 et seq.

72 Ober (2016) page 280, Waterfield (2018) page 179.

73 Giinther (2011) page 142.

74  Ober (2016) page 290 et seq., page 303, 306.

75  Giinther (2011) page 142.

76  Burn (1990) page 193, 216. See also Ober (2016) page 274. Themistocles even travelled to
Sparta to expressly assure the Spartans that Athens did not have the intention to build a
wall — while it was secretly built. It is funny that the famous sentence by Walter Ulbricht on
15 June 1961 “Niemand hat die Absicht eine Mauer zu bauen” (“nobody has the intention to
build a wall!®) has, thus, likely been said already 2,400 years before in Sparta... .
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the stones, carry them, cut them, and integrate them into the walls.” Third, as the
Persians had destroyed Athens completely in 479 (and again 480 before Plataea), the
city of Athens needed to be re-build. It was on this occasion that Pericles erected
the Propylaea and the new Parthenon for the goddess Athena on the Acropolis, the
remnants of which we admire today.”® Thucydides, the politician, not the historian,
though, denounced this as misusing the contributions of the Delian allies “decking
our city like a vain woman with precious stones and thousand talent temples”.”

Fourth, another sort of prosthetic employment-generating spending made
its debut as imperial Athens became also more democratic. Under the influence
of Ephialtes (+ 461 or 457 BC), and Pericles (490-429 BC), Athens began to make
significant compensation payments to its citizens for the exercise of public office
(from around 450 BC onwards). The stated purpose was, already then, to enable
members of the lower property classes, particularly the thetes,®® to share public
responsibilities. Sources report on an astonishingly high number of positions, e.g.,
of remunerated judges, which can hardly be explained that way. It is said thate.g.,
two hundred to four hundred jurors decided upon one single private case and five
hundred jurors decided upon larger public cases. Altogether, six thousand () jurors
were reportedly drawn by lottery each year.® Clauss estimates the number of judges
who were assigned to deciding a single case at between 200 to even 3,000 jurors,
mostly likely 500, and believes that the number had been so enormous as to avoid
bribery and deals.®” Yet, he may have overlooked the more trivial effect: The state
was mass-financing its poor citizenship.

The pay per day was certainly not just symbolic. Initially, around 450 BC, jurors
received two obols or a third of a drachma per day; as from 426—425 BC, three obols
or half a drachma was paid which was just enough, according to Waterfield, to sup-
ply a small family with its barley.®* Aristophanes derided this practice as a means by
which to re-distribute 10 % of the contributions or tributes from the Delian League’s

77  Ober (2016) ) page 77.

78  Burn (1990) page 221 presents “the public building program beginning with the great temple
..on the summit of the Acropolis” as a means to alleviate the situation of those, “who had
never known a time when they could not earn a summer’s income by rowing the triremes.”

79  Burn (1990) page 229.

80 Solon’s other property classes were the pentakosiomedimnoi, who had over 500 “bushels”, the
hippies, who served as cavalry, like the Roman equites, who had 300 “bushels”, and the zeugi-
tai, who had 200 “bushels”. Yet, the thetes would be the core social basis of Athens imperial
democracy in the fifth century as it had been organized by Ephialtes and Pericles (See Car-
tledge, Historical Outline c. 1500 —146 BCE, in Cartledge (1998) page 65, and Waterfield (2018)
page 80).

81  Giinther (2011) page 182. Thommen (2019) page 123 gives slightly different numbers.

82  Clauss (1993) page 84.

83  Giinther (2011) page 184; Waterfield (2018) page 209, 210.
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allies, or of 2,000 talents, to the lower classes. Modern research stresses that not all
6,000 elected jurors served every day, but still they served an astonishing 150 days
per annum (!), which would have led to a redistribution of 75 talents. The scope of
public offices, for which remunerations were paid, was not limited to jurors. After
399 BC, even attendance of the ekklesia, the people’s general assembly, was paid; the
normal pay was 1drachma for being there for a half day, attending exceptional meet-
ings paid 11/2 drachmae. 3

Now, where did the finance for all of these public investments and transfer pay-
ments come from? There were, indeed, already certain taxes in Athens, e.g., Peisis-
tratus’ aforementioned 10 %-tax on land or the poll-tax (isoteleia). Moreover, like ho-
plites had always financed their spears, sword, armor, and helmet and hippeis them-
selves, it was common for the wealthier Athenians to make occasional one-time con-
tributions (eisphora) to the public. E.g., wealthy citizen who were desirous to stage
honorable celebrations, such as the Panathenaea and Dionysus festival, had to pay a
price for this.® Additionally, wealthy citizens would fund the construction of sanc-
tuaries and monuments. When the navy was set up, this practice was extended to
the financing of individual triremes, including the pay for the crew for some time.
State debt, on the other hand, does not appear to have been an important factor,
although sometimes temples, e.g., the temple of Delphi, gave out loans more or
less voluntarily.®” Furthermore, Athens of the classical period continued to enjoy the
same protection of goddess Athena that the Greeks had already enjoyed before Troy.
When the Persian threat was greatest, in 483 BC, a new and extra-rich silver vein
in the Athenian silver mines at Larium in south-east Attica®® was fortunately dis-
covered. Themistocles, then, convinced the ekklesia on the pnyx not to distribute the
silver amongst the citizens — allegedly two and a half tons of silver was available® -,
but to use it to finance the build-up of the fleet instead.*® The new silver vein con-
tinued to contribute to Athens’ public finances far beyond the Persian wars; it ap-
pears to have only been exhausted approx. around 100 BC.” This was sheer luck.

84  Giinther (2011) page 185.

85  Most of the sacrificed animals’ meat was eaten by humans. As Waterfield (2018) page 10, put
it: “The gods usually received a smoke and smell, the bones and other inedible bits, but the
rest was consumed by the humans..”.

86  Ober (2016) page 345.

87  Nack/Wigner (1975) page 97 call the temple of Delphi “the central bank of all Greece”. See also
Ober (2016) page 339. Buddhist temples in China or monasteries and temples in Persia, Israel,
Byzantium, elsewhere in Europe, or even in Japan would later do much the same (Mandel
(2007) page 220)

88  Burn (1990) page 166.

89  Waterfield (2018) page 147.

90  Burn (1990) page 166.

91 Waterfield (2018) page 66 et seq.
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In a commodity money regime, gold or silver mines are the best money creation
glands. Finally, of course, as already mentioned, Athens’ imperial goods procure-
ment by violence contributed a great share to prosthetics financing, i.e., after 479,
through contributions of the Delian League’s members.

Spartans

Sparta, the second most-important Greek polis dealt with the ancient master drama
through a blend of structural conservatism and progressive prosthetics. The Spar-
tans had subjugated the population of neighboring Messenia in a particular form
of state slaves, called helots. This subjugation, at the hands of the free Spartans, be-
came the central axis of Spartan politics. The difference in rank between the helots
and Spartan citizens was emphasized and culturally elaborated on many occasions.
Strangely enough, the Spartans formally declared war on their helots every year. Worse
still, young Spartans were expected to prove their courage by discretionarily attack-
ing, injuring, and even killing helots in some kind of weird initiation rite follow-
ing the completion of their state education.”” Just as the distinction with helots was
greatly emphasized, so were the distinctions in wealth, which, of course, existed be-
tween free Spartans de-emphasized and different measures were taken to hamper
a further increase of inequality, e.g. by inheritance laws and through the prohibi-
tion of that which might dynamize the economy. In roughly that sense, Hegel wrote,
“... the constitution of Lacedemon is ... worthy of high esteem for it regulated and
restrained the high Doric spirit, and its principal feature was that all personal pe-
culiarity was subordinated, or rather sacrificed, to the general aim of the life of the
State, and the individual had the consciousness of his honour and sufficiency only
in the consciousness of working for the State. A people of such genuine unity, in
whom the will of the individual had, properly speaking, quite disappeared, were
united by an indestructible bond, and Lacedeemon was hence placed at the head of
Greece, and obtained the leadership... This is a great principle which must exist in
every true State, but which with the Lacedeemonians retained its one-sided char-
acter ... This abrogation of the rights of subjectivity, which, expressed in his own
way, is also found in Plato’s Republic, was carried very far with the Lacedeemoni-
ans.” Hegel particularly stresses the interference in property relations to the aim of
equality: “...it likewise ends in a harsh aristocracy, just as the fixed equilibrium of
property (each family retaining its inheritance, and through forbidding the posses-
sion of money, or trade and commerce, preventing the possibility of inequality in
riches) ..”. While Hegel sees and understands the purposes behind these motives,
Sparta did not stand exactly where he would have liked the world spirit to march.
Ultimately, he observed that Sparta “passes into an avarice which, as opposed to

92 Waterfield (2018) page 62, 108. The issue is not undisputed amongst historians.
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»

this universal [spirit of the Athenians], is brutal and mean”.”® Sparta, thus partly,
dealt with its social master drama in a more conservative way than Athens. M—C-M’
and the expropriation of free peasants was impeded, in the first place, by rigid so-
cial practices based on an egalitarian military esprit de corps — as if Solon had given
up his moderation and taken over a perpetual Jacobin rule or as if the Roman Grac-
chi brothers had erected a slaveholder society, in which socialism ruled between the
slaveholders. That certainly helped to maintain the fighting power of Spartan ho-
plites and reduced the need for prosthetics.

Hence, we find that when the master drama of antiquity raised its head in the
6th and sth centuries in Greece there were, altogether, two different strategies to
save the all-important armies from it. First, peremptory attempts were made by
Solon, Peisistratus and others in Athens, to conservatively support small farmers
to continue to survive as such. In Athens these conservative-restorative efforts ulti-
mately capitulated in front of the economic dynamics, while in Sparta’s militaristic
society they were largely successful preserving the hoplite-farmer-army. In Athens,
yet, a workable solution was discovered in a gigantic prosthetic employment-gen-
erating spending for the preparation and execution of two major wars, the recon-
struction of Athens after the Persian wars, the further build-up of Athens as the
Delian League’s imperial center, and the continued military spending required to
maintain Athens’ hegemony. There was, in other words, already a lot of “big govern-
ment” in the small polis of Athens, which handled the ancient master drama. The
money needed in Athens was procured by tributes, plundering or requisitions, as
well as by contributions and taxes of free Athenians at home, or the lucky discovery
of asilver streak, a rare occurrence of just-in-time mass money creation in a system
of commodity money.** In short, while massive expropriations of small farmers by
M-C-M’ was ultimately not avoided in Athens, taxation and expropriation, goods
procurement by violence, and money creation, allowed to deal with the disintegrat-
ing effects of the ancient profit economy. We shall see that these forms of prosthetic
employment-generating spending, and the ways of funding them, became the fore-
runners of prosthetic practices in Rome and in our times.

93  Hegel, Lectures on the History of Philosophy, volume One. The quotations are taken from
the introduction to Anaxagoras.

94  The death of a great number of Athenians through the wars and outbreaks of diseases that
took place from 430 to 425 may have helped to avoid an excess population.
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Section 2. Conservative-restorative policies and prosthetics
in ancient Rome

Origins of the ancient master drama in Rome

Rome’s ancient master drama unfolded in two major stages. In the early Roman Re-
public, much like in Greece, small farmers, who were still free citizens and soldiers
of the Roman armies, were displaced by large patricians from their farmer positions
if they were hit by some unfortunate accident, such as lasting bad weather and sev-
eral bad harvests. As even the early military campaigns of Rome lasted longer than in
Greece, farmers often also had to take on debt and defaulted on it because of their ex-
tended absence. For the same reason, the death of soldiers in war was more frequent
than in Greece. The second stage followed after the massive inflow of slave labor af-
ter the Punic and Macedonian wars in and after the 2nd century BC; this rendered
plantations with slaves so profitable that it ignited a new hunger for land.*

Inits early beginnings, when Rome was still a small town, Servius Tullius, the 6th
Roman King (died 543 BC) allegedly erased a part of the plebeian debt and gave previ-
ously state-owned land to the poor.®® In 494 BC, the secessio plebis followed which was
a mythical withdrawal of the Roman plebs to a holy mountain (mons sacer), much
like a general strike, to bolster demands for debt release.”” The Twelve Tables Code
was enacted in 450 as a result of these so-called “condition fights”. It restricted ar-
chaic rights of patrician creditors to execute against the plebian debtors. Debtors
were now granted 30 days to honor the debt and could then, and only then, be car-
ried to the creditor’s house by manus iniectio, and fettered “in iron chains of no less
than 15 pounds for 60 days”. The creditor had to feed the debtor and had to present
him publicly on three consecutive market days; he was then permitted to sell him
trans Tiberim or to kill him.*® There was also debt slavery in which the debtor had to
work for the creditor, called nexus. Around 120 years later, the lex Poetelia Papiria des
nexis from 326 BC did away with the iron chains and private prison for debtors.”

Francesco de Martino mentions the proposal of a field law by Spurius Cassius in
the sth century BC and that there had been twenty-two further field laws between

95  When the “making” of new slaves, following the Roman empire’s expansion, had dried up,
great landowners discovered a new interest in keeping local peasant on their fields by turn-
ing them into dependent colons (colonati, coloni). This practice, which took place during the
final centuries of the Roman empire, predated feudalism and at least granted some income
opportunities to the colons. Our account of the Roman ancient master drama will end with
the colons.

96  Hegel (1986) page 360.

97  De Martino (1991) page 45.

98  De Martino (1991) page 45, 46.

99  De Martino (1991) page 47, 48.
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486 and 367 BC. He also reports that tribune Potelius unsuccessfully proposed to the
consuls of the year 441 BC to examine advantages of distributing fields to the people.
Apparently, the conquest of Veji by Rome in 396 BC led to the distribution of some
conquered land, which relaxed the situation for a time.'®°

The Lex Licinia Sexta agraria

In 387 BC, Licinius enacted the famous Lex Licinia Sexta agraria; this limited the gen-
eral size of land that could be owned by anybody to 500 jugera and forbade pastures
with over 100 large livestock and 500 small livestock on the ager publicus."* The Lex
Licinia Sexta agraria also had the option of land assignations. Yet it appears that no-
body was willing or powerful enough to at least enforce the limitations of land pos-
session or to implement land assignments.'®* At least the early Roman expansion
within Italy generated some new farmer positions, after conquered land was dis-
tributed to soldiers, which mitigated the problem again. “Thus”, writes Mommsen,
“the war, which the money economy had waged on the peasantry over centuries,
which was to end first with the ruin of the peasantry and then of the whole com-
munity, was discontinued without proper decision because of lucky wars and the

huge and magnificent domanial distribution rendered possible thereby.”"*

Wars and plantations

After the Roman victory in the 2nd Punic War in 201 BC things worsened for the
small peasantry. Expansive wars fought previously had been short, required an only
alimited number of free peasants-soldiers, and had produced only a few slaves. This
changed. The more the theaters of war lay remoter from Rome and outside of Italy,
the more wars lasted longer, required a greater number of peasants-soldiers and,
worse, after victorious wars Romans would turn inhabitants of conquered regions
into slaves and use them in plantations as slave laborers.”** Gigantic plantations,
particularly in Sicily, Campania, and North Africa were opened. This ignited a novel
motive for land appropriations back home. “With the help of slaves”, de Martino

100 De Martino (1991) page 28-31, 40.

101 De Martino (1991) page 43—45.

102 Instead, we have reports once again that when Roman soldiers were away in Rome’s subju-
gation wars, patricians, quite unpatriotically, used the opportunity to illegally occupy their
land or to purchase it (De Martino (1991) page 131.)

103  Mommsen (1976) volume 3 page 82, translation by the author.

104 De Martino (1991) page 93, 99. In the 2nd century, the military campaigns of Marius, Sulla,
Lucullus and Pompeius, specifically in the Eastern Meditaranean, supplied a great number
of slaves that apparently added up between one million and three million in the 1t century
BC.
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writes, “the property owners worked the land from which they had displaced Ro-
man citizens.”® Equally imported slave corn outcompeted corn made by free Ro-
man farmers. As Mommsen puts it, “now the small farmer was crushed by the over-
seas corn, in particular by the slaves’ corn.” Apart from the lower price of slave corn,
slaves were not drafted into the army and slave production was, thus, steadier.’® By
the same token, the Roman Republic’s expansion created a larger market for agrar-
ian produce and a trade system consisting of latifundia with slave labor and employ-
ment-generating spending from the City of Rome and Roman armies was born. This
system functioned for centuries. Most of the small independent peasants that had
survived all previous distress, were finished off now. With it, the SPQR’s original
social foundation was dissolved.

Contrary to Greece, the conservative-restorative reaction to the ancient master
drama in Rome consisted hardly in efforts to restitute the individual plots to the
farmers who had lost them. Conservative-restorative attempts to protect the small
peasanty rather primarily focused either on creating new farmer positions in con-
quered territories abroad or to distribute state-owned domanial land in Italy. State-
owned domanial lands, mainly in Italy, were always mostly or wholly de facto occu-
pied by the nobility or the equites, even though it was officially owned by the Repub-
1ic**” and popular demands for the distribution of this land to small peasants, be-
came the central topic in the revolutionary years from 133 to Gaius Julius Caesar in
45 BC.

Tiberius Gracchus

The late Roman Republic’s most famous upheaval was the attempted, and partially
executed, reform by the Gracchi brothers, who descended from one of the finest Ro-
man families. Tiberius Gracchus made a first effort in 133 BC, and, after he had been
killed, his younger brother Gaius Gracchus followed in 123, — to be ultimately also
killed. immediately after having become tribune, Tiberius Gracchus, proposed a field
law, which largely consisted in a renewal of the Lex Licinia Sexta agraria of 387 BC
(which had, as we saw, not been implemented). His proposal, once more, solely ad-
dressed state-owned domanial land. Truly private property, thus, remained wholly
unaffected and the reform essentially only aimed at ending the unofficial occupation
of state land by latifundia owners, without paying rent. The reform, accordingly, was
quite far removed from a full-on attack on the private property of the landed no-
bility or landed equites as such. As Tiberius Gracchus foresaw that farmer, if they
were given land as wholly free private property, would quickly lose it to grandees

105 De Martino (1991) page 131, translation by author.
106 De Martino (1991) page 122, 131.
107  Mommsen (1976) volume 3 page 89 et seq.
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who would purchase it from them in the next crisis, he only assigned it as an inalien-
able hereditary leasehold. This was an important modification of the ancient Lex Licinia
Sexta agrarian.

Secondly, Tiberius Gracchus deviated from prior bottom-down reform attempts
insofar as he acted aggressively in a pre-emptive way. He knew that the ordinary
government and administration would not implement the reform and managed to
create a special executive and administrative body for this purpose, a commission of
three men, who were loyal to the program and pushed through the actual land redis-

199 the nobility to

tributions.’®® He also anticipated, as limited as his proposal was,
oppose it very powerfully. Quite interestingly, this opposition also took the form of
the second tribune of the plebs, Marcus Octavius, the colleague of Tiberius Gracchus
as, using his ius intercessionis to block the reform proposal from being voted on in the
people’s assembly. Tiberius Gracchus took a very aggressive approach once more. A
tribune of the plebs that acts against the plebs, he argued, forfeits its position. He
thus applied to the people’s assembly to remove Marcus Octavius from the bench of
the tribunes. The people cheered and applauded, the motion found a majority, and
was passed. Only by means of an open and rather clear breach of the Roman consti-
tution could the reform, thus, advance. The radicality, by which Tiberius Gracchus
moved on was regarded as a declaration of war by the latifundia owners and he there-
after always feared for his life, writes Mommsen, and only appeared in public with
3,000 or 4,000 followers. He sought to further strengthen his position with the plebs
by proposing other laws in their favor, e.g., distributing the heritage of the king of
Pergamon (which had fallen upon the state of Rome) to the new landowners to pur-
chase equipment and tools. He also sought to have his office as tribune extended for
another year, a second breach of the Roman constitution, as a preventive defense.
This was undertaken to no avail. Noblemen killed him and three hundred of his sup-
porters with wooden staves and threw their bodies into the Tiber River."°
Interestingly, even after the bloodbath and although the enacted law had been
passed in clear violation of the Roman constitution, Tiberius’ law itself was neither
expressly set aside nor treated as null and void. On the contrary, the senate actually
instructed the redistribution commission to begin its work. The result was impres-
sive. 80,000 new farmer positions or new farms were created, the father of the law’s

death notwithstanding.™

108 Mommsen (1976) volume 3 page 95 et seq.
109 Mommsen (1976) volume 3 page 100.

110  Mommsen (1976) volume 3 page 98, 99.
11 Mommsen (1976) volume 3 page 109, 110.
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Gaius Gracchus

Tiberius’ younger brother Gaius, who was lucky not to have been killed in the slaugh-
ter of his brother, became tribune in 123 BC. He filled his brother’s shoes and initi-
ated colonization projects in Tarent, Capua, and in former Cartago, creating 6,000
peasant positions in Cartago alone. Foreseeing that he needed popular support, he
granted new rights to Roman citizenship, on condition that the new Roman citizens
personally appear in Rome — with they being attracted to Rome through the possi-
bility to purchase corn at rock-bottom-prices. This founded not only the tradition of
massive corn distributions in Rome," but also the technique of luring voters into
the city with financial promises. The senate responded brutally. After a new people’s
tribune was elected on 1 January 121 BC, the senate outweighed the head of Gaius
Gracchus in gold to whoever would deliver it. 250 of his supporters were slain, his
slave killed him, the gold reward was properly paid out, and his body was thrown in
the Tiber River, same as his brother’s. 3,000 of his supporters were later also pros-
ecuted and hanged."™ Twenty years of restoration followed. Gaius Gracchus’ colo-
nization projects in Capua and Cartago were discontinued. A similar project was
initiated in Narbo, at least. Still, as Mommsen writes, “peasant’s positions disap-
peared as rain drops in the sea”.™

Slave riots, uprisings, and real slave wars broke out on slave plantations. The first
Sicilian slave war lasted from 136 to 133 BC; others occurred between 104 and 101
BC. The third wave with the most famous slave war of all, led by Spartacus, came
about between 78 and 71 BC. These uprisings attracted colorful and weird figures
as their leaders. One such uprising was led by an overindebted equite who had de-
clared himself “king” of his liberated slaves. In another rebellion, its Syrian leader,
the slave Salvius, was appointed to “king Tryphon™ A third chief of a slave rebellion
was called “Antiochos, King of Syria”." Slave armies sometimes had up to 70,000
soldiers, and when they were defeated, the slaves were all killed. Such was the case
when Spartacus was defeated, 6,000 slaves were crucified at the via Appia in 71 BC."”

112 Mommsen (1976) volume 3 page 109, 114. The main means to finance the corn distributions
— according to Mommsen volume 3, page 240, the costs were significant — was a new heavy
taxation in the province of Asia. The right to collect these taxes was rented out to the equites
and the right to select the jurors for the jury courts, who were in charge of controlling abuses
of these rented-out right was also assigned to them (volume 3 page 120. 121, 125). A big loss
for Asia financed a big win for the equites, proletarians, and for Gaius Gracchus.

113 Mommsen (1976) volume 3 page 129-132.

114  Mommsen (1976) volume 3 page 126, 142, 143.

115 Mommsen (1976) volume 3 page 142, 145, 147.

116 Mommsen (1976) volume 3 page 87.

117 Mommsen (1976) volume 3 page 87, volume 4 page 92.
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Marius and Saturninus

The ancient master drama, which was not about slaves but about land losses of free
peasants, did not pause either. After Gaius Marius won the war against the Cimbri at
Aquae Sextae and Vercellae in 101, and after he had been consul for an unprecedented
6 years — another clear breach of the Roman constitution, of which now many more
were to follow —, Marius joined forces with Lucius Appulieius Saturninus, who was a
people’s tribune and they undertook another attempt of an agrarian reform. A law
was proposed under which Marius’ former soldiers were to be given land (promised
by Marius previously) and under which the general redistribution of land in Cartago,
ashad already been planned by Gaius Gracchus, was to recommence. The land, which
Marius himself had won from the defeated Cimbri, was also to be distributed. The
proposal went on to provide that the temple treasures of Tolosa should be used to
finance fixtures and tools for the recipients of the land distributions. Marius him-
self was to manage these, as Mommsen puts it, “enormous conquest and distribution
plans”, for which he would have to become “monarch of Rome for the time of his
life”.*® As a complementary measure, Marius and Saturninus both reduced the prices
for the corn “sold” to poor citizens to such an extent that the prices became merely
symbolic.*

The nobility, yet, somehow succeeded to antagonize Marius and Saturninus and
when Saturninus’supporters resorted to physical violence and the senate asked Mar-
ius, still being consul, to intervene against old his ally militarily, he did so. On 10 De-
cember 100 BC the first battle between Romans since Rome’s foundation was fought
in Rome. The Populares were defeated on the market and Saturninus and his closest
allies were taken prisoner and arrested. While Marius probably contemplated how
to save his ally and how they might go on with their joint project, the nobility’s youth
pre-empted him. They climbed the roof of the building in which Saturninus and his
followers were arrested, unroofed the bricks and stoned Saturninus and his follow-
ers to death. This was the end of that attempt at reform."*°

Marcus Livius Drusus

The next example of a land reformer was Marcus Livius Drusus, a man of colossal
wealth indeed and with a firm commitment to the cause of the oligarchy.” He be-
came people’s tribune in 91 BC and proposed a law that once more aimed at rebuild-
ing of a strong small peasantry by distributing state-owned lands in Campania and

118  Mommsen (1976) volume 3 page 211, 212.

119  Mommsen (1976) volume 3 page 211, 213.

120  Mommsen (1976) volume 3 page 211, 217, 218.
121 Mommsen (1976) volume 3, page 223 et seq.
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Sicily. Much like others before him, he sought support through the votes of the gen-
eral Roman poor (including those who would not have wanted to work in fields) by
further increasing corn distributions.”* His law also suggested restituting juror po-
sitions to the nobiles, to the detriment of the equites,”* which comprised an attempt
to lure parts of the oligarchy into his coalition. Yet, the Roman constitution forbade
such clever maneuvers and this time the unconstitutional law was quickly repealed.
Nevertheless, he was murdered like the Gracchus brothers and Saturninus before
him.”* The efforts of yet another far-sighted member of the oligarchy who wanted
to halt the undermining of the Roman peasantry ended with his death.”

Publius Sulpicius Rufus

We now enter the times of Sulla and Cinna, leading up to Pompey and Caesar, the
end of the republic and of the beginning of the Roman empire. Free peasants had
largely disappeared, rather completely in Etruria and Umbria; only some were still
existent, e.g., in the valleys of the Abruzzees,"*® when Publius Sulpicius Rufus came up
with reform projects in the first century BC. After the destinies of the Gracchi, Sat-
urninus and Drusus he sought to protect himself militarily from the outset and for
this aim he reactivated, once again, the now-old-but-still-great Gaius Marius. Pub-
lius Sulpicius Rufus had a people’s resolution passed that assigned command for
the upcoming Asiatic war with Mithridates to Marius. The resolution also included
a request to Sulla to hand over his six legions of 35,000 soldiers to Marius. Two tri-
bunes were sent to Sulla’s army camp with this instruction in hand, yet Sulla had
them, as Mommsen puts it, “torn into pieces”. Sulla then marched on Rome to breach
the city’s peace. Marius was unable to resist militarily and so Sulla took power, de-
capitated Publius Sulpicius Rufus, and exposed his head atop the market’s speaker’s
stage. Rome remained a bad place for noble social reformers. Marius was also taken
to prison and he was even supposed to be murdered. Yet, the German slave, who had
the job to do, so the saying goes, collapsed when he saw into the eyes of the famous
war hero of Aquae Sextae and Vercellae, and Marius used that moment to escape.'’

122 They were financed by money creation through the emissions of copper-clad dinars.

123 Mommsen (1976) volume 3 page 224.

124  Mommsen (1976) volume 3 page 220, 226.

125 There were also a number of reformers who were atrociously killed, in China, e.g., the Em-
peror Wang Mang (9—23 AD). See Vogelsang (2013) page 169.

126  Mommsen (1976) volume 3 page 229, 238.

127  Mommsen (1976) volume 3 page 264—268.
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Cinna

Mission completed, Sulla himself took his army to Asia in 87 BC to fight Mithridates.
His temporary absence, yet, opened the door for another reformer, Lucius Cornelius
Cinna. Cinna became consul and proposed a law to reverse Sulla’s restauration.
Both parties, in wise foresight, appeared armed at the voting place on the day of
the voting on the proposal and Cinna’s co-consul, Octavius, interceded against
Cinna’s proposal. The situation escalated and arms were put to use; the market ran
red with blood and the oligarchy’s party killed 10,000 democrats. The event was
later called “Octavius-day”. Cinna escaped, though, and reactivated Gaius Marius
again, now for a third time. While Sulla was away, Marius raised an army, once
again took Rome, and set up a democratic terror regime. The consecutive killing
by the democrats lasted five days and nights and included all of the senate party’s
leaders. It was now the democrats’ turn to expose the oligarchy’s decapitated heads
on the market’s speaker’s stage. Marius even became consul for the seventh time
and Cinna remained consul for four years, up until 84 BC. The democratic regime
also restored the Gracchi brothers’ old colonization and land distribution project
in Capua and granted debt releases (by 2 of the nominal amounts).”® Yet, the
emphasized reprisals from the Gracchi brothers’ programs notwithstanding, the
situation had totally changed. Agrarian reform proposals, like corn distribution,
were no more than a calculated move in a civil war between army commanders
(might we say warlords?), demagogues, and other modern-style politicians seeking
mass support for their power aspirations.

Irrespective of their ecstasy, the democratic party was always aware that Sulla
could soon return from Asia with a strong, victorious army. And return Sulla did;
he marched on Rome a second time and once again defeated the defendants in the
“Battle of the Colline Gate” (of Rome) in 82 BC. This put an end to democratic rule.
Cinna himself had already been killed in a mutiny by his soldiers previously. Mar-
ius had preferred to die a natural death prior to Sulld’s return; all that Sulla could
do was to exhume Marius’ corpse and throw it into Arno River. Sulla now ignited a
period of terror by the oligarchic party, with Sulla’s proscriptions becoming famous.
Sulla still even made some land distributions, mostly to his retired soldiers; but the
times at which free farmers had been the basis of the Roman republic and its war
machine had long gone. This dynamic was broken for good; because Sulla’s army’s
mercenaries had no land of their own, they had joined the army and the share of
the booty that they received afterwards bore only superficial resemblance to previ-
ous reform attempts. In fact, ex-soldiers who received land assignments after their
service could no longer use it because they no longer knew how to work land. They
either sold it or rented it out.

128 Mommsen (1976) volume 3 page 316—327.
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The end of the republic

The republic ended and Rome moved towards Principate and Dominate. Some em-
perors made assignments of land thereafter, but battles over land reforms no longer
appear to have become significant throughout the empire’s history. The military suc-
cess of the Roman empire’s further expansion probably enabled it to feed its sol-
diers and proletarii, and if it did not then there was at least no way for them to be-
come farmers once again. Yet, just as the Roman economy now largely depended
on a slave-based agriculture, it also depended on a continued influx of new slaves,
which necessitated ongoing new conquests. Stability, thus, required steady expansion.
Yet, the circumference of the Roman empire had become too stretched after it had
made the Mediterranean a mare nostrum and reached Spain, France, Britain, Ger-
many, Odessa, Greece, Turkey, Persia and even Egypt and North Africa. Now geom-
etry became its destiny. The empire’s borders and its connecting lines had become
longer and longer, indefensible ultimately, and the Roman expansion came to an
almost natural end (much like biological organisms cannot grow limitless in size).
Consequentially, the influx of slave labor stopped, leading to what was to be called
the crisis of the 3rd century AD. The crisis undermined the slave-based Roman econ-
omy. Not only the foreign people who, thus, avoided to be enslaved profited, but also
the Romans themselves: Free labor (at least freer than slave labor) was in demand
again. The leasing of land (locatio conductio rei) by latifundia-owners to peasants had
been known since the middle Republic, but it had only been occasionally practiced.
Now working leased land by “colons” (coloni, colonati) moved up to become the domi-
nant form of agrarian production. Cicero mentions colons for the first time in a speech
in 69 or 68 BC, but colons were already as important or more important than slaves in
the 2nd century AD." Initially, they were seemingly free men, which, though, be-
gan to change in the 4th century AD. Their relative power had obviously weakened
once again. The ancient social master drama had obviously been transformed into
a semi-feudal structure, and prosthetic spending played no major role at that time.

B

129 Johne (1994) page 5.

130 Colons could no longer terminate lease agreements, were bound to the land as were their
children, and could even be sold with the land. They needed their landlord’s consent to
marry and concerning certain legal transactions and their procedural rights were restricted.
In the Codex Justinianus 11, 52, 1 they were described as free men, but slaves to the ground
on which they were born ”...licet condicione videantur ingenui, servi tamen terrae ipsius cui
nati sunt aestimentur” (quoted after Johne page 8). Their position worsened further to such
a degree that emperor Justinian asked wherein the difference between a slave and a colona-
tus would consist of in 530 AD, see Codex Justinianus 11, 48, 21 (quoted after Johne page 8).
Indebtedness, as always, played a role in this demotion (Savigny (1822) 1-26).
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As a summary: The social master drama consisted in free farmers of antiquity los-
ing their land to the nobility, or to other latifundists at a large scale. A segregation
between owners and non-owners resulted therefrom in ancient Greece and ancient
Rome. We have examined attempts to maintain the small peasantry as a social base,
first by trying to secure the individual land for them, where their families had often
worked for generations and second by assignments of new lots of conquered land to
army veterans, to displaced farmers or to other poor people. Ultimately, both types
of conservative-restorative policies, which were quite often or mostly initiated by
members of the nobility or by other wealth owners, were typically thwarted by their
classmates. A great many ex-farmers were, thus, demoted to the ranks of proletarii
and were propelled forward, in fact, already into the social master drama of mod-
ern capitalism, and now depended on being employed by firms or became reliant
upon transfer payments. At this juncture, at least the polis of Athens and the Ro-
man empire that were both holding imperial positions were able mitigate the fate of
their own demoted peasants by extending significant prosthetic employment-gen-
erating spending. Prosthetic employment-generating spending to firms consisted
of purchasing weapons, carriages, and boats, thereby leading to employment in ei-
ther manufactures, workshops, or shipyards or in the construction of representative
architecture or events, such as festivities and circuses. In Rome, private luxury, e.g.,
countryside or city villas with fancy baths, heating, and water systems and mosaics
also played a material role. The less free farmer-soldiers there were, the more the
sons of former farmers at least, could find jobs as mercenaries. There were also many
paid public offices in Athens (the true purpose of which were transfer payments, not
the services actually rendered) and corn distributions in Rome. All substitute income
options for displaced farmers, yet, except for the lucky discovery of a new streak in
a silver mine in Laurium by Athens, depended upon the possibilities of a successful
imperial robber-state and were no generally available means to deal with the ancient
master drama. Ultimately, external violence mostly financed prosthetics in one way
or another, even in the erection of the Acropolis or the Pantheon. Money creation
existed only as uncontrollable finding and mining of gold or silver, as robbing it, or
as debasing commodity money, which one occasionally crossed the border into fiat
money in Greece and Rome and became no relevant source of financing in the aggre-
gate. Hence, if control over the subjugated prosthetics financiers was lost, then the
society would internally get into great stress and the social order might collapse. De-
pendency on the subjugation of others was prosthetics’ first dilemma in antiquity;
the absence of controllable larger-scale money creation was the second.

Nothing of what Solon or Roman social reformers asked for essentially contra-
dicted the economic and political rule of the Greek or Roman nobility as such. Never
had the reformers demanded a socialist utopia, the ending private agrarian land
ownership or only the expropriation of a significant part of the existing latifundia.
But limiting latifundia growth, or giving parts of domanial state land to small farm-
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ers, was already too much for the narrow-minded nobility. One could, thus, argue
that the fights between reformers and anti-reformers were actually battles between
short-sightedness and long-termism or between individual class members’ greed
and the ruling class’s general interest. Or one could argue that the ruling classes of
Greece and Rome were enchained by the prisoners’ dilemma (where a single player,
by allowing space for their particular interest, works towards the ruination of his
class). States, even as small as Athens, or as large as Rome, with a large sector of
goods procurement by violence would do better not to eliminate those who did most
of the physical robbing. Accordingly, one might surmise that it was a fault of the
Greece nobility not to pay heed to Solon and the likes and Rome should have lis-
tened more to its Cassius, Potelius, Licinius, the Gracchi, Drusus, Rufus, Saturni-
nus, or even to Cinna. One may also doubt this consideration and ask: Could Rome
at all have become Rome, including the stretched and over-stretched empire, with
an army of only farmer-soldiers and a rather egalitarian society? Did not a similar
attempt fail in Sparta? Did not Alexander the Great triumph with a project that more
closely resembled Rome? These questions are outside of the scope of this book. From
antiquity we return to modernity and to the modern master drama.

Section 3. China: A glance at 2000 years of East-Eurasian ancient
master drama

Constituents of the ancient master drama in China

No other country has a history as long and coherent and with a size and mass like
China. Itis as if Rome had remained a unified world empire from the Punic wars to
today, yet at several times its historic extension and population. Still, in the West,
Chinese history has remained a field of interest for a small group of specialists,
mostly sinologists, only, and is normally not exploited for general theoretical en-
deavors. The author had the intention to break that pattern. After he had worked out
major lines of the ancient master drama in Western Eurasia, he wanted to spend
some time in China to examine its ancient master drama more length. This original
intention fell victim to the travel restrictions in the Corona pandemic and to the
increasing awareness of the author that an account written by someone not capable
of reading Chinese would have to remain of limited value. Therefore, the original
intent shrunk to a short glance at the Chinese ancient master drama. Here are the
insights:

First, readers of books on Chinese history are stricken with the observation that
the ancient master drama is significantly more present and explicit there than in his-
toric writing on Western Eurasia. Rural property relations, the de-facto or de-jure
land-owning by a small peasantry, or its loss of the land to “engrossing” latifundia
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owners, are almost everywhere outspokenly treated not only as causes of abundant
or meagre state finances, of social unrest, banditry, rebellions, civil wars, dynasty
changes, revolutions and external wars but also as central historic themes. There is
not much difference in this regard between the dynasties. The awareness obviously
already existed in antiquity itself. Debates, which connected agricultural policies
and taxation with the domestic strength and the international and military status
of the empire, or domestic, international and military weakness, are omnipresent,
certainly since the Chin in the late 3nd century BC. This awareness was never lost
and, thus, state policies rather consciously oscillated between the protection and
support of the small independent peasantry via redistribution of land, state loan
programs, the provision of tools, oxen, seed and of agricultural knowledge to small
farmers and tax releases in their favor,”" and the promotion of private property of
agricultural land as the alternative. Both were hailed to allow the Chinese people to
better subsist, generate growth, and to finance internal and external strength of the
state,

Second, while it is often argued that Chinese history knows a period resem-
bling to the European Middle Ages or to feudalism, ruptures nearly as sharp as the
one between the dynamic capitalist times of European Greek and Roman Antiquity
and the stagnant European Middle Ages and back from them to modern capitalism
with the rise of Venice and in the Renaissance cannot be found in China. On the one
hand, Confucian and Taoist thought, as well as an idealized memory of the agrarian
situation in the Ch'ou dynasty (1046-256 BC), which will be explained below, and,
somewhat later, Buddhist thought, were ever-present and often moderated capital-
ist M—C-M’-dynamics. On the other hand, what could have been the Chinese Middle
Ages - the period from the Late Han to the Sui - did not improve the situation of the
small peasantry so thoroughly as the European Middle Ages did. The agricultural
question, state financing and social rebellions etc., more equally than in Europe,
pervade almost all historic periods ."**

Third, in China there appear to have been even more personalities, arising out
of the emperor’s administrative elite or noble families, of the type of a Solon, Pei-
sistratus, the Gracchi brothers and their likes, that promoted top-down reforms in
favor of the peasantry. Still, these reforms, which were, as we shall not tire to stress,

131 It is noteworthy that taxes were generally often rather low. During the Ming dynasty land
was, e.g., often taxed at only about 3 % percent of its yield and the tax was, quite favorably,
payable in kind. (Huang, The Ming fiscal administration, page 107.)

132 E.g., while most Chinese Marxist historians appear to believe that the transition from slavery
to feudalism in China history occurred in the final two and a half centuries of the Ch'ou dy-
nasty, most Soviet Marxists only placed it at the end of the 3" century AD. Some Non-Marxist
historians even consider the first four or five centuries of the Ch'ou as feudalist (Bodde, The
state and empire of Ch'in, p. 22).
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always also reforms in favor of the central states, its tax-income and its war-ma-

33 and, furthermore, like in Europe, against the gentry, mostly shared the

chinery
destiny of their European brothers and failed and their proponents were ultimately
similarly frequently killed as in Europe. Chinese history also has significantly more
large peasant rebellions, which were rather successful for some time than Europe,
e.g., with the German Peasants Wars of the 16th century. In fact, they quite often
evolved into real “rebel-regimes”, which controlled great parts of China over longer
periods, sometimes decades, and were connected to fierce, lasting and very bloody
civil wars. Some of the rebellions also triggered the demise of a ruling dynasty. E.g.,
the social rebellions during the later (Eastern) Han strengthened independent mili-
tary commanders which ultimately overthrew the Han. Or, a main leader of the “Red
Turban’-rebellion, which greatly contributed to the fall of the Yiian dynasty, became
himself the founder of the consecutive Ming dynasty and the first Ming emperor in
1368."%*

Fourth, the Chinese, more clearly than the European variant of the ancient mas-
ter drama, exposes the factors, which determine the course of the master drama:
(i) the existence of private sellable ownership of agrarian land or not; (ii) there be-
ing natural catastrophes (river floodings, rivers changing their bed, locust, several
periods of particular cold, bad harvests, draughts etc.), civil wars and wars destroy-
ing the precariat base of the small peasantry or not; (iii) states providing land, tools,
seed, knowledge or other aid to small peasants or not, in particular after catastro-
phes, or not; (iv) states overtaxing peasants and demanding excessive labor and mil-
itary services from them (required for war, the building or maintenance of the Chi-
nese Wall, canals, roads, other buildings-projects or the luxury of the court) or not
and waving or cutting taxes, granting loans or making transfer payments or not;
finally, (v), there being a strong, independent gentry or merchant class, which ag-
gressively exploited the small peasantry and appropriates its land or not. The effect
of certain policies could change depending on the time after it was unleashed. E.g.,
it appears, that the introduction or re-introduction of private sellable property of
agricultural land always initially often stimulated and raised production, while it
later, almost unavoidably, later led to the opposite, the decay of the small peasantry
and its displacement by the gentry, followed by a weakening of the central state’s tax-
base and the central state itself.

133 Sadao, The economic and social history of former Han, page 556 et seq. As Wright comments:
“No Chinese empire could prosper without adequate arrangements for the distribution of
agricultural land, and the collecting to taxes based on agricultural production” (Wright, The
Sui dynasty (581-617), page 93.)

134 The founder of the Hand dynasty, which displaced the Ch’in dynasty, Liu Pang or Kao-ti, was
also of peasant origin, Sadao, The economic and social history of former Han, page 552.
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Fifth, quite interestingly and not greatly different from Europe, more lasting
peasant rebellions that attempted some sort of state-building, almost always pro-
moted not only general equality of possession, equality of status and of the sexes but
were also connected to eclectic utopian and religious ideologies and often bizarre
practices, e.g., ritual sexual orgies etc. As the peasants-rebellions in China were
longer-lasting, this is more visible than in Europe.

The ancient master drama throughout the main Chinese dynasties

In the following, we shall look at some major episodes of the Chinese ancient mas-
ter drama. Over large part of Chinese history, the agrarian situation as it was al-
leged to have been in the Ch'ou dynasty (1000 to 771 BC), indeed, served as idealistic
benchmark for agrarian policies. Already Confucius (551-479 B.C?) had praised the
Chiou’s agrarian policies, his disciples followed suit and hardly ever were requests
for agricultural reforms made, including in bloody uprisals, which did not refer to
it. The so-called “tsing tien”-system (“well field”-system), which was said to have even
already existed around 2500 BC, and to have survived from there until into the Chrou
dynasty 1500 years later, was in the center of these romanticized memories. One unit
of a “well field” consisted of eight families, four roads and a well which was dug in
the center. The whole concept was derived from practical, value-in-use-oriented or
technical considerations. The politically and socially important implication was in
the background: The value-in-use-orientation could prevail because private prop-
erty and the law of private property were no factors, neither in the sense that inter-
ests flowing out of private ownership would influence the organization of the daily
life in the countryside, nor in the sense that peasant families were at risk to lose
their land. Historic research appears to confirm that the image largely corresponds
to actual practices in the Chou dynasty.”*

However, the break was to come. While the accumulation “of landholdings by
local clans or families was probably well under way in the Warring States”,”® it was
under the Cl'in rule, who would later unify China, when the “legalist”, Han Fei-ori-
ented and “modernist” reformer Shang Yang established general private ownership
of agricultural land in the fourth century BC."’ This initially increased productivity

and raised the production;"® it contributed to render the Chiin fit to end the “War-

135 “The tsing tien system is the most important element in Chinese economic history”, writes
Chen Huan-Chang. See on this system Chen Huan-Chang (2015) page 497 et segs., page 497,
501, 506. On the “checkerboard“-fashion design of the tsing tien system, see also Bodde, The
state and empire of Ch'in, page 27 et seq.

136 Sadao, The economic and social history of former Han, page 548.

137 Bodde, The state and empire of Ch'in, page 28, 35.

138  Both Twitchett, Introduction, page 25, and McDermott/Yoshinobu, Economic change in China,
960—1279, page 347 et seqs., stress this point with regard to the later privatization of agrarian
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ring States”-period and to unify China in the late third century. It would, however,
at longer term, even if legalist policies to some extent repressed trade and mer-

9 enrich the latifundia owners, impoverish the small peasantry and drive

chants,
the state into collapse. In 206 BC, immediately after the death of the First Emperor
of the Cl'in and before two decades of its nationwide rule had lapsed, major peasant
revolts broke out,*® which already ended the Ch'in dynasty, **

The Han dynasty succeeded the Ch'in dynasty, yet the situation for the peasants
did not improve. “Ownership of great tracts of land developed in conjunction with
natural calamities and the Han taxation system. The peasant farmer lived on the
margin of subsistence... Even though the burden of year-round cultivation and labor
service was very heavy, this would be greatly increased in times of flood and drought
or of exceptionally high taxation. The peasants were then forced to sell their crops at
half the market price or to borrow money at high interest rates. Entrapped in a spiral
of debt, they ultimately had to dispose of their land, their houses and even their chil-
dren. Land sold in this way came into the hands of local wealthy people, merchants or
usurers, mostly members of powerful families, who thus build up large holdings.”**
Like in Greek and Roman history this led to ever-present claims and proposals for
the redistribution of land, the revival of the tsing tien system (well field-system), or
even to a certain amount of practical measures to that aim (including the Solon-style
liberation of enslaved peasants). In 44 BC the “reformist” (pro Ci'ou and pro Confu-
cius) Kung Yii became advisor to Han Emperor Yiian ti and implemented several anti-
modernist (anti-Han Fei, anti-Shang Yang, anti-Ck'in), economic reforms. He even
asked to return to a pre-monetary economy. This was, yet, of course, not put into
practice. At the same time, at the instigation of Shih Tan, a proposal to redistribute
large land holdings and to limit the maximum size of land holdings was accepted in
principle, yet never implemented.'*

The Han-emperor Wang Mang (9—23 AD) attempted a land reform under which
all able-bodied men were to receive a standard allotment of land. Families with

more land would, thus, be obliged to distribute the surplus to land-poor relatives

land following the An Lushan rebellion in the T’ang dynasty (following 755 AD). McDermott/
Yoshinobu, ibidem, page 348, also note that “virtually all signs of grain production and pro-
ductivity increases come from the south of China”, where private agrarian property had been
accepted for a longer time.

139 Bodde, The state and empire of Ch'in, page 59.

140 Vogelsang (2013) page 125.

141 See Sadao, The economic and social history of former Han, page 548 et seq. The First Emperor
of the Ch'in is the emperor who was buried with the terracotta soldiers near modern Xi‘an,
around 210 BC.

142 Loewe, The former Han dynasty, page 204.

143 see Loewe, The former Han dynasty, page 204, 205.
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or neighbors."** Of course, the execution of this policy was opposed and blocked by
wealthy “magnate” families in state offices. They preferred to pursue their personal
interests in continued land accumulation.”* Wang Mang’s reforms failed and he
was killed. While the heads of failed Roman reformers were sometimes exposed at
the forum Romanum, Wang Mang’s head was allegedly kicked around in Shangan

146

(today’s Xi’an)."® In general, “by the middle of Later Han the growth of large landed
estates was becoming a dominant characteristic of some of the provinces”."*” This
greatly weakened the Han government’s possibilities to exert control over the peas-
antry, “from whom it required tax revenues and labor services, and resulted in
considerable decentralization towards the end of the later Han.”*® Unsurprisingly,
the final period of the later Han, thus, saw decades of civil conflict and near anarchy
under the Yellow Turbans and other popular rebellions, leading to the end of the Han
in220AD ¥

China had now lost its unity and was split up in several regions. The reign of the
Northern Wei and of the Jin dynasties, again, saw distributions of 3 or 3,5 hectares of
agrarian land to adult men and of 1,5 hectares to adult women for lifetime use. The
short-lived Sui dynasty (581-618 AD), which reunified the country again after more
than three hundred fifty years, too, executed an egalitarian agrarian policy and cen-
tralized the state against the opposition of the nobility. It, furthermore made war
against the Turks and in Korea and unleashed gigantic building projects. It build the
Emperor’s Canal, two nearly new capitals, Daxing and Luoyang, and initiated exten-
sive reconstructions of the Chinese Wall. It appears, however, that the good it had
done to the small peasantry with one hand was more than compensated by exces-
sive taxation and corvée services, which enabled these projects. Unluckily, a major
flooding of the Huanghe (Yellow River) worsened the situation, which led to insur-
rections of both the small peasantry and of the nobility. A member of the nobility, Li
Huan, took Daxing by force and erected the T’ang dynasty.”*°

The Tang dynasty was to last longer, from 619 — 907 AD. Alike the Jin, Wei and
Sui, itinitially pursued an equal land distribution policy. It also created hundreds of
self-sufficient military settlements, erected granaries, and otherwise supported the
small peasantry. In addition, the economy generally flourishes in the “Golden Age”
of the T'ang (Emperor Xuangzong 713—756 AD). Yet, a rebellion of general An Lushan
and of Li Shimin following 755 AD caused a severe rupture. The rebellion depopulated

144 Bielenstein, Wang Mang, the restoration of the Han dynasty and, later Han, page 232.

145  Sadao, The economic and social history of former Han, page 558.

146 Vogelsang (2013) page 169.

147 Loewe, The structure and practice of government, page 490. See also Sadao, The economic
and social history of former Han, page 555.

148 Sadao, The economic and social history of former Han, page 559.

149  Twitchett, Introduction to volume 3, page 2 et seq.

150 Vogelsang (2013) page 233—243.
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many of the largest and richest provinces and put an end to the control of the cen-
tral state over the provinces and, thereby, also to the official claim of the emperor
owning the agricultural land and of it prerogative to carry out recurrent land redis-
tributions. The loss of control of the central state, because of the destruction of local

! finished offits grip on local land taxation and its funding. Local and

land registers,
regional autonomous units, which grow out of former state commanderies, erected
independent power centers and administrations. Afterwards, the central state could
only undertake “spasmodic efforts to distribute vacant lands amongst dispossessed
households, and to limit the accumulation of land. While after the An Lushan re-
bellion “lip service” is still paid "to the Confucian maxim that all land remain(s) the
emperor’s land”, a “de-facto-recognition is given to individual landholders”.* This
privatization was basically to last. Since “the mid-eighth century... most of the Chi-
nese economy would operate (on private economic arrangements) for the remain-
ing twelve hundred years of its imperial history.”** Between 820 to 884 AD disor-
der and social banditry turned into an almost general popular rebellion of immense
proportions. The rebel leader Huang Ch'ao even captured the T’ang-capital Shang an
in 880, slaughtered state officials, looted the city, and held it for more two years.”*
Foreign powers conquered more and more former T’ang territories and the T'ang
central state and its order collapsed in 907 AD.

The Sung dynasty (960—1279 AD) reunified large parts of China in 960 AD and
moved its center to the south. It saw a series of popular rebellions since its estab-
lishment and several ministers made attempts to strengthen the small peasantry
through land distributions. After the so-called Ch'ing-Li reforms (1043-1045) had
failed or been revoked,”™ Wang An-shih (1021-86) was to become the most notable
Sung reformer. As he explains himself in his own manifesto, the so-called “Myriad
word memorial”, he pursued the purpose of enriching the nation and strengthen-
ing its military power by, as Smith puts it, a “tentacular multi-level effort”.’¢ Once
more, with reference to an idealized Chiou dynasty, he redistributed agrarian land
to revitalize the peasant economy and supported the success of the new peasants
with parallel water-control and irrigation projects. To give a number, it is known
that between 1070 and 1076 the reform administration under Wang initiated 10.793
water control and land reclamation projects, reclaiming a total of... approximately
38.829.779 acres of land.”” Wang also implemented a state-run rural credit system,

151 McDermott/Yoshinobu, Economic change in China, 960-1279, page 347.

152 Twitchett, Introduction, page 25.

153 McDermott/Yoshinobu, Economic change in China, 960-1279, page 322.

154  Somers, The end of the T’ang, page 683 et seq. (746).

155  McGrath, The reigns of Jen-Tsung (1022-1063) and Ying-Tsung (1063—1067), page 316—323.

156 See the extensive account by Smith, Sheng Tsung’s reign and the new policies of Wang
An-shih, 1067-1085, page 347 et seqgs.

157  Smith, Sheng Tsung’s reign and the new policies of Wang An-shih, 1067—1085, page 393.
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called “green sprouts”, which enabled the purchase of tools and seed, and specifically
helped to bridge the vulnerable period of the agrarian year after the consumption of
last year’s harvest. Furthermore, Wang An-shih had technical tutoring provided to
peasants promoted the favorable early ripening Champa rice.® Following the early
Han and the Tang, he settled farmer-soldiers in Northern border regions on state
farmlands (pao-chia-system).”

Like Tiberius Gracchus, more than a thousand years before him, Wang An-shih
expected opposition and was highly power-conscient. He publicly denounced the
“engrosser families”, who appropriated the land of small peasants'® and “who do
nothing but collect interest of tens of thousands of strings of cash each year”.* In a
further similarity with the Gracchi brothers, he distrusted the normal bureaucracy
and set up a “specific apparatus” to execute his reforms, staffed it with his follow-
ers, and tried to tilt the odds in the expected power struggle by placing people loyal
to him in key posts and seeking control over the council of the state.’®* Ultimately,
though, his reforms also failed, if, as it appears, less because of the resistance of the
gentry but because they were sacrificed, like in the case of the Sui, for the state’s own
short-term fiscal imperatives. As Paul Jakov Smith puts it, the reform policies “one af-
ter another... were metamorphosed into the claws of a predatory bureaucracy whose
sole purpose was to gouge new revenues out of the economy.”*

Accordingly, the ancient social master drama continued to haunt the Sung dy-
nasty two hundred years later. By then Chia Ssu-tao (1273-75) made a new effort of
reforms. He set a ceiling on total land holdings and the state reserved the right to buy
up to one third of land above it and to transform it into public land in support of the
army. When the state began to exercise this right, the policy, foreseeably, met, fierce
opposition from the latifundia owners. Historians surmise that this resulted in an
estrangement between the latifundia owners and the Sung dynasty, which helped to
bring the Sung down in favor of the Yiian dynasty a few years later."**

158  Smith, Sheng Tsung’s reign and the new policies of Wang An-shih, 1067-1085, page 395
et seqs and Golas, The Sung fiscal administration, page 170 et seqgs. See also McDermott/
Yoshinobu, Economic change in China 960—1279, pages 363 and 394.

159  Colas, The Sung fiscal administration, page 174, 199.

160 Smith, Sheng Tsung’s reign and the new policies of Wang An-shih, 1067—1085, page 392. (This
contribution contains a particularly elaborate study of the reform policies of Wang An-shih
and of their problems).

161 For references and extensive account of Wang An-shih see Smith, Sheng Tsung’s reign and
the new policies of Wang An-shih, 1067—1085, page 348 et segs. (390).

162 Smith, Sheng Tsung’s reign and the new policies of Wang An-shih, page 368.

163  Smith, Sheng Tsung'’s reign and the new policies of Wang An-shih, page 394. Once more, the
state collecting taxes in money rather than in kind, combined with currency shortage and
deflation, proved especially ruinous for the small peasantry, which often had to resort to
selling its working capital to honor its tax obligations (ibidem page 442).

164 Colas, The Sung fiscal administration, page 167.
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The Mongol Yiian dynasty (1271-1368 AD), too, began with policies supporting the
small peasantry, e.g., by agricultural communities and by efforts to limit the finan-
cial burden placed on them.’®> After the conquest of South China by the Yiian, lots
of agrarian land were given to the small peasantry. However, caused by warfare,
building projects, e.g., the prolongation of the Emperor’s Canal from the Huai river
to Dadu (later Beijing), the Yiian resumed to heavily tax the small peasantry. A cli-
mate change and bad harvests worsened their situation, which led to several peas-
ant insurrections, from the so-called “White Lotus” to the “Red Turban-Rebellion” of
1351-1366. The latte ultimately brought the Yiian dynasty down.

Often peasant revolts had only paved the way for the formation of a new dynasty
by a nobleman, a bureaucrat or a political entrepreneur out of the old ruling elite.
The Ming dynasty (1368—1644 AD), yet, was, in fact directly erected by one of the very
leaders of the insurrection that had taken down the Yitan dynasty. Zhu Yuanzhang,
leader of the “Red Turban-Rebellion”, became the first Ming-emperor Hongwu. He,
at first, also supported the small peasantry. While it initially continued to enjoy pro-
tection under Hongwu's successor Yongle, who moved the capital to Beijing, this pol-
icy was, though. not upheld for long. It appears that financial demands resulting
from the military defense against the Mongols and the Manchu, and a major war in
Korea against Japan, led to immense costs for mercenary armies. Furthermore, later
Ming emperors seem to have, indeed, lost control over their own court and its lux-
ury spending. The situation was amplified by the rigid effects of a de facto commodity
money-regime, specifically of Spanish and Portuguese silver, which came to China
in the 16th and 17th century.'*® While the silver stimulated trade, it rendered tax-pay-
ments for small peasants often unbearable. Nature, too, was unsupportive. A “Small
Ice Age”, a significant drop of the average temperature, and a series of poor harvests,
ultimately led to years of great popular insurrections between 1627 and 1644."7 Af-
ter one insurrection army, under Li Zicheng, had conquered Luoyang and Xi’an, pil-
laged Kaifeng, and taken Beijing in 1644, where his troupes plundered private homes
and killed Ming state functionaries in a savage frenzy, this ended with Ming em-
peror Chong Zen famously hanging himself near the imperial palace. A Ming gen-
eral, Wu Sangui, decided to now join forces with the Manchu against the peasants’
rebellion. Together with the Manchu, he drove the peasants’ “Great Shun-regime”
and Li Zicheng out of Beijing, and the Manchu established a new rule as the Ching
dynasty.'*®

165 Endicott-West, The Yiian government and society, page 599. Rossabi, The reign of Khubilai
khan, page 448, 475.

166 See Gernet (1972) tome 2, page 210.

167 Gernet (1972) tome 2, page 173 et seq.; Vogelsang (2013) page 408, 409.

168  See Shouyi (2010) page 329332 and 337 et seq.
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Even after the Chiing dynasty had been established in Beijing, the actual assump-
199 with
the terrible price of, as often estimated, around twenty million dead. These wars,
in which the remnants of the Ming dynasty were often supported by peasant rebel-
lions, led to the formation of many small independent farms, in particular in the

tion of control by the Manchu in all of China took further 39 years until 1683,

southern Yangtse-region. The Ck'ing supported them by water—control and irriga-
tion projects and reduced taxes for small peasants, in fact several times, to a rather
low level. The taxes initially still sufficed the central state’s needs as Chi'ng were com-
paratively effective in collecting them. The Cking , once more, also established mili-
tary-agrarian settlements, and, thus, their dynasty flourished.””°Unfortunately, this
was to change. The Cl'ing increasingly lost control over their military apparatus, the
provinces, and the central state’s spending and the fiscal situation worsened. Follow-
ing attempts to now raise taxes again, the agrarian situation aggravated as well and
the Cl'ing, consequently, saw large peasant and other rebellions, of which the White
Lotus, the Nien war and the Taiping peasant war were the most notable. The Taiping
peasant war became the most extensive and enduring peasant rebellion in Chinese
history and world history . Growing out of over hundred local uprisings, it lasted
from 1850 to 1864, mostly dominated the Yangtze valley, and led to the formation
of the “Taiping Heavenly Kingdom”, which controlled significant parts of Southern

171

China. The rebel army grew quickly to 120.000" or even 500.000 troops, as they

claimed,"”*
held it until their final defeat. They fought huge battles against armies of the Cliing

and marched to Beijing, where they, yet, failed. Although the Taiping rebellion was

captured Nanjing, renamed it into Tianjing, the heavenly capital, and

a civil war, it was one of the largest and most bloody wars in human history with
an aggregate number of dead around 20-30 million (more than WW I). Like many
peasant rebellions, the Taiping had eclectic sectarian beliefs and practices — one of
its leaders declared himself younger brother of Jesus Christ. The Sectarianism of the
Taiping rebellion made it difficult to unite it with other simultaneous rebellions; oth-
erwise, the insurrectionists’ might have grown even larger and their power might
have lasted longer.'” These rebellions contributed greatly to disarming the Ching
dynasty to Western attacks, in particular since the First Opium War of 1840.

169 See Shouyi (2010) page 329—332 and 337 et seq.

170 Vogelsang (2013) page 427—430.

171 Kuhn, The Taiping rebellion, page 275.

172 Chungqiang/Nierui (2014) page 1942.

173 Taiping means “great peace”. For accounts of the Taiping rebellion see Chunggiang/Nierui
(2014) page 1938 et seqs.; Shouyi (2010) page 393 et segs., page 403 et seqs. Kuhn, The Taiping
rebellion, page 264 et segs.

183



184 Gerhard H. Wachter: The Capitalist Economy and its Prosthetics

Figure 9: Simplified table of dynasties, agrarian situation, reforms and revolts (Part I: From

Chou to T'ang)

Dynasty

| Capital

| Agrarian situation, reforms and revolts

Xia before 1700 BC...—Shang 1700 to 1000 BC...

Western Ch'ou
1000 to 771 BC

Shang’an (today
Xi'an)

“Well field-system” (Tsing tien) widely applied. Rather
equal plots of land available for peasants’ families
who pay taxes.

Spring and Autumn

722- 481 BC; Warring States 453—221 BC...

Chin
221-206 BC

Xianyang
(near today’s
Xi'an)

Shang Yang, advisor to the Chin king, ends “well
field-system” around 361 BC. Agrarian land priva-
tized. Landless peasants are settled on fallow land,
of which they become owner. Initial strengthening of
peasantry. However, small peasants soon lose their
land to gentry. Major peasants’ revolt follow after
death of First Emperor, which allow the Han dynasty
to conquer power.

Western Han
202BC-9AD

Shang’an
(today Xi'an)

Han dynasty establishes military-agrarian colonies
in connection with defense against the Xiongnu and
its expansion, but they later collapse. Wang Mang
(9—23 AD) nationalizes agrarian land and prohibits
private property to protect the small peasantry. He
fails, also following natural catastrophes, and is
killed. The Decay of small peasantry contributes to
Fall of Western Han.

Eastern Han
9AD-220AD

Luoyang

A Gentry dominated economy and society. Initial
measures to support small peasants. But peasants
later lose their land. Peasants’ rebellions as “Yellow
turban” (184—196 AD) and “Five-bushel rice-sect”-revolts
(188—215 AD). Fighting these revolts strengthens
military commanders. One of them, Dong Zhuo,
burns down Luoyang ends Eastern Han dynasty.

Jin, Southernand N

orthern Dynasties 209—581 AD partially apply land distribution policies

Sui
581618 AD

Daxing
(today Xi'an),
Luoyang

The Sui dynasty, too, executes land distribution
policies, but huge costs of wars, building projects and
a flooding of the Huanghe river lead to insurrections
of small peasants and the nobility, ending the Sui-

dynasty.
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Dynasty Capital Agrarian situation, reforms and revolts
Tang Shang’an The T'ang dynasty, too, initially pursues equal land
619—907 AD distribution and other policies in favor of the small

peasantry. After the rebellion of General An Lushan
and Li Shiming in 755, local separatists gain power and
foreign states conquer territories. This leads to the
collapse of the T'ang.

Five Dynasties 907 —960 AD...

Figure 10: Simplified table of dynasties, agrarian situation, reforms and revolts (Part II:
From Song to Cl'ing)

Dynasty Capital Agrarian and fiscal situation, reforms and revolts
Sung Kaifeng, After the Sung dynasty largely reunites China, it sees
960-1279 AD Hangzhou a series of popular rebellions. The reformer Wang

An-shih (1021-86) initiates land redistributions, wa-
ter-control and irrigation projects, a state-run rural
credit system, and technical tutoring for peasants.
The reform fails — probably because of the state’s
own short-term fiscal imperatives.

Chia Ssu-tao (1273—75) makes a new effort for reforms
by setting a ceiling on total allowed holdings of
agrarian land and claims a right of the state to buy up
land above this limit as public land. The consecutive
opposition from the latifundia owners may have con-
tributed to the fall of the Sung to the Yiian dynasty.

Yiian (Mongols) Dadu The Yiian dynasty initially supports the small peas-
1271-1368 AD (today Beijing) antry. Later excessive taxation, partially caused by
warfare and building projects, and bad harvests,
worsen its condition and peasant rebellions, e.g., the
“White Lotus™-movement and the “Red Turban-Rebellion”
bring down the Yiian dynasty.
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Dynasty

Capital

Agrarian and fiscal situation, reforms and revolts

Ming
13681644 AD

Nanking, Beijing
(1421)

The Ming dynasty was erected by one of the leaders
of the “Red Turban-Rebellion”, which had brought
down the Yiian dynasty. The small peasantry initially
enjoyed significant protection under him as emperor
Hongwu and his successor Yongle. Financial demands
from the military and wars and the loss of control

of the court’s luxury spending as well as the effects
of a de facto commodity money-regime, together
with a “Small Ice Age” made the situation for the
small peasantry unbearable. Following years of great
popular insurrections between 1627 and 1644 Ming
general Wu Sangui joined forces with the Manchu
and helped to establish the Ch'ing dynasty.

Ch’'ing (Manchu)
1635—1911 AD

Beijing

The establishment of Ch'ing dynasty all over China
involved, particular in the southern Yangtse-region,
the widespread formation of small independent
farmers. The Ch'ing erected military-agrarian set-
tlements, organized water—control and irrigation
projects, lowered taxes for peasants and established
an effective system to collect them. The flourishment
of the Ch'ing dynasty ended with is ongoing loss of
control over its military apparatus, its provinces, the
state’s spending and the agrarian and fiscal situation:
This resulted in large peasant and other rebellions,
with the Taiping peasant war (1850-1864), with an
aggregate number of dead of around 2030 million,
as the most terrible. These internal evolutions con-
tributed to disarming the Ch'ing dynasty to Western
attacks, in particular since the First Opium War of
1840.

Section 4. The failure of conservatism/restoration, ancient prosthetics
and their dilemmas

A story with a result known in advance

The general result of the ancient master drama
The story, which the ancient master drama tells, is of the type of a tragedy. Its result

is everywhere the same: It ends with the appropriation of the small peasantry’s land

by large wealth owners and with the small peasants’ successive social annihilation.

They are ejected from what had previously been the one and only large landowning
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class. Following this, they may, in Greece and Rome in particular, lose their citizen-
ship or become bandits or fall into slavery. Not seldom, they join rebellious move-
ments, whose characters oscillate between banditry, social revolutionaries and reli-
gious sects. This outcome resulted from the general failure or conservative-restora-
tive policies vis-a-vis the social master drama. It showed the “incompleteness” of
capitalism, if it is superimposed with the task to provide means of subsistence and
other values-in-use to the human environment of the economy. The drama unfolded
differently depending on the circumstances, regions and time. It sometimes expe-
dited or slowed down its pace, sometimes it changed its course for a while and peas-
ants won transitorily.

Circumstances particularly damaging to small peasants

Iflarge landowners wanted to lay grip on the land of small farmers, then almost ev-
erything worked in their favor. The agricultural surplus of small farmers was mostly
too marginal for them to maintain significant stores with reserves of seed or food.
Thus, a little bad luck - droughts, flooding, bad weather, locust or epidemics could
ruin their precariat existences. Small peasants could also not self-protect against
even smaller detachments of armies in wars or civil war, or if the social and political
order had collapsed and bandits attacked. Great landowners, while exposed to the
same risks, could better self-protect and were better self-insured. Moreover, great
landowners normally had more knowledge and more means to avoid or to minimize
the damage wrought by adverse events. The extent to which central states squeezed
the farmers through taxes or whether they granted tax reliefs would also often de-
cide their fate.””* Similarly, whether taxes were allowed to be paid in kind, by grains,
or whether they had to be paid in cash,”
paid in cash, that allowed merchants, or again latifundia owners, underpay for the

mattered a great deal. If taxes had to be

peasants produce. Central states, who should have been the allies of small farmers,
also often dealt them crucial blows out of ignorance, negligent control of the tax col-
lectors at place. The next step for peasants in distress was to take out the murderous
debt that is so representative of antiquity. In the event of their likely default, great

174 We already mentioned briefly that the tax rates in normal times were often insignificant
compared to modern democratic states. E.g., in 205 BC, the land tax, which was levied on
actual crop yields, was at 1/15 of the yield and later reduced to 1/30, which remained the
standard under the former Han. Following military expenditures, it was increased to 1/10,
but reduced to 1/30 again in 30 AD. See Sadao, The economic and social history of former
Han, page 596, 597.

175 Sadao, The economic and social history of former Han, page 594, 595 on the “later Han”. Ex-
cept for the obligation to pay taxes in cash, small peasants found themselves still mostly
outside of the money economy. Yet, their need to avail themselves with cash to pay these
taxes subjected them to abuses by merchants and money lenders. (Sadao, The economic and
social history of former Han, page 594, 600 et segs.).
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land owners would execute by seizing their land and, often, their wives, children and
themselves t0o."”¢ Loans, which appeared to help at first, became the crucial step to
the final fall.

But not only extraordinary shocks from outside damaged small farmers, if the
economy evolved smoothly and quiet, that too could put them at a disadvantage and
often eliminate them. Latifundist were typically able to outsell the small farmers
with cheaper or better products, given that they normally had the better land, the
better seed and used more advanced technical means, such as iron ploughs, animal
powetr, flood control, orirrigation."”” They were also often able to influence large buy-
ers to buy their products in non-economic ways, e.g., through marriage alliances of
for political or other career support. Who do you do business with if one supplier can
get your son a desired post at the Chinese emperor’s court while the other cannot?

The aggressivity of large landowners in displacing small landowners was exac-
erbated by money and special situations. First, the emergence of money unleashed
more motives to appropriate land and, allowing to store of wealth, made the ac-
cumulation of land more reasonable. As stated previously, this mechanism ignited
probably the ugliest and most reckless period of human economic history so far, the
“Axial Age”."”® Second, if new trade systems emerged, in which grand landowners
could link in with newly appropriated land, they would often also occupy it and dis-
place small peasants with naked violence."” For instance, as we saw, this was so af-
ter the arrival of great numbers of slaves after the Punic and Macedonian wars in
ancient Rome, which not only rendered the produce of many thousands indepen-
dent small peasant uncompetitive, but also generated opportunities for latifundists
to use the appropriated land for slave agriculture. Such changes often also carried
the needed markets along: The produce of the plantations could be sold to the Ro-
man army and the Roman proletarians, or to the City of Rome who distributed the
corn. A prosthetic measure created a market for large plantation owners that were
just creating the need for more prosthetics! Equally, fertile cropland, which could
be used for pasturage to supply textile manufactures and factories with wool (much
like the textile manufactures and factories in England in the “enclosures” around the
second half of the 15th century™°) motivated the appropriation of the land of small
owner-farmers or the termination of lessee-farmers.

176  As an example, see Sadao, The economic and social history of former Han, page 545 et.seq.,
557-559, describing the Spring and Autumn and Warring States periods.

177  See Sadao, The economic and social history of former Han, page 545 et seq.

178  Graeber (2011) page 251, 119.

179  See Twitchett, Introduction, page 25 on predatory landowners driving out small peasants by
simple intimidation.

180 See Marx, Capital, volume |, chapter 24; Polanyi (1944) pages 36, 73, 79.
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Circumstances allowing small peasants to recuperate land

If natural agricultural crises, negative climate changes, pandemics, wars, civil wars,
social unrest disorder have caused a material decline of population and a collapse of
state and local order, mostly not only those who formerly worked the land but also
thelocal grandees, who owned it, are dead. So are most state-functionaries who pro-
tected the interests of the local grandees. Landless peasants or the recovering state
can, thus, simply occupy the land, often without much resistance.' Furthermore,
central states, if they seek to re-establish order after war, catastrophe or anomy, are
mostly not only clearly aware that the small peasantry is their natural ally, but they
are back in a position to act on this knowledge. There is no relevant difference here,
whether these states are despotic, a free republic or a social rebellion... Furthermore,
for a significant re-establishment of a small peasantry to occur, it does, in fact, not
matter whether the states declare themselves to be owner of the land (and only fac-

182 whether they officially distribute the land as pri-

tually allow peasants to work it)
vate property to the peasants, or whether they, via some intermediary level, give the
land as a feud to them. In the sense the sinologist Kai Vogelsang writes on Chinese
History after Wang Mang (ruling 9-23 AD): “From thereon all new rulers — up to the
communists in the 20th century — began their rule with a land reform; the abolition
of large latifundia and the strengthening of tax-paying small peasants formed the
base of the central state.”® It became almost normal that the small peasantry would
florish if order was re-established by a new regime, at least at first. The largest last-
ing period of such an improvement of the small peasants’ condition was to become

the Middle Ages.

The failure of conservative-restorative policies and the meaning of the
defeat of the small peasantry

Interests of central states in a strong small peasantry

Central states emerged after a local noble chief had successfully led a battle of an al-
liance of tribes, feudal grandees, or regions against a foreign foe. After victory, this
chiefwould, of course, not relinquish power but seek to move on and to become king
or emperor. In other cases, central states were simply formed, without foreplay, by
a local noble militarily attacking and defeating other nobles, or, finally, by taking
over an existing, but defunct central power. Such drives for power were mostly jus-
tified as religious or other ideological crusades. Any such state formation required

181 This, e.g., frequently happened in medieval Europe following 1300 (see Gilomen, Wirt-
schaftsgeschichte des Mittelalters, 2014, page 100 et seq.).

182 As was officially the case during most of Chinese history, from the Ch'ou to the T'ang — with
certain specifics after the reforms of Shang Yang under the Ch'in.

183  Vogelsang (2013) page 168.
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bureaucrats and soldiers, which had to be financed. Yet, even if wealthy supporter fi-
nanced the war effort against a foreign attacker or the aspirant’s rise to power, their
willingness to provide money typically ended after the enemy was defeated or the
new regime secured.’® The “propensity to pay taxes” of greater wealth owners, so
to speak, was constantly poor in ancient history, much below the propensity of less
wealthy citizens and of the small peasantry in particular.'

Accordingly, aspiring new central powers in need of finance, and in need of
equipping their bureaucracies and armies, should have regarded small farmers as
their natural allies and protected them, if only as a reliable source of taxes. The
should have done this after conquering power as, then in particular, they had simple
and effective means to this effect: “Give peasants land!” was the natural recipe of
“supply-side” state intervention after regime foundation. New free farmers, of
course, would stimulate trade and growth, too, and, most importantly, make the
best soldiers and strengthen states both offensively and defensively. The stated
correlation was widely known and a significant share of politicians and the most
intelligent advisors in antiquity were well aware of it. We find discourses at courts
and in bureaucracies on the subject everywhere, throughout Greek, Roman, and
Chinese history, and the most famous philosophers, religious men, and politi-
cal and economic thinkers all addressed this issue. If new regimes seized power,
as we saw, they very often, in fact, did undertake serious efforts to support the
small peasantry initially — irrespective of whether they were Greek “tyrants”,'
democracies, or brutal despotic regimes. Additional state policies in support of
the small peasantry consisted in lowering tax rates, in particular in years of bad
harvests, allowing taxes to be paid in kind (taking away profits from intermediate
merchants), distributing agrarian tools or granting loans to small peasants for
acquiring tolls, promoting agrarian knowledge amongst them and throwing state-
managed irrigation programs etc. Furthermore, new regimes often sharpened
usury laws and mitigated laws on debt execution, fixed maximum interest rates,
or even distributed land conquered from foreign foes. Occasionally, as the ultimate
means, they even took appropriated land away again from the local wealthy and

184 Sometimes, though, they would also enter into alliances with their foes.

185 This was no different in ancient China. See, as one example for many, Shen, The move to the
south and the reign of Kao-Tsung (1127-1162), page 644 et segs., page 701).

186 The word “tyrant” was given its negative connotation, like “despotism”, only later. In ancient
Greece, itis said to have only meant “not elected” and to have been seen as enviable by most
men. (Waterfield (2018) page 64 et seq.).
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returned it to small peasants.”” If implemented early, when the dynasties were
strong, or after severe crises, such measures had significant positive effects.

Contradictions within ancient states and the failure of conservative-
restorative policies

However, not only were conservative-restorative policies of central states to main-
tain a large land-owning small peasantry an uphill battle against an entropic, near-
automatic economic process (in which the decay of the small peasantry would im-
mediately pick up speed as soon as the efforts ceased for moment), but the state,
the ruling nobility and state-functionaries were caught in intrinsic contradictions. The
overall historic failure of conservative-restorative state policies, which aimed at se-

’s'8% ownership of their land, can only be understood be-

curing the small peasantry
fore this background. The contradictions had several aspects: First, yes, states were
interested in independent peasants as both taxpayers and soldiers, but there was
often just no feasible alternative to raising taxes of the small peasantry. Second, the
supporters of the ruling king, dynasty or oligarchy, in particular the courted aristo-
cratic families, who might otherwise rebel, and, of course, the emperor’s own fam-
ily, had to be entertained and pleased - at often immense costs. For these reasons
alone, the central state often could not but kill the cow of small independent farm-
ers, instead of milking it. Third, the central state’s personnel came from the great
landowners’ class itself, and it was as natural to them, just as with their non-bureau-
crat landowner colleagues, to try to round off their properties. All these aspects con-
tributed to the failure of policies supporting small farmers. Historians sometimes
point even to a fourth way of escalation: Displacement of small peasants, which had
already taken place, with such ex-peasants joining bandit gangs or social rebellions
and formed sizeable armies that the central states had to fight, drew further onits fi-
nances.”® Actually, even states that already pursued prosthetic policies, which may
have been triggered by the decay of the small peasantry, would use the remaining

187 Land redistribution “generally work best at the beginning of any regime when land confis-
cated from rival pretenders and from the ruined elite of the previous regime give the em-
peror large supply of land available for distribution.” (Wright, The Sui dynasty (581-617), page
94.)

188  Writes Gernet (1972, tome |, page 192) on Han-China: “Les premiers décrets qui visent a limiter
I'étendue des propriétés privées, datent du derniéres années du I°" siécle avant notre ére.
Ils seront suivis jusqua la fin du I11® par une longue série d’autres décrets analogues, qui
semblent avoir été généralement inefficaces, témoignant ainsi des difficultés que rencontre
I'Etat & maintenir son contréle et sa protection sur la petite paysannerie.”

189 Wang Shih, a formidable T'ang military commander, was entrusted to crush Ch’iu Fu’s ban-
dit rebellion in the south in 860. He opened government storehouses to the peasantry to
discontinue to not further feed the rebellion (Somers, The end of the T'ang, page 691).
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small peasants to finance these prosthetics — and often overused it. Ultimately, cen-
tral states would annihilate small peasants to fund prosthetics in favor of other al-
ready annihilated small peasants and to fund armies to fight rebellions of displaced
small peasants. One way or the other, they would often deliver the final blow against
their former ally.

The meaning of the defeat of the small peasantry

The defeat of the small peasantry — its expropriation — meant that owners were
turned into non-owners. This did away with their option to subsist independently
from the economic system in a self-sufficient autarch manner. Moreover, no longer
would displaced farmers be capable of offering grains or other agrarian products
on markets. They had only their working power left — and whether they could sell
it, on labor markets, would now depend on somebody else being willing to sacrifice
money for it, either because he could make profit out of it or, more seldom, consume
it.

As regards the respective piece of land, with one strike, whether it was worked
and whether agrarian products would at all be drawn out of it, began to depend on
a more demanding algorithm. Before it was worked if its produce sufficed to feed
the family working it and allowed a tax payment etc. to the state and human physi-
cal needs, via the human motivational system, directly steered humans to the work
land. Now a third “stakeholder”, the land’s new private owner, entered the game and
claimed a share of the produce, too. Hence, unless the state waived a part of its share
or productivity grew, the peasant family had either to work harder or to consume
less. Furthermore, there was a consequential formal aspect: The new land owner was
mostly not interested in piling up produce in kind (and see it rotting), but he wanted
to accumulate money.”° It, thus, became crucial for him, how much the market paid
for his share of the harvest and whether there was a market. If there was no market
or it paid too little, he would have no interest in the land being worked and not allow
the peasants to work it at all. The private land owner was an M—C-M-player and,
thus, imposed the profit-criterion on the whole enterprise.

Private land ownership of small peasants themselves, while they remained de-
pendent on nature, had been able to keep their survival and subsistence indepen-

190 For the economic principle it does not matter whether the land-owner expected to receive
his share in kind (and would sell it himself) or he already receives a money payment (with
the peasant having to sell his share or the produce). It also does not even make a difference
relevant for the economic principle whether the peasant family has to a pay a money rent
and retains the whole produce for itself. Some forms look more “capitalist”, others more
“feudal” than others, but the economic necessities are the same. However, if the peasants
are obliged to pay the shares of the private owner (or of the state) in money, that opens the
door to their additional abuse by local merchants, usurer or others when they have to sell
that share of the produce.
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dent of the economic system. Only if they were additionally trying to exchange a
part of their agrarian produce in local markets, they came in touch with the eco-
nomic system at all, and only with that part. The land appropriation by latifundia
owners changed all this. By the same token, humans were made non-owners and
fully subjected to the logic of an owner-society. The very idea of ownership, was in
fact, brought up not to make owners, but non-owners.

The failure of conservative-restorative policies and the rise of prosthetics

The issue of the small peasantry was most intimately connected with wealth accu-
mulation by violence (see chapter I). If the ancient master drama was allowed to
run its course, the peaceful, economic method of wealth procurement by exchange
would undermine the inner coherence of ancient warrior states, which would de-
stroy the prerequisites of their future success in the realm of wealth accumulation
by violence — by weakening the core of their armies. The option to integrate displaced
farmers as salary workers did not practically exist in a sufficient degree. Yes, work-
shops, e.g., where agricultural tools, carts and carriages, pottery, furniture for the
wealthy, were manufactured, existed, but the effective demand for these commodi-
ties was far too low to employ a significant number of the displaced peasantry. To
maintain military supremacy or at least competitiveness in warfare, the top robber
states of antiquity had, thus, only two options: The first option was to halt and “roll
back” the expropriation of the small peasantry, i.e., to turn the economic and social
evolution around, to go back to the past and to reinstitute displaced peasants into
their lost land or to, at least to create new “peasant positions” for them. We saw that
a multitude of efforts in the sense of the first option, e.g., the assignment of land
to landless soldiers after conquests of new territories, were made. But even if they
no half-hearted window-dressing, they were, quite simply, not enough. If a “ves-
sel empties”, writes Theodor Mommsen, “by a steady outflow, even pouring consid-
erable masses into it is not sufficient; a steady inflow must be fabricated..”.”" Yet,
the ancient ruling classes never managed to fabricate a sufficient steady inflow. The
most effective retarding or reversing moments, in fact, appear to have been the un-
intended or accidental natural or social catastrophes of which we spoke. The first,
conservative-restorative option ultimately failed altogether.

The second option, was to move forward and to invent something new, an artificial,
i.e., a prosthetic solution. But in what should prosthetics consist and how should
they be financed? Transfer payments funded by money creation were impossible;
money creation existed only as clumsy commodity money creation and this was far
too marginal and unreliable to fund regularly needed prosthetics — and if it acci-
dentally occurred, the ruling classes of antiquity would rather appropriate the new

191 Mommsen (1976) volume 3 page 406.
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wealth themselves rather than to forward it to expropriated former peasants... Tax-
ing the still surviving small peasants would not suffice to support their expelled for-
mer comrades either and the ruling elites had, of course, not appropriated the land
of small peasants to have these lands worked to finance social transfers to the very
same displaced peasants! Of course, the latifundists also had the possibility to es-
cape such additional taxation, if the state at all attempted it. Furthermore, central
states normally had better use for collected tax money... Debt was no workable so-
lution either. If wealthowners could at all be convinced to loan money to the state,
that money would have to be repaid to them; if it was given to proletarized former
peasants to feed them, it would, though, normally never return.

At the crossroads of the two options — conservatism or prosthetics —, of which
none appeared to function, the ancient top robber states ultimately came up with
a rather clear generally used solution: Was not the original problem the loss of the
displaced farmers as soldiers for the army? And was not, indeed, a substitute for the
lost peasant-soldiers quite urgent anyhow - if the respective robber state wanted
to maintain its capacity to procure wealth by violence and to, equally important,
defend against such projects by its neighbors? Hence, why not keep the displaced
peasants in the military, but now for pay instead of, as before, a show of free-farmer-
owners’ patriotism and act of self-interest of then still members of the owners-class?
This specific use of the surplus population brought with it the method to finance
it, too: If things went well, the mercenary or clientele soldiers would generate the
wealth needed to maintain themselves through the success of their campaigns, be
it, after a victory, through jobs in the ongoing policing and exploitation of the de-
feated (including transportation or the like), be it as former Roman soldiers were
assigned land taken away from the defeated, or be through the customary distribu-
tion of bread etc. to the sub-proletariat in Rome. If things went very well, a profit
would remain left-over for the narrowed wealth owners’ class. If the warfare only
led to a stalemate or defeat, yet, it had at least kept one’s surplus population busy for
the moment and had, hopefully, provided prevention against a subjugation by the
neighbors. Moreover, the warfare, by itself, would probably have eliminated a good
share of the surplus-population through illness and deaths in action. If the robber
states took into account — as they ought to: see the debates in the original assembly
—, thatin aworld of imperial rivals there is no alternative to having an army anyhow,
the solution found was close to genial.

Yet, it war, too, led into dilemmas. First, it could never work as a universal so-
lution, The economic trick was to externalize the subsistence cost for the displaced
former peasants to a third foreign party, but two countries cannot mutually rob each
other. The solution could always only work for one side, while the loser ought to be
enslaved or the like. The loser would obviously dislike the situation, seek to free him-
self, and, in fact, aspire to become the oppressor himself. People in two neighboring
countries can well live peacefully alongside each other if they both have land, work
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it, and engage in exchange. If the people within the two countries, have, however,
partially mutually displaced each other from their land, and they seek a subsistence
for the displaced group by subjugating a foreign country, this can only work for one
side and will never be stable. Second, the displaced former peasants who conquer
foreign tribes or countries, police and control them, throw down upheavals and or-
ganize the transports to the homeland, become a lasting mass-reality as such. From
thereon, their very existence forces their home robber states to continuously seek to
subjugate other countries, including to find new victims if old ones are exhausted.
Prosthetics by warfare are, thus, a standing cause for new wars; they are, as such,
bellogenetic by necessity.”

192 Herfried Miinkler (Miinkler (2017) makes a similar argument with regard to the war of Thirty
Years.






Part lil:
The deficiency of employment-generating
spending in modern capitalism

After having dealt with general doctrinal issues of profit economies in Part I and
with dynamics and prosthetics of ancient capitalism in Part II, now modern capi-
talism is examined in two parts, Part I1I and Part IV of the book. Part III studies the
dynamics of the modern capitalist economy without prosthetics, hence in its most
abstract and purest form, with a view to the closure of the circuits of the productive
economy, which only generate employment. It, thereby, also describes the basis for
the modern social master drama. We shall find that, even if non-owners are now, in
contrary to ancient capitalism, employed by capitalist firms in significant numbers,
the circuits will often enough not close and that, thus, the necessity of prosthetics
continues to exist. Chapter VI secures the paradigm in the background. Chapter VII,
which is the book’s longest and most theoretical, examines economic approaches
adopted to circuit closure throughout the history of economic theory by outstand-
ing economists, from Quesnay to Minsky. Chapter VIII presents the resulting expla-
nation for deficient employment-generating or deficient producive spending in the
capitalist productive economy. Part IV will later deal with the prosthetics of modern
capitalism.






Chapter VI. The master drama of modern capitalism:
Employment for workers

“Die Entstehung der Armut ist (iberhaupt eine Folge der biirgerlichen Gesell-
schaft, und sie ergibt sich im ganzen notwendig aus derselben” .. “Es ist in der
biirgerlichen Gesellschaft nicht eine blofie Naturnot, mit der der Arme zu kimp-
fen hat. Die Natur, welche der Arme sich gegeniiber hat, ist nicht ein blofRen
Sein, sondern mein Wille. Der Arme fiihlt sich als sich verhaltend zur Willkiir,
zur menschlichen Zufilligkeit, und das ist das Empérende in der letzten Analyse,
dass er durch die Willkir in diesen Zwiespalt gesetzt ist.” ... “Der Mangel an Arbeit
ist, wie bemerkt wurde, ein Hauptumstand, der die Armut herbeifiihrt. Es tritt bei
einem gedeihlichen Zustand der Kultur immer eine Uberbevélkerung ein. Wenn
der Armut Gelegenheit zur Arbeit gegeben wird, so wird dadurch nur die Menge
der Waren vermehrt. Nun aber ist es gerade der Uberfluss von Waren, der den
Mangel an Arbeit herbeigefiihrt hat...”

We saw that the ancient master drama ended with the general loss of land of the
largest part of the population. Thereby, the subsistence of the new-born non-own-
ers or workers became dependent on the new-born owners. The non-owners either
needed the owners to offer jobs or to make gifts to the former. But whether owners
offered jobs depended on whether they could use the non-owners’ work to close prof-
itable M—C—M’-circuits. That was the result of the social system having allowed the
economic subsystem, dominated by capitalism as its guest system, to take charge
of social goods procurement. Now, even if the economic system, in its crisp beauty,

1 Hegel (1983) page 193. Translation by the author: “The origination of poverty is, as such, a con-
sequence of civil society, and in the whole results from it by necessity.” ... “In civil society it is
nota mere natural hardship, with which the poor has to fight. The nature, which the poor has
as its opposite, is not only a factual existence, but my will. The poor feels himself as behaving
himself to arbitrariness, to human randomness, and the outrageous, in the last analysis, is
being put into this discord by arbitrariness.“ ... “The lack of work is, as has been observed, a
main circumstance, which causes poverty. In an advantageous condition of culture always a
surplus population occurs. If the poor are offered an opportunity to work, thereby only the
plenty of commodities is augmented. It is, however, just the excess of commodities, which
has brought about the lack of work...".
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does not care about about the excretion of human surplus populations and their suf-
fering and processes on unshattered, the social systems cannot let go.... If things go
badly, then individual biological systems, which men are, will be put under stress.
Individuals will, first, starve and become physically and mentally ill. Then, the cul-
tural system will react: Writers will write novels, artists paint pictures, singers sing
songs, directors shoot movies, priests will pray, etc. and all that will spill over into
the political system. Now political ideologists and social reformers will write arti-
cles and give speeches, people will discuss and rally on the streets, party leaders will
make demands, and there will be upheaval, rebellion, revolution, physical force and
civil war. The powerful elites will, of course, as they did before, seek to defend their
positions and there will be fights.

In fact, in parallel with the renaissance of capitalism in modernity, the social
system had become much more sensitive and irritable to human suffering, includ-
ing to even the suffering of the lower classes. The European Middle Ages left over
Christianity with the idea, which had appeared so unspeakably weird initially, that
all humans were created in God’s likeness, and each cultural wave after the Mid-
dle Ages, from humanism, via Protestantism to the natural law, the Enlightenment,
and, certainly, socialism, had only put more emphasis on this idea and claimed a
more generous applicability for it. Yes, in everyday life, the lower classes were still
trained and drilled to look up to the “hochwohlgeborene” nobility, like the upper
classes continued to look down onto the “pauvre fol peuple” as something essentially
different from them, but increasingly the contradiction between the imago dei-con-
cept and the philosophies of modernity, on the one side, and the practices of every
day’s life, on the other, came to the forefront. When Frederick the Great of Prussia de-
clared himself as “first servant of his people” 250 years ago, he “officially”, so to speak,
rebased the legitimacy of government on a functional role directed to the well-being
of the people, even if he did not talked about equality within “the” people, his state-
ment admitted at least that severe sufferings of the lower classes were a bad thing.
The French Revolution of 1789 drew the first drastic corollaries from all this. It fol-
lowed the French revolution 0f 1848, the Chinese Taiping rebellion from 1850 to 1864,
the Paris Commune of 1871, the Russian and the Chinese revolution, “people-demo-
cratic” regimes in Eastern Europe, and revolutionary attempts and regimes in Africa
and South America. The world entered into an era of “mass politics”, with Commu-
nism and Fascism, becoming the two main novel political offers after the carnages
of WWI. Whether, they will turn out to have been transitory stages to a universal
“mass democracy”,” we shall see. The relevance of the modern master drama, which
we shall examine now, for society was greatly amplified by these developments. It is
the true sting behind all macroeconomics.

2 For the argument of this book, we do not need a more developed concept of “mass- democ-
racy”. See, however, Kondylis (1991) and Furth (2008) and Furth (2015).



Chapter VII. The structural deficiency of employment-
generating spending in modern capitalism

Section 1. Circuit closure analysis

The relationship between production and consumption in primitive autarch fami-
lies or tribes can be imagined in the simplest case that a search of new subsidies,
either by gathering plants or hunting prey, takes only place after all available subsi-
dies have been consumed. Foresight comes into play, the search begins some time
before new goods are needed, but this is limited by available storage technologies.
Seasonal change and whether or not hunting, fishing or gathering is good or bad
must be taken into account. If pastorage and agriculture have emerged, the seasons
of seed and harvest, or the necessities from cattle life, determine the course. In this
situation, an insufficiency in a group’s means of consumption can result from mis-
calculating nature, from too little or ineptly executed human work or bad surprises:
weather, catastrophes, locust, earthquakes, disease, war, etc.

The emergence of exchange and a money economy alters that greatly. It inserts
itself between human collectives and nature as a new steering system. It enables
higher and better production and distribution, but at the cost of a higherlevel of con-
tingency and complexity that the intermediate system brings about. It also changes
what matters for the producers. Weather conditions, animal migration and stor-
ing technology remain relevant, but the foresight is no longer directed to the con-
sumption needs of the own families or the own tribe but to the esoteric demands of
prospective exchange partners and their capability and will to pay.

The relationship between production and expected employment-generating
spending in an exchange economy, money economy or capitalism is, in fact, the
main subject of the writing of the above-mentioned examined authors. While they
do not use the term “productive circuit”, they all had it clearly in mind. The authors
had three different options to approach the subject: First, to view employment-
generating spending as wholly independent of production. This implies that incomes
resulting from the production of commodities (the salaries and supplier firms’
revenues) are not relevant for being able to sell them. The money to buy the produce
is rather exogenously generated, at least in such volumes that the lack of money
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will never be a restricting factor. (This does not exclude that salaries and supplier
firms’ revenues may support circuit closure, yet, they are not necessary). This view
reminds of the innocent times when humanity believed that its garbage, emissions
etc. were so minute, when compared to the atmosphere, that they were actually
negligible. There is a primordial ocean around us and we do not have to worry about
the purchaser of our productions. We take A. Smith as an example of this view.

The second view does see a positive and necessary contribution of the outlays
for the production of commodities to workers and supplier firms upon the employ-
ment-generating spending needed to buy them; it in fact considers this contribu-
tion as guaranty for circuit closure. The most famous representative of this view is the
so-called “Law of Say” (we shall see that this “law” belongs more to Ricardo than to
Say.)' “Ricardo’s law of Say”, as we will thus call it, is either stated, without any fur-
therjustification, as “supply creates its own demand” (second interpretation). Or the
argument is that because suppliers and workers are paid for their inputs to a pro-
duction, they would automatically be sufficiently equipped to buy the produce and
would also just do that (third interpretation). In other words, the point of the third
interpretation of Ricardo's Law of Say is that the origination of the problem contains
a sufficient solution in itself. The problem, as we shall see, will be the profit-add-on.

A third group of authors, while they, certainly, do not ignore a sourcing con-
tributing of production outlays upon employment-generating spending, deny that
these outlays will be sufficient to close the circuits. Following different lines of thought
and offering different degrees of elucidation they doubt that the exploited can buy
their produce (Sismondi), that costs can buy value (Malthus), or that M can buy M’
etc. The point is: If capitalism is driven by profit, which means that the central play-
ers strive for more incoming money than outgoing money, production outlays must
always be less than the collections for the produced commodities. How can that gap
be filled to enable that produced commodities are fully sold at adequate profits — if
this is at all possible?

Historically, different notional strategies have been employed to analyze prob-
lems of circuit closure. The first strategy, the one adopted by Ricardo and his fol-
lowers, used “supply” and “demand”. Other writers applied the distinction between
“consumption” and “investment”, or sub-categories thereof (e.g., Kalecki considered
capitalists’ consumption plus investment). Keynes, in turn, used investment, which
he partially identified with saving. This book, instead, uses the breakdown of Marx’s
M into c-outlays and v-outlays in the first leg of the circuit and Marx’s surplus value
or s, which brings about the difference between the aggregate outlays M and the rev-
enues M. This allows to split the flows into smaller parts; it thereby also allows to
make the contributions of authors who use prior notional strategies comparable. As
Sismondi and Malthus have already shown, every reasoning about circuit closure

1 See on page 233 et seq.
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has to grapple with the asymmetricity that is connected to the profit criterion. More
value-in-exchange/money must be sucked-in by capitalists, on their sales side, than
they emitted to workers and supplier firms before on the sourcing side. The driving
force of profit economies is to create a gap between M‘ and M, the challenge to its
ability to close its circuits is the very same gap. Our analysis will ultimately show that
a closure of the gap — using value-in-exchange generated in the firstleg of M—C-M'-
circuits and the expected profits — is theoretically possible. However, it is conditional.
Accordingly, a full and adequate understanding of the problem of capitalist circuit
closure can only be achieved by understanding the structure of this conditionality.
When can the conditions be met? And why is what ought to happen for circuit closure
in the productive economy normally not happening? We shall find the answer in the
flight of investment into the sterile economy. The reader who is only interested in the
results of our review of the selected economists but not in their individual treatment
may re-join in Chapter VIII. The deficient-producive-spending-syndrome .

Section 2. Quesnay'’s dépenses-integrated “royaume agricole”
An organism reproduced by just the right “dépenses”

Quesnay, the physician,” thought of the economy, of his “royaume agricole”, in much
the same way as of the body of his patient Louis XV. What happens at one place must
have consequences at another place and in order for it to be possible something else
must have happened before or be happening at yet other places. A biological or zo-
ological system, Quesnay knew, has a built-in telos or an entelecheia, which works to-
wards a healthy state. It takes care that juices of the right composition and volume
will be produced and find their way to the right destinations at the right time; it also
takes care that they will be welcomed and not rejected. Why should God not have
arranged for the economy, which Quesnay “dissected”,? to operate in a basically re-
liably way, predetermined by Platonian ideas or by a God-imbued spirit? So, he be-
lieved: “Lordre et la marche de cette machine admirable sont fixés décisivement par

2 Noteworthily, William Petty (1623—1687), the English economist, who was writing earlier than
Quesnay, was also a professor of anatomy.

3 He himself uses the word “disséquer” (Quesnay in: Cartelier (2008) page 154). Marx calls
the tableau économique “einen hochst genialen Einfall, unstreitig der genialste, dessen sich
die politische Okonomie bisher schuldig gemacht hat”. (Marx, Theorien iber den Mehrwert,
MEW 26.1, page 319). Marx also states that Smith would “hardly have executed and inter-
preted the totality of the movement so correctly as indicated in the Tableau Economique,
notwithstanding the wrong predictions of Quesnay” (loc. cit. page 319).
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son Auteur”.* The “royaume agricole’, thus it appeared, was a machine which, af-
ter it had come into existence and was set into motion, continued to run, except
when it was abused, indefinitely. The “royaume agricole”, says Quesnay, is an “or-
dre des dépenses réguliéres,® (qui) assure perpétuellement la méme reproduction
annuelle”.® The supreme rule-setter of Quesnay was, in fact, a “dieu juste”;” yet, as
we know from other religious or metaphysical concepts about society, that is no ab-
solute guaranty against things getting out of hand. Misunderstandings, egocentric
short-term interests and sins may throw them out of their rhythm and the order
may fall apart.® In other words, Quesnay did not approach the systems integration
he observed with the modern question whether the system observed its own oper-
ation and elements, how it would do that and what means it had to interfere. His
religious-metaphysical approach also relieved him of the question of how his won-
derful foresightful and well-meaning system had come into being; he has no theory
of economic evolution to his “royaume agricole”. This pre-modern and pre-scientific
methodology is a weak spot in his economics.

It appears, though, that this deficit is the price paid for an otherwise extremely
strong and clear and, indeed, absolutely modern concept of the economic system.
Quesnay gives us statements, which, until today shine with insightfulness and pre-
cision. He wants to understand the “constitution économique”, which has an “ordre
réciproque des causes et effets” and announces his intention to expose “toutes les
piéces de rapport qui entrent dans la construction de la machine économique”, to

4 Quote in Quesnay in: Cartelier (2008) page 154. Cartelier also reads this “argumentation
économique du type finaliste” in this sense (Cartelier (2008) page 19, and summarizes “Les
régles doivent donc se déduire d’une loi naturelle volue par dieu.” (page 17)

Quesnay in: Cartelier (2008) page 165, 190.

Quesnay in: Cartelier (2008) page 216.

Quesnay in: Cartelier (2008) page 344.

Quesnay examines forgetfulness of one’s duties and lack of insight by the parts, e.g., sons
of farmers desiring to move to Paris (Quesnay in: Cartelier (2008) page 107 et seq.), the pur-
suance of excessive decorative luxuries (loc. cit. page 92) or excessive thrift in this regard:
“Que les propriétaires et ceux qui exercent les professions lucratives, ne soient portés par
quelque inquiétude qui ne sera pas prévu par le gouvernement, a se livrer a des épargnes
stériles qui retrancheraient de la circulation et de la distribution une portion de leurs reve-
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nus ou de leur gains.” (loc. cit. page 105). Quesnay, furthermore, speaks out against sovereign
debt with the argument that it creates a sterile market. “Que L'Etat évite des emprunts,
qui forment des rentes financiéres, qui chargent I'Etat des dettes dévorantes, et qui oc-
casionnent un commerce ou trafic de finance, par I'entremise des papiers commercables,
oul l'escompte augmente de plus en plus les fortunes pécuniaires stériles, qui séparent la finance de
I'agriculture, et qui la privent des richesses nécessaires pour l'amélioration des biens-fonds et pour la
culture des terres.” (loc. cit. page 117, italics added). On both occasions, Quesnay, noteworthily,
uses the term “sterile” not with a view to his unfortunate cl. sterile, which, even if it can pro-
duce goods, including services, and sell them above their costs, cannot be “productive”; he
rather uses “sterile” it in a sense, which comes close to its use in this book.
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understand “le jeu de cette machine régénératrice.” For this purpose, he undertakes
a“démonstration anatomique des toutes ses parties et par le développement de leurs
entrelacements, de leur connexion et du concours de leur action mutuelle” He finds
a two-sidedness, a functional double character of flows. “Par la circulation on en-
tend ici les achats payés par le revenu..”.’° There is a “...débit réciproque d’une classe
alautre”.™ “...tout doit étre dépensé pour pouvoir étre reproduit.”* And as in Ques-
nay what needs to happen will happen, he can also write ”..I'ordre de la distribution
de de la dépense du revenu..” shows that “la reproduction du revenu y est égale au
revenu dépensé..”.” “De la vient que 'on dit que consommation et revenu sont syn-
onymes”."*

The price for the stability of the “royaume agricole” is not necessarily an absence
of growth. Quesnay’s machine can run at any level, hence also at greater volumes.
He even advocates policies, which allow production to rise — e.g., by the sale of agri-
cultural produce to foreign markets.” Hence, we find a contradiction in Quesnay,
methodologically speaking. On the one hand, we have an advanced understanding
of a necessity of capitalist circuits to close and of the preconditions of their closure,
on the other hand, we have a pre-modern Platonian, Aristotelian (Catholic even), ex-
planation for why these preconditions will be automatically fulfilled. The exceptional
contribution of Quesnay to the history of economic thinking resides in the first di-
mension, in speaking out about the existence of the necessary discipline of circuit
closure in the economy™® - as strict as any of those found in biological systems — and
in requiring a style of economic reasoning, which is compatible with this request.
By elevating that “the right amount of money will always be where needed to buy
the produce” to an axiom of economics, he drew the attention of economists to the
buried question if it happens why it happens. He moved the question where employ-
ment-generating spending come from, how they are financed and how circuits of exchanges
between units prepare the ground for a next round of circuits to the center of economics.
We should not criticize Quesnay that his answer falsely misconceived the economy
as a teleological system by bringing God and happily fitting numbers into play, but
admire him for discovering that capitalist circuits must close by assuming that they
do close.

9 Quesnay in: Cartelier (2008) page 153 et seq. (both quotes).

10 Quesnay in: Cartelier (2008) page 137.

1 Quesnay in: Cartelier (2008) page 94.

12 Quesnay in: Cartelier (2008) page 165.

13 Quesnay in: Cartelier (2008) page 165.

14 Quesnay in: Cartelier (2008) page 165.

15 Quesnay in: Cartelier (2008) page 144.

16  One might say this about logistics and motivation of the elements or classes. In another
context, Quesnay writes “Tout est assujetti ici a des régles rigoureuses..”. (Quesnay in: Cartelier
(2008) page 392.
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Tableau économique as quantitative flow diagram

Quesnay’s teleology lies in the match of God-chosen quantities. By putting numbers
on flows that enable circuit closure, he tells what is needed for the circuits to close.
The circuits close because of the fit of the quantities; hence the quantities will allow
to understand why they close. Here is our leading theoretical interest in Quesnay
- to understand how the quantities can be as they are or how employment-gener-
ating spending is created in the tableau in such numbers as to enable the flows of
“dépenses” to integrate.

Quesnay presents several versions of his fableau, in the format of a zigzag-draw-
ing or of a table. We have chosen to use the version from 1766" and represent it in
this book as a flow diagram.

Figure 11: Quesnay’s tableau économique (graphic by author)

The flows require stocks as preconditions. There must be “avances primitives”
of approx. Livres 10 bn. and additional “avances annuelles” of approximately Livres

17 Quesnay in: Cartelier (2008) page 207 et seq. (first published in Journal de l'agriculture, du
commerce et des finances, June 1766).
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2. bn. of the “classe productive™® (cl. productive) and Livres 1 bn. of the “classe stérile”
(cl. stérile) and there must be both labor*® and money. No credit, no private banking,
and no central banking are required and no state and no taxation appear as separate
elements or flows in the tableau.”

In a biological system the flow of blood from the heart to an organ or peripheral
place, which it will nurture, does not depend on the simultaneous flow of something
else in the opposite direction. Muscles do not make “payments” to the heart for the
nutrition they receive.”* However, in the economy we have flows of goods or ser-
vices in one direction and of money in the opposite direction, which mutually do
depend upon one another; as jurists say do ut des or quid pro quo. Quesnay uses the
word “dépenses”,” which corresponds to our “spending”, for the money flows being
emitted by purchasers of goods or services for them.** His perspective, much like

18  Quesnay in: Cartelier (2008) page 212.

19 Quesnay in: Cartelier (2008) page 97. The “classe stérile” includes the producers of handicraft,
housing, clothing, those who give loans, domestics, commerce, foreign trade etc. (Quesnay
in: Cartelier (2008) page 139).

20  Quesnay in: Cartelier (2008) page 94. He mentions that half of the “avances annuelles” would
be used for feeding animals and half for the salaries of the workers.

21 Even if the Banque de France was only formed in 1800, Quesnay was certainly aware of the
activities of the Banque Générale of Paris under John Law from 1716 to 1720. He mentions
“emprunts”, “rentes financiéres”, “la finance”, and “papiers commercables” a few times in a
critical sense (Quesnay in: Cartelier (2008) page 117).

22 One might contend that a muscle, like everything in a organistic biological system, con-
tributes to the survival and reproduction of the whole, including the heart. While this is true,
the heart will not immediately withhold nutrition for the muscle, if the muscle no longer
makes valuable contributions for the body as a whole.

23 He even occasionally uses “dépenses” to name two of his three classes when he speaks of
the “classe des dépenses productives” and the “classe des dépenses stériles” (e.g., Quesnay in:
Cartelier (2008) page 92). It is noteworthy, though, that only the cl. productive makes rent-
“dépenses” to the cl. des propriétaires, thereby transferring the “revenu net” of the economy,
which enables the cl. des propriétaires to close the circuits.

24 We can obviously look at each exchange, first, in terms of the flow of goods or services or in
terms of the flow of money and, second, from the perspective of the seller or from the per-
spective of the buyer. The word “supply” covers produced goods or services from the seller’s
perspective, the word “demand” covers the need or desire for goods or services from the pur-
chaser’s perspective. “Purchasing power” (or “producive spending”, “effective demand”, and
“effectual demand”, etc.) points to the capability of the prospective recipients of the goods
and services to make money payments for them. The desire to exchange goods or services
against money, when looked at from the seller’s perspective, is well expressed by the Ger-
man word “Absatz”. The French word “débit” evokes a book-keeping perspective (entering a
debit). In English dictionaries, we mostly find the less specific words “distribution”, “sales”, or
“offer” . Sometimes we also find “off-sale”, which is less customary but comes closest to “Ab-
satz” or “débit”. A flow of money, when considered as incoming, is called “sales price”, “rev-
enue”, or “income”, while the same flow considered as outgoing is a “purchase price” spend-
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ours, thus, focuses on (i) the flow of money (not so much of goods and services), and
(ii) from the point of view of the dispatcher of money (who must first have it and then
be ready to make the sacrifice and depart therefrom).* Furthermore, Quesnay (iii)
looks at actual flows in executed transactions, not only at potential transactions. In
other words, his “ordre des dépenses réguliéres” is rendered possible by there be-
ing people capable and ready to give money away. These money-"dépenses” re-appear
somewhere else as “revenues” or income and integrate the economy as a whole.

The stocks, flows, quantities and action in the tableau

Quesnay’s “dépenses” flow in a triangle between the “classe des propriétaires”, the
“classe productive” and the “classe stérile”. Each class has certain physical stock and
may also have a certain monetary stock. The cl. des propriétaires owns the land and
rents it out to the cl. productive who uses it for production. The cl. productive has
made “avances primitives” and “avances annuelles” and sits on money earned from
the past year. It produces agricultural goods (grains, plants, animals, meat, wine)
and other primary products (wood, minerals, other raw materials) with rented land
and supplies them to both the cl. des propriétaires and to the cl. stérile. The cl.

stérile also has certain physical “avances primitives”®

(equipment, tools etc.) and
some money and processes the primary goods further (e.g., to construct buildings
or to produce clothes or furniture) with handicraft; it distributes them via trade to
the cl. des propriétaires and to the cl. productive or renders services to them (as
domestic servants, craftspeople, artists, lawyers, generals, priests, forwarders etc.)
including by trading the produce of the cl. productive as merchants.

All three classes receive “dépenses” as a consideration for the goods or services
delivered, which are their revenues, the cl. des propriétaires receives rent, and the
other classes purchase prices or other payments for their services. These “dépenses”
motivate and reward either production or, with regards to the cl. des propriétaires,
the permission to use their land; they transport “purchasing power” and, in so doing,
build the economic system and allow it to go on.

The quantities used by Quesnay in his tableau from 1766 have already been out-
lined in the flow chart above. They show how his system operates. At the beginning
of a year, the cl. productive sits on Livres 2 bn. in cash from last year, which it pays
as rent to the cl. des propriétaires in exchange for land. The cl. productive also sits
on its “avances primitives” of Livres 10 bn., which were made on the land (irrigation

ing, expenses, or costs. These multiple terms for connected, or the same things, occasionally
cause confusion.

25  This corresponds to Minsky’s and Mehrling’s observation that capitalism is essentially a fi-
nancial system (Mehrling (2011) page 11).

26  See footnotes 18, 19 on page 207.
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systems, fences etc.)”” and on “avances annuelles” of Livres 2 bn. (seed, horses, oxen,
food for laborers, etc.) also from the previous year.

The productivity of the cl. productive allows it to generate an output (in agricul-
tural products and products of primary production) of Livres 5 bn. The cl. stérile sits,
aside its physical “avances”, on Livres 1 bn. as a stock of money from the preceding
year. [tuses this money as “avances annuelles” to purchase “matiéres premiéres” (pri-
mary materials) from the cl. productive and turns them into products and services,
which are worth Livres 2 bn.?® Hence, the cl. productive made Livres 5 bn. worth out
of Livres 2. bn., the cl. stérile made Livres 2 bn. worth out of Livres 1 bn and an annual
produce of Livres 7 bn. worth comes out of “avances annuelles” of Livres 3 bn in total.
The cl. des propriétaires does not produce anything.

The annual produce of commodities and services exists only in kind at this point,
e.g., in the storehouses and shops, and the aforementioned Livres values express
only anticipated sales value (“valeur vénale”). Luckily, the system is set in motion, and
everything goes as planned. The sequence is not crucial, but all processes can easily
be thought of as financing themselves without additional money stocks as follows:
The cl. productive makes “dépenses” of Livres 2 bn. as rent to the cl. propriétaires
(flows 1, 2 in the tableau). The cl. stérile makes “dépenses” of Livres 1 bn. for raw
materials to the cl. productive out of its stock of Livres 1 bn (flow 3 in the tableau).
The cl. des propriétaires’ spends the whole rent just received in two directions; it
makes “dépenses” of Livres 1 bn. on agricultural produce (meat, grains, wine etc.)
to the cl. productive (flow 4) and of Livres 1 bn. to the cl. stérile for processed goods
or services (see flow 5), which the cl. stérile has produced in the meantime with the
raw materials purchased from the cl. productive previously. The cl. productive can
now fill up both its “avances primitives” and “avances annuelles” with purchases of
equipment, tools. and maintenance and repair services, etc. from the cl. stérile for
Livres 1 bn (flow 6) thereby providing the cash to the latter class, who in turn buys
grains, meat, and wine for consumption from the cl. productive (flow 7).’

As a result of this round of mutual spending, the class productive still has a sig-
nificant remainder of its original produce (agricultural and primary products) left,
worth Livres 2 bn.; it will use this produce for its own consumption, for the consump-
tion of its laborers, or as seed or for feeding and breeding animals, etc. the following

27  Itis not completely clear in Quesnay’s work whether they were made by the cl. des proprié-
taires or by the cl. productive. But this is not important for our argument.

28  This shows that the “sterility” of the “classe stérile” cannot possibly mean that it does not
produce anything, which is salable for more that its production cost. Quesnay makes this
especially clear in two dialogues. See the reprint in: Cartelier (2008) page 297 et seq., 357 et
seq.

29  See also a somewhat more complicated, and more detailed summary by Marx, based on a
“zigzag“-model (Theorien iiber den Mehrwert, MEW volume 16.1, page 282—290, 304—318.
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year. It also still sits on the processed goods and services it bought for Livres 1 bn.
from the cl. stérile.

Quesnay calls the Livres 1 bn. of the cl. productive, which is used to purchase
processed goods and services from the cl. stérile the “interest” of the cl. productive.
He argues that the percentage of this amount of the “avances primitives” (Livres 1
bn./ Livres 10 bn.), i.e., 10 %, would be fair and appropriate and tries to convince the
cl. des propriétaires that it ought not to try to infringe upon this amount, given that
this would do great damage to agriculture.*

If everybody were to concede to Quesnay’s prescription, the cl. productive would
be able to use the 1 bn. from the cl. stérile to pay for maintenance, repair and to sub-
stitute its “avances primitive” or “avances annuelles” and it could reinvest or consume
the goods and services, worth Livres 2 bn., which it still holds from its own produc-
tion. However, the other cash, which the cl. productive has left after the round, i.e.,
Livres 2 bn., must be paid in full to the cl. propriétaires as rent once again. The cl.
stérile keeps the Livres 1 bn. it has left from the sale of processed goods etc. for Livres
2 bn. to purchase primary materials from the cl. productive in the next year (as it
did in the present round, flow 3) and consumes the agricultural products purchased.
The cl. des propriétaires® consumes the purchased agricultural and processed goods
and services, including the services of domestics, and expects the rent of Livres 2 bn.
to re-start the process the following year once again.

In summary, all classes are restituted into the monetary and other position, in-
cluding stocks, that they had at the outset after a full round and after having been
all fed and entertained throughout the year (to a greater or lesser extent).

As already mentioned, Quesnay, of course, knew about the “quart état” as part
of the cl. productive and of the cl. sterile,** but he does not go into the internal re-
lations within these two classes, i.e., between farmers, miners, foresters, etc. and
their workers or between owners of manufacturing plants, handicraft firms, trans-
port agents, or merchants and their workers. In fact, the quart état or the working
class does not appear in the tableau at all, neither as recipient nor expedient of goods
or services or money payments. It should also be noted that Quesnay, contrary to
Marx’s reproduction schemes, does not distinguish between a sector that produces
goods for consumption and a sector producing goods for investment.*

30 E.g. Quesnay in: Cartelier (2008) page 96, page 166, page 216.

31 Thisis also referred to as “la classe des propriétaires du revenue” Quesnay in: Cartelier (2008)
page 220).

32 See Footnote 20 on page 207.

33 If he had, then both sectors should have been present in the cl. productive as well as in the
“cl. stérile”.
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Quesnay’s macro transmissions

Quesnay’s macro transmissions indicate the sources of the flows in the tableau, con-
nect profit-making and employment-generating spending and imply a certain com-
plementarity between the productive economy and the wealth economy. As quoted
previously, Quesnay’s tableau shows “I'ordre de la distribution des dépenses et de
”* and, in effect, as just
seen, all seven flows of “dépenses” were not only financed by what flew to the respec-

la reproduction du revenue par la dépense méme du revenue

tive class before, but also reproduce the prior starting positions for the following
round. Coming from the basic insight “il ne peut y avoir d’acheteur quautant quils
sont payés eux-mémes pour pouvoir acheter..”,* Quesnay sets up a circular finan-
cial flows-structure, which is built on this requirement and closes all circuits. Other
wealth — wealth from abroad, credit, and fiat-wealth - is not necessary to close the
circuits of the tableau.

If we apply the M—C-M or C-M-C’-scheme, the rent-"dépenses” by the cl. pro-
ductive to the cl. des propriétaires (flows 1, 2), the “dépenses” by the cl. stérile to
the cl. productive of Livres 1bn. (flow 3), and the dépenses of Livres 1bn. by the cl.
productive to the cl. stérile for processed goods and services are, from the perspec-
tive of the respective dispatchers, investive M—C-spending. From the perspective of
the recipients, they are C-M’-collections or revenues following investive outlays. The
“dépenses” of Livres 2 bn. for food, wine, etc. by the cl. propriétaires and by the cl.
sterile to the cl. productive are consumptive M—C’-spending (flows 4, 7). The same
applies to the “dépenses” of Livres 1bn. by the cl. des propriétaires to the cl. sterile
for processed goods and services for consumption (flow 5).

Under the distinction between employment-generating and sterile spending, of
the Livres 7 bn “dépenses” of a year in the tableau, the Livres 2 bn. of investive M—C-
payments (from the cl. sterile to the cl. productive for raw materials and from the cl.
productive to the cl. sterile for processed goods and services of each 1 bn. Livres)*
are employment-generating spending. Equally, the payments of Livres 3 bn. of con-
sumptive M—C-payments are employment-generating spending (from the cl. des
propriétaires to the two other classes for agricultural products and processed goods
and services and from the cl. sterile to the cl. productive for agricultural products).
The tableau’s final flow in are the rent payments of Livres 2 bn. from the cl. produc-
tive to the cl. des propriétaires. Assuming that they have no component rewarding
the erection of buildings, improvements, repair, and maintenance and they would,
thus, be “pure” sterile rent. That, as Quesnay’s tableau exemplifies, does not exclude

34  Quesnay in: Cartelier (2008) page 190, emphasis added.

35 Including the Livre 2 bn. of rent and the “avances annuelles” of the cl. stérile, which waits in
cash as stocks to be transformed into flows.” Quesnay in: Cartelier (2008) page 345.

36  After “carve-outs”, as we view it. See on page 123 et seq. and 351 et seq.
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that they are highly beneficial and integrative. Without them, the cl. des proprié-
taires could not keep the wheal turning so generously as it does. It takes the royaume

«

agricole’s “revenu net”, consumes it for luxuries and immediately puts it fully back into
the productive economy.

Surplus or profit in the tableau is sufficient to nourish all three classes. The cl.
productive begins the years with annual “avances” in kind and Livres 2 bn. and ends
the year with them. During the year, it nourishes itself and draws some enjoyments,
by consuming in kind a part of the difference between its gross produce worth Livres
5 bn. and the sold produce of Livres 3 bn. Equally, the cl. stérile, begins with Livres
1 bn. in cash and some “avances” in kind, consumes purchased agricultural prod-
ucts, say food and wine, but ends where it began, with Livres 1 bn. in cash and some
“avances” in kind. Finally, the cl. des propriétaires begins with its land and a claim for
the rent for the previous year and ends with them again. In between it has fully con-
sumed the preceding year’s rent, the “produit net”. Hence, all classes in the tableau
finish as they began; none has accumulated additional capital or wealth. The roy-
aume agricole is neither shrinking nor growing; it is, as we have stated previously, a
stationary economy, simple rather than extended reproduction.

Quesnay’s cl. des propriétaires deserves special attention. As we already know,
according to Quesnay: “Les propriétaires ... ne produisent rien”, and: “les proprié-
taires sont utiles A I'état que parleur consumation..”.*® While it is quite true that the
cl. des proprietaries does not produce anything, the most astonishing thing about it
in Quesnay’s tableau, is the marvelous fact that the cl. des propriétaires immediately
and fully consumes its rental income. Whether by benevolence, forward guidance by
a“dieujuste”, decadent addiction to luxury, or for whatever reason, we do not know;
but they do the right thing and fill the gap by this maximum generous consumption,
thereby vindicating the toil of the cl. productive and of the cl. stérile, allowing them
to close their circuits. Quesnay’s wealth owners, in fact, do almost exactly the opposite of
what normal wealth owners do. Normal wealth owners even shift employment-gener-
ating revenues into sterile investments; Quesnay’s wealth owners immediately and
fully re-inject sterile wealth revenues into the productive economy. There is no flight
of Quesnay’s wealth owners from the productive economy by acquiring wealth as-
sets, not of sovereign debt, not of stock, firms, gold or other valuables, not even of
land and of existing country side chateaux. Quesnay’s wealth owners also do not

37  Quesnay in: Cartelier (2008) page 3.

38  The quotation continues: “.si leurs revenues nétaient pas distribués au professions lucra-
tives, I'Etat se dépeuplerait par I'avarice de ses propriétaires injustes et perfides” cited after
Cartelier (2008) page 36. Providing land is immensely important from a value-in-use per-
spective and it is remarkable that Quesnay, writing in an absolute monarchy and handing
over his work to the king, misses the opportunity to mention this contribution, at least in
addition to their consumption.
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speculate to seek capital gains. What will become a political request of utmost im-
portance in Sismondi’s, Malthus’ and Keynes’ thinking, the wealth owners in the or-
ganism contrived by Docteur Quesnay already silently comply with. This, the im-
mediate re-injection of everything, which leaves the productive economy as a sterile
“tribute” to wealth owners, together with the cl. productive and the cl. stérile also im-
mediately spending the full amounts of their revenues in the productive economy, is
the secret of Quesnay’s circuits closure. In real life, unfortunately, a significant part
of what moves in the sterile economy, stays there.

Disorder and growth in the tableau

Quesnay exposes the problem of whether sufficient “dépenses” can be generated to
integrate and reproduce the capitalist spending flows, by showing that the problem
is automatically taken care of. This built-in teleology or the entelechia in his tableau
(or should we speak about nomoi or his universalia in res?) do, though, not forestall the
possibility of deviations. Given that Quesnay, following the design of his theory, does
not have a philosophy of history or a theory of economic evolution, such deviations
must, yet, be perceived as disorder or like an illness. This is precisely why Quesnay
tries to lobby and educate his classes to behave as they should behave.*” The tableau
not only shows how things are, but it is also a proscriptive plan for behavior.

Furthermore, it allows us to reflect on the possible origins and consequences of
disorder and on possible remedies thereto: If the cl. des propriétaires were, against
Quesnay’s guidance, to increase the rent payable by the cl. productive to Livres 3 bn.
(and infringe upon what Quesnay considers the fair “interest” of the cl. productive
on their “avances primitives”), then the cl. productive would lose Livres 1 bn., which
it could spend on maintenance, repair and spare parts and its “avances primitives”
would degenerate. The productivity and output of the cl. productive would, accord-
ingly, soon fall. Of course, it could also only buy less from the cl. stérile. Alternatively,
the cl. des propriétaires might buy luxury goods and services from suppliers out-
side of the tableau, e.g., from abroad. This would diminish the money flows to the
domestic cl. stérile who would then have to cut back its “dépenses” to the cl. produc-
tive, whose reduced income would lead to reduced production and consumption of
the cl. stérile. Disturbances can also originate from the sphere of the cl. productive.
Natural catastrophes or war can either reduce or destroy harvests or seeds needed
for the years to come. Cattle needed for breeding can be eaten up, thereby bringing
the production down and leading to the human population’s undernourishment.

If the cl. des proprietaries were to engage in war, financed by a reduction of food
or luxury consumption, conversely, this might only lead to a repartitioning of his
purchases from both the cl. productive and the cl. stérile. The cl. des proprietaries

39  See footnote 8 on page 204.
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would possibly buy fewer agricultural luxury consumption goods, but likely more
simple food for soldiers from the cl. productive. It would also likely buy additional
armament, and have more castles and ships, etc., built by the cl. stérile, but would
purchase less silk, furniture, artwork, and domestic services from it. If there is an
aggregate increase of “dépenses” to the cl. stérile, then it should, in turn, increase
its “dépenses” to the cl. productive for raw materials (which may thereby be enabled
to pay higher rent to the cl. des proprietaries). The tableau, thus, not only allows for
changes between a more Spartan or Puritan and a more luxurious or decadent or
catholiclifestyle, but also for aggregate overall growth, provided this can be financed
from available stocks of wealth, credit, or from fiat wealth. The economy may grow
and re-settle in “sync” at a higher output level.

B

Quesnay’s tableau gives us several important introductory insights upon circuit
closure. First, it teaches us that subjecting the biological and cultural reproduction
of mankind to an economic system, even one subjected to the profit criterion (the
M-C-M'-requirement), can function like an integrated organism if certain numeric
preconditions are met. Second, he shows that the value-in-use-side poses no un-
solvable problem. Frictions might arise if the cl. proprietaries had no land, or no
good land at least, or if the cl. productive or if the cl. stérile were incompetent or
unwilling to produce the primary goods or processed goods or services in proper
quality and quantity in relation to the effectual demand of the other classes. (This
is basically in agreement with Marx’s reproduction schemes, in which the value-
in-use-dimension appears to be even more of a concern.) The third requirement
— the integration must be achieved through exchanges that fulfill the demands of
the M—C-M-logic, hence, enabling profit - is stickier. This was, in fact, the crucial
hurdle for Quesnay. How can the circuits close and, simultaneously, profit be made?
Or, more specifically, how can the three classes make “dépenses” to each other,
which equip each other to make their “dépenses”, yet still allow them all to make
profit?

We studied what his numbers and his numeric narrative implied on how profit-
making and circuit closure could coexist. The finding can be expressed in sober
terms in the following way: If no additional money arrives, to enable circuit closure,
then those who generate new value-in-exchange in the form of produce must give the
same amount of value-in-exchange in the form of money to somebody who will use
the money received to buy produce in its full amount therewith.*° For the “revenu
net” (in money form) to be able to buy the “produit net” (in kind, in commodity-

40  “Quoi quil en soit, le point essentiel est I'existence d’un flux de paiements qui ne sont pas
représentatif d’un colt.. Pour que se forme un revenu monétaire net au plan global, il est
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form) money must, thus, travel from the value-in-exchange-creating class to the
vindicating and rewarding classes that buy the produce in the very same amount.
This is quite similar to the producing class having to buy the produce from itself,
except for the being one change of money ownership in between. Quesnay uses
legal property relations, the owner-power of the cl. des propriétaires over their land
to justify this critical transfer rent-payments. Thereby, his solution comes mostly
from the land-owning and rent-absorbing (but not producing) cl. des propriétaires,
which, very gratefully, if unproductive, turns out to be a class of very hungry big
spenders.*

Quesnay has posed the eternal question of macroeconomics of capitalism in
the paradoxical way of presenting it as being solved for eternity. When he gave his
answer, he reverted from a high-concept-question to a rather naive pre-ordained
numeric solution,*” which was metaphysical and premodern methodologically. Of
course, Quesnay’s answer was, unfortunately, false in substance: Landowners (or
sterile wealth owners in general) do not save capitalist circuit closure by using their
sterile revenues for consumptive employment-generating spending. Quesnay was
still happy with his answer, not only because it pleased his organistic theoretical
bias, but also because it supported corollaries which pleased his political prefer-
ences in favor of capitalist agriculture.® Sismondi, Malthus, Keynes, Luxemburg,
Kalecki, and others adopted Quesnay’s modern and systemic question, but freed

nécessaire qu'une partie de la dépense consiste en I'anticipation de ce revenue net.” (Cartelier
(2008) page 45, italics in the original).

41 Marx would later attack Malthus for allowing for the existence of such a class, see on page
257 et seq. There is, actually, a very similar structure in Marx’s work: In Marx, the working
class is the class that solely generates new value-in-exchange, a sub-component of Ques-
nay’s classe productive and of his classe stérile, if You like. The value-in-exchange generated
is appropriated by the capitalist class by legally acquiring ownership of the produce, which
results, as in Quesnay, from owners’ power and social rules (the inventories remain in the
ownership of the capitalists even after having been processed by the workers). Marx’s capi-
talist class, though, receives the new value-in-exchange, the surplus, not already as mone-
tary rent (as in Quesnay), but still in kind, as produce C. Therefore, the capitalists has to go
through an additional stage to enable themselves to assume the role of Quesnay’s classe
des propriétaires. They must — paradoxically — sell their produce C, in particular its part
representing the surplus (C-C), which they can only sell to each other, in order to enable
themselves to buy just this surplus-part C-C (or M‘-M) from each other.

42 He had access to statistical data and must have adjusted them so that they matched, either
by trial and error or some kind of interpolation.

43 Marx saw the physiocrats as preparing the French Revolution. Particularly, he saw Turgot as
a radical “bourgeois-minister” who “preluded the French Revolution”. With all their “false
feudal appearance, the physiocrats worked hand in hand with the encyclopaedists.” (Marx,
Theorien iber den Mehrwert, MEW 26.1 page 24, 37, translated by the author).

215



Gerhard H. Wachter: The Capitalist Economy and its Prosthetics

themselves from his methodological and substantial limitations in trying to answer
it.

Section 3. Smith: An invisible hand over suppliers and customers

Because he made no progress beyond Quesnay in the matter of circuit closure Adam
Smith plays no major role in this book. He is still considered at some length for
two reasons. First, unlike most economists today, being a man of great historic and
philosophic knowledge, he was able to show what freedom and liberty (or, in our
words: owner power) did in the economic realm; insofar he stands in the great nat-
ural law tradition of, e.g., Hobbes, Pufendorf, or Montesquieu, which already guar-
antees his historical longevity. In particular, he described how owners’ power trans-
forms into an abstract discipline of economic liberty, which not only keeps the greed
of merchants within bearable limits, but also erects a benevolent automatic general
motivational and steering system that favors productivity, consumer orientation,
economic growth, and prosperity. Second, Smith stood between Quesnay and Ri-
cardo with regards to the problem of circuit closure. Quesnay had seen the problem
and he had set up the just introduced model, which is has remained valid for reflect-
ing on it up to today. Ricardo also saw the problem, but used what he falsely called
the “Law of Say” to pseudo-solve it.** Smith found himself between the two. He ei-
ther did not see the problem or somehow considered it as solved; at least it played no
relevant role in his work. Note that Smith’s famous “invisible hand” was not meant
to be a solution to the problem; the “invisible hand” was only meant to solve another,
smaller problem, as we shall see.

Smith, as an economist, supported the physiocrats. Smith spoke of their work
with admiration as the “agricultural system”.* When Quesnay and the phys-
iocrats had been pro-economic liberty, such economic liberty was, to a good deal,
a conscient means to play merchants off against other merchants, about whom

44 We shall give three interpretations of, what we will call “Ricardo’s Law of Say” below. Two are
false statements while the third one is a valuable reformulation of the question the “law” is
supposed to answer.

45  Smith (1776) page 1-3. As Smith says, all major European powers had adhered to the mer-
cantile system since at least the colonization of the Americas, while the agricultural system
(the physiocrats who called themselves “les économistes”) would have “never been adopted
by any nation and.. exists only in the speculation of a few men of great learning and in-
genuity in France.” (Book IV chapter IX, volume Il page 157). Smith rightly mentions that
Egypt, Indostan, and China (and even Greece and Rome) often pursued policies akin to the
agricultural system several times (Book IV chapter IX, volume Il page 173—181). Leon Walras
noted that the word “physiocray*” contains the Greek word for rule. It means “gouvernement
naturel de la société” (Walras (1874) page 3).
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physiocrats, like certain policies in ancient China, had always been quite suspi-
cious. Economic liberty enabled competition and competition helped to discipline
merchants to remain in the pre-conceived plan of the tableau and not to grow too
wealthy or too powerful.* Smith embraced the physiocrats preference for economic
liberty, but took it out of its narrow context. “Perfect economic liberty”, was to be
fully let out of the bottle and invited to take general control over the economy.*
The economy was, as von Hayek would later say, a “discovery procedure” (Entdeck-
ungsverfahren), a permanent auto-adjustment-process or, in the later wording
of Walras a (progressive, multi-level, and multi-place) “tAtonnement”.** Even the
word “plan” or Quesnay’s “ordre”, which could be modeled in an idealized macroe-
conomic blueprint were, thus, improper in a formal sense. Men observe prices and
try to maximize utility and profit conscientiously in their elementary exchanges
and “markets” turn thousands or millions of such conscientious actions into an
automatic play of liberty. When Smith speaks of an “invisible hand”, thus, he not
only means “invisible”, but also “thoughtless”, “mind-free”,
- resembling blindfolded Justitia. Nevertheless, the system will move towards a

common good. Free markets, Smith believed, give better guidance to production

automatic”, or “blind”

than family, clan, or tribe traditions, religion, morals, philosophical convictions,
or even paternalistic mercantilist bureaucrats. Economic liberty and competition
bring about the greatest increase of effectivity, efficiency, and wealth, provided that
it was simply left alone!

While Smith departed from the suspicion of physiocracy against merchants and
from the narrow intent of using competition as a tool to control them, Smith, nev-
ertheless, put great emphasis on the market’s disciplinary power. The old method
of disciplining (by state power, morals, and tradition) can be substituted by a new
anonymous market discipline. Much less communicative, administrative, or legal
state guidance will be required; instead, the (rather brutal) discipline of economic
success and failure, purely economic sanctions, will largely take its place. The dark
and nasty force behind the discipline of liberty, which definitively goes into men’s
Benthamian calculus of pleasure and pain, is the risk of failure. The terror-side
of economic liberty, the “hand” if you will, is the threat of falling out of the upper

46  “Quon maintienne 'entiére liberté du commerce; car LA POLICE DU COMMERCE INTERIEUR
ET EXTERIEUR, LA PLUS SURE, LA PLUS EXACTE, LA PLUS PROFITABLE A LA NATION ET A
ETAT, CONSISTE DANS LA PLAINE LIBERTE DE LA CONCURRENCE” (Quesnay in: Cartelier
(2008) page 244).

47  Atleastin principle. Smith did not deny occasional mercantilist or pro-colonialist restrictive
state interference.

48  Walras (1874) page 127 (“Il s’agit de fonder sur le fait de cette détermination sans calcul
une méthode de résolution par titonnement des équitations d’égalité de 'offre et de la
demande totale” The term “tdtonnement” was used previously by Turgot. See Faccarello in:
Faccarello/ Kurz (2016) page 80.
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society into being disrespected, suffering, hunger, and death, the lower world of
losers. In “a civilized society” in which this discipline operates, Smith writes, “men
stand at all times in the need of cooperation and assistance of great multitudes”.*’
This awareness of their (abstract) dependency (to great multitudes) very effectively
directs each player’s self-interest to contributions that supply necessities, conve-
niences, and amusements to others. This view culminates in the famous words: “[I]t
is not from the benevolence of the butcher, the baker or the brewer that we expect
our dinner, but from their regard to their own interest. We address ourselves, not
to their humanity but to their self-love, and never talk to them about our necessities
but of their advantages.”°

Smith’s discipline is not limited to villages, small towns, or even cities like
Manchester or London, though. It subjugates human behavior in countries, con-
tinents, and the world market. Smith has particularly become famous for the
aforementioned metaphor of an “invisible hand”. He analyzes: “Every individual
is continually exerting himself to find out the most advantageous employment for
whatever capital he can command. It is his advantage, indeed, and not that of the
society, which he has in view. But the study of his own advantage, naturally, or
rather necessarily, leads him to prefer the employment which is most advantageous
to the society.” He then writes that “... he intends only his own gain, and he is... led
by an invisible hand to promote an end which was no part of his intention”.>* So
much for Smith’s analysis of economic liberty.

Unfortunately, Smith also abandoned the theoretical interest of physiocracy in
capitalism’s capacity for macroeconomic circuit closure. Smith wrote twenty years
after the physiocrats and had the luck to live through the industrial revolution in
the most advanced capitalist country, which dominated the world technologically,
politically, militarily, economically and culturally. Britain and the British Common-
wealth, it may have appeared to him, would be able not only to secure much-needed
imports of cheap raw materials, but also to export the processed goods in the what-
ever quantities. In this context he expressly speaks of the discovery of America as
“opening a new and inexhaustible (sic!) market to all the commodities of Europe”.”
Smith, obviously, did not share Quesnay’s worries concerning sufficient dépenses.
If he at all ever thought about them, he might at least have felt that they should not
be an issue for advanced and world-dominating Britain.

The problem of circuit closure, accordingly, is not present in Smith’s work. Smith’
famous term “invisible hand” does not prove the opposite. Smith’s “hand” is defini-

49  Smith (1776) page 12.
50  Smith (1776) page 13.
51 Smith (1776) page 398.
52 Smith (1776) page 400.
53 Smith (1776) page 393.
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tively not a forerunner of Ricardo’s law of Say and does not secure that there are no
non-owners, which cannot be employed. Smith is, of course, aware that supply must
be demanded, that produce must be bought, and that only this will engender the em-
ployment of workers, but he neither presented this as a limiting factor for employ-
ment, nor his “hand” as the assurance that such limits would be overcome. This can
be further explained in two ways. We may, first, consider the playing field, to which
Smith’ theory of social discipline through economic liberty applies, and where the
invisible hand operates so benevolently (assigning the highest profits to those sup-
pliers who serve customers best), as being, from the outset, silently limited to the
beati possidentes. Hence, to those who, as customers, have sufficient money or, as sup-
pliers, are owners of sufficiently valued goods. Would-be-customers and would-be-
suppliers, who don’t make it to become customers or suppliers, are systematically
forgotten. The invisible hand rules markets — but in markets they are not, or they do
not matter there. When Smith speaks of markets, and about the direct production of
what is “most advantageous to society”,** he only has in mind those who are at least
marginal and occasional customers and suppliers. They certainly get better goods at
more places, faster and more cheaply (or low-priced and low-quality-goods at all).
Smith also has sellers in mind. They were buyers once, before they sold, and could
buy their supplies at more places, faster and more cheaply and at reduced costs of
transportation, etc. They can also use their owner power and buyer’s competition to
sell their goods to high value-ascribers with money at higher prices. The general in-
crease in productivity will render countries of economic liberty richer than others,
from which the public, including the poorer classes, will profit — as a spill over. There
will be more and better roads and bridges and sidewalks in muddy city streets as
well as more and better military barracks, uniforms and riffles for drawn conscripts.
There will be nicer administration buildings and more modern prisons (of the Ben-
thamian style?) and, hopefully, even better water and energy supplies to working
class neighborhoods, improved public schools, medical treatment and more gener-
ous social security. Yet, just because the invisible hand cannot see money coming
from the “have nots”, it will not direct production to them, e.g., of housing or food
to unemployed.

Or, second, we may view the “invisible hand” as also applying to the have nots.
If it reacted to the “haves” through the inclusive and luring algorithm of “I give you
more profit, the better you adjust to customer needs”, what is its algorithm for the
“have nots”? What does it tell the underworld of incapables, failures, the continuous
inflow of losers, and what does it do with them? Well, if the “invisible hand” at all
takes cares of them, it applies some sort of “to each his own” (suum cuique) to them.
They get all the negative and bad stuff. Quite simply, it tells them in an exclusive and

54  In the above quote.
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rejective way: “You are out. Go to hell and stay there!”. There is no point in produc-
ing food or clothes (or even in constructing dwellings) for those who cannot pay a
profitable price. Nobody will employ an old unskilled worker..The “no haves” get the
hard stuff from the invisible hand. They are damned like the non-electiin Manichaean
religions. That may seal the fate of whole social strata or even of continents.

Smith’ “invisible hand”, thus, does not state that circuit closure will be achieved,
but only describes the — more or less pleasant — mechanism of markets discipline.
E.g., where he thinks of a “proportion of those who are annually employed in use-
ful labour, and ... of those who are not so employed...”, he observes the “number of
useful and productive labourers, it will hereafter appear, is everywhere in propor-
tion to the quantity of capital stock which is applied to setting them to work and to the
particular way in which it is so employed.” That is all. But he neither states that
the capital stock will grow so large nor that it will be activated to such an extent as
to generally achieve full employment. Nevertheless, he generally assumes that the
produce can be sold by British firms somewhere and insofar Smith’s “invisible hand”
operates before a background of primordial inexhaustible sales markets, at least for
English firms. He is not seriously interested in how certain benevolent hinterlands
render this possible. Where he touches upon the issue, this appears to have hap-
pened by chance. Smith makes no attempt at a systematic theorical investigation in
this question,* and his few dispersed remarks on it remain superficial.”’

55  Smith (1776) page 2 (both quotes).

56 A more abstract reflection by Smith reads: “The extent of the home-trade and of the capital
which can be employed in it, is necessarily limited by the value of the surplus produce of all
those distant places within the country which have occasion to exchange their respective
productions with another: that of the foreign trade of consumption, by the value of the sur-
plus produce of the whole country and of what can be purchased with it: that of the carrying
trade by the value of the surplus produce of all the different countries in the world. Its pos-
sible extent, therefore, is in a manner infinite in comparison of that of the other two, and is
capable of absorbing the greatest capitals” (Smith (1776) page 334). Apart from a lack of clar-
ity about the notion of “surplus” in the context, the quote does not provide any insight into
the dependencies between the production of exchangeable value. Smith discusses the dis-
tribution of the annual produce among the three classes in Quesnay’s tableau économique
in a manner that “each class enjoys its proper share”, even though he considers the possibil-
ity of encroachments of “that natural distribution”, but he shows no interest in preoccupying
himself more deeply with the interrelations between Quesnay’s system of supply creation
and demand creation (Smith (1776) page 167).

57  E.g. he says: “The great affair, we always find, is to get money. When that is obtained, there
is no difficulty in making any subsequent purchase” (Smith (1776) page 375). He also men-
tions public mournings as increasing demand for black clothes (Smith (1776) page 104) and
he points to high duties or prohibitions of trade impairing the demand for British produce:
“By diminishing the number of sellers, therefore, we necessarily diminish that of buyers, and
are thus likely not only to buy foreign goods dearer, but to sell our own cheaper, than if there
was a more perfect freedom of trade.” (Smith (1776) page 408). He is also aware that there is
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After Smith had died in 1790, the economic situation in the UK and in Europe
changed significantly. 15 years of Napoleonic wars incited a build-up of production,
especially in the UK and France, and when the armament demand discontinued, in
the absence of some kind of Marshall plan and of other expansion options, capaci-
ties were far too large for peace production. Ricardo, Say, Sismondi, and Malthus,
accordingly, voiced unanimous complaints about a great “engorgement” of markets.
The impression of these post-war years, a good decade, must have been similarly
important for economic thinking of the time as the Great Depression would be 110
years later. It contributed, as in the 20th century, to shape two camps in macroe-
conomics, one camp, Ricardo and Mill in particular, remained convinced that miss-
ing employment-generating spending still did not have to be a systematic concern,
and an opposing camp, Proudhon, Sismondi and Malthus in particular, that took
the opposite view. The camps developed in parallel and argued against each other.
The camp of Proudhon, Sismondi, and Malthus, in essence, aimed to set free the an-
alytical potential of Quesnay’s circuit analysis by giving up the catechism-like nu-
meric preordainment that circuit would close and to consider whether or not cir-
cuits would close as a conscient contingent problem. The other camp, Ricardo and
Mill, too, could no longer sidestep the question of where sufficient demand would
come from, as Smith had. They tackled it by throwing in something for economists
and the public to chew on; Ricardo invented the “Law of Say”.

Section 4. Proudhon and Sismondi: Producers cannot buy
their produce

But we first turn to Proudhon and Sismondi. In the Grundrisse, Marx labeled Pierre
Joseph Proudhon as somebody “who certainly hears the bells ringing but never knows
where”. Marx therewith reacted to Proudhon explaining overproduction with the
fact “that the worker cannot buy back his product”.*® We do not pursue Proudhon,
Robert Owen, or other early utopian socialists any further, but will instead turn to
Jean Charles L. Simonde de Sismondi (1773-1842), a man of higher intellectual caliber.
Like Adam Smith, he was of deep historic knowledge and developed his economic

ideas in a concise and scientific way. The first edition of his Nouveaux Principes

a feedback from investment to demand and that “..a capital employed in home trade...puts
into motion a greater quantity of domestic industry, and gives revenue and employment to
a greater number of the inhabitants of the country..” (Smith (1776) page 399). Marx wrote
much to the point about Smith: “Die Widerspriiche A. Smith’s haben das Bedeutende, dass
sie Probleme enthalten, die er zwar nicht [6st, aber dadurch ausspricht, dass er sich wider-
spricht”. Marx, Theorien (iber den Mehrwert, MEW 26.1, page 121. E.g. Smith's theory of value
oscillates between a labor theory of value and something else.
58  Marx, Grundrisse, MEW 42, page 338.
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d’Economie politique ou de la Richesse dans ses Rapports avec la Population was published
in 1819%, one year before Malthus’ Principles of Political Economy. Both authors have
great similarities in important regards and saw themselves as jointly battling
against Ricardo and his disciples. Sismondi wrote three articles that were repub-
lished in the second edition of his Nouveaux Principes of 1827 and that he collectively
entitled “Clarifications concerning the balance of consumptions with produc-
tions”.®° These articles and chapter VI of volume I of the Nouveaux Principes contain
the essence of Sismondi’s contribution to the question of employment-generating
spending, which he called “the fundamental question of political economy”.

In his first article,** he states a “universal congestion” of the markets after the
end of the Napoleonic wars and explains it by the fact that only revenue may or may
not put “everybody into the position to buy his part of the annual produce” as “the
revenue of all is not the same thing as the produce of the work of all”. It is “possi-
ble that the produce increases and that the revenue is diminished, that the stores
fill up, but that purses empty..”.> More generally, Sismondi reproaches Ricardo and
his disciples in the second article for falsely believing that by “creating objects of ex-
change one creates exchanges”.* Against McCulloch’s statement that “the produc-
tion of one kind of a good constitutes the demand for another”® he contends that the
price of a commodity is influenced by two elements: “He who wants to dispose of a
product certainly calculates what it costs him; but he who wants to buy the product...

59  Sismondi (1827).

60  Sismondi (1827) page 369 et seq

61  Sismondi (1827) page 439 “..la question fondamentale de I'économie politique est ... [a balance
de la consommation avec la production..”.

62  Originally published under the title “Examen de cette question: Le pouvoir de consommer
s’accroit-il toujours dans las société avec le pouvoir de produire?” in “Annales de jurispru-
dence de docteur Rossi” of 1820. The article critized an anomimous article in the Edinburg
Review (volume XXXII,1819) by, as Sismondi later learned, John Ramsey McCulloch (Sismondi
(1827) page 376). McCulloch became a leader of the Ricardo school after Ricardo’s death. In
Schumpeter’s words, he was “roughly handled”, did not add “anything substantial” and the
“touches” that he did add were of “doubtful value” (Schumpeter (1954) page 477, 478).

63 Sismondi (1827) page 375 (translation by author). The original reads: “Je I'ai expliqué par une
théorie, que je crois nouvelle, sur la nature du revenue, qui met chacun en état d’acheter sa
part du produit annuel. J'ai cherché a faire voire comme le revenu de tous n'est pas la méme
chose que le produit du travail de tous; en sorte qu’il est possible que le produit s’accroisse,
et que le revenu se diminue, que les magasins se remplissent, et que le bourses se vident..”.

64  “Aux yieux de MM. Say et Ricardo, en créant des objets a échanger on crée des échanges..”.
(Sismondi (1827) page 414).

65  Retranslated by the author into English from French. Sismondi’s French translation reads: “La
production d’une espéce de bien constitue la demande de I'autre”. (Sismondi (1827) page 378).
McCulloch’s quote already states “Ricardo’s Law of Say”. “Une demande” would be correct, “la
demande” ist overstretched.
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decides by two motives, which do not have any relationship with the costs of pro-
duction, i.e., his need first and then his means to pay. The combination of these two
elements and their proportion with the product built a demand that may be stronger
or weaker than the price of production.” There will be no demand in either case if a
prospective counter-party has no desire for the product or if it cannot or does not
want to make the “sacrifice” of the money payment.*® We are in full agreement with
Sismondi here.

Sismondi attacks McCulloch and Ricardo for creating a “hypothetical world” that
only makes their argument appear to work. McCulloch, Sismondi claims, “supposes
work without profit, a reproduction, which just only replaces the consumption of
workers”. He “supposes masters and workers, but he does not leave anything left for
the masters”, but, “if those do not have any part, do not have any profit, they can't ei-
ther have any interest to make the work continue... This false supposition affects the
base of the whole reasoning. In the moment we seek what will become the surplus
of the production of the workers over their consumption, one cannot make abstrac-
tion of this surplus, which forms the necessary profit of the work and the necessary
part of the masters.”” This is the deepest thought in Sismondi’s argument. The mo-
tivational structure in the economic system, which is superimposed over goods pro-
curement in a profit economy, requires a reward, the profit, for those - the “maitres”
—who invest capital and keep the system chugging along. However, that profit must
come from somewhere — and it can only come from selling produce that the workers
alone cannot buy. Their salaries reflect only a component of the produce and cannot
be high enough to buy the whole produce. For completeness, outlays to other cap-
italists must be included. Thus, it must be left to the capitalist to buy the produce

66  Sismondi (1827) page 379, as translated by the author. The original reads: “Celui qui veut se
défaire d’'un produit fait bien son compte d’apreés ce qu'il a co(ité; mais celui qui veut acheter
ce produit, celui qui le demande, se détermine par deux motifs qui n'ont aucune relation avec
les frais de production, savoir, son besoin d’abord, puis son moyen de payer. La combinaison
de ces deux éléments et leur proportion avec le produit composent une demande qui peut
étre ou plus forte ou plus faible que le prix de production.” “Il n’y a non plus aucune demande
quand celui qui desire la chose produite n'a aucun superflu a donner en échange, ou ne veut
pas faire, pour I'avoir, le le sacrifice qu'on exige de lui” (italics in the original). Sismondi uses
the word “sacrifice” several times in this context, e.g. again on page 381 and 385.

67  The French original reads: “Et, d’abord I'auteur suppose un travail sans bénéfice, une repro-
duction qui ne fait que remplacer tout juste la consommation des ouvriers...il suppose des
maitres et des ouvriers, mais il ne laisse rien pour la part des maitres. Cependant, si ceux-ci
n'ont aucune part, n'ont aucun bénéfice, ils ne peuvent avoir non plus aucun intérét a faire
continuer le travail... Cette fausse supposition porte sur la base de tout le raisonnement.
Au moment ol nous cherchons ce qui devient le surplus de la production des ouvriers, il ne
faut pas faire I'abstraction de ce surplus qui forme le bénéfice nécessaire du travail et la part
nécessaire du maitre.” (Sismondi (1827) page 384).
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representing an add-up beyond their outlays; the surplus-part of commodities must
be bought by the masters to provide the masters with a surplus in money.

These purchases alone (necessary for a profit and to motivate the system to go
on) cannot be explained as easily as the purchases by the workers. Quite obviously,
Sismondi’s reasoning here foreshadows the reasoning of others that followed. De-
mand, esoteric, effective, and effectual, for the v-part and c-part of the produce (or
the part for which recovery of M will be sought) can be explained by workers’ demand
(the v-component) and suppliers’ demand (the c-component), but the expected ex-
cess s (= M-M), which alone allows profit, cannot be explained that way. Sismondi
debunks insufficient demand of “masters”, i.e., insufficient spending of M‘-M, as the
problem and tries to explain it mostly from value-in-use-related aspects. However,
he does not yet use a distinction between the productive and the wealth economy
and does not discover the hunt for profit in the wealth economy as the main cause
for deficient circuit closure in the productive economy.

In the second article,® Sismondi further addresses the views of Say and Ricardo
that “by creating objects for exchange, one creates exchanges”.® In essence, he gives
two arguments for why their views are wrong. First, the “created objects for ex-
change” (on the other side of the markets, the produce of Alter, which Say and Ri-
cardo expect to buy the products of Ego) may, unfortunately, not be attributed with
sufficient value-in-use and value-in-exchange by Ego. It depends on value-attribu-
tion by Ego how much Alter can buy with his products and the production of Alter
may create less purchase power than for what Alter would be happy to sell. However,
if Ego does not buy the whole produce from Alter at a price, which is profitable and,
thus, acceptable for Alter, Alter’s M’, then Alter will also be unable to buy Ego’s pro-
duce at Ego’'s M. In other words: Because Alter does not attribute enough value-in-
exchange to Ego's produce to reach Ego’s M’, which only validates Ego's investment,
Ego will be unable to exchange his produce for Alter’s M’, which only validates Alter’s
investment. Economists who hold the power of market adjustments very highly may
contend that Alter will simply take the loss, sell at a lower price, and go on to new in-
vestments. It is true that the profit principle will induce Alter to further investments
(albeit possibly more carefully and more in the sterile economy). Yet, the contention
oversees that Ego is already infected and that the damage has already happened:
Alter’s bad investment has compromised the chances for (even a possibly sounder)
investment of Ego and already initiated a depressing wave in the economy (other de-
pressing moments will arise from other aspects that we will consider later). Second,

68  Originally “Surla balance des consommations avec les productions”, Revue encyclodpédique,
Mai 1824, tome XXII.

69  Sismondi (1827) page 414, translated by the author. The transformation of Say’s Law of Say
into Ricardo’s Law of Say is now more explicit.
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Sismondi reiterates his point that if a production by Alter happily enjoys the ascrip-
tion of its target value-in-exchange M’ by some Egos, then that may not be the Egos
with the money. The money M’ must be in the hands of the Ego who has the “needs”;
needs must be “united with means of exchange”. Accordingly, it does not “suffice to
only create these means of exchange” but that they must “also pass into the hands of
those who (have) the desires or needs...”. Sismondi, in particular, points to a problem
concerning the procurement of means of exchange for the most reliable of all would-
be-consumers: “Rather it often happened that the means of exchange were increased
in the society while the demand for labor or the wages were diminished; accord-
ingly the desires and needs of one part of the population could not be satisfied, and

"7 If we stipulate that “esoteric” demand cannot

the consumption also diminished.
attribute value-in-exchange, then the second argument obviously merges with the
first one. The crucial point here is the circular dependency.

Sismondi also develops the idea of a circular dependency at the level of a national
economy in Chapter VI of volume I of his Nouveaux Principes. This resembles Ques-
nay’s tableau, but Sismondi does not use fixed classes, only functional roles. In the
positive case, “a prompt and complete consumption determines always a superior
reproduction”” and the “circle can extend itself and can change to a spiral”;”* hence,
growth occurs. In the negative case, “riches that have not found their destination
[to be purchased by the market, G.W.] stop the reproduction of an equal quantity
which it must replace”.” Sismondi compares this to a lonely individual, who stops
working once he has the food, clothing, and housing he needs.” “Society is exactly
like this man...it does not want food any more if there is nobody to eat it..”. Yet, he
knows that things are worse in a profit economy: “...the limits that consumption sets
to the reproduction makes themselves even much more feltin society than in alonely
man: even if society may count a great number of individuals malnourished, poorly
dressed and poorly housed, ...it only can buy with its revenue”.” The immediate con-
nection, which existed in a single Robinson Crusoe, and of which we are reminded by
Sismondi’s example, is cut through. Hunger, the need for clothing, and for housing
are nolonger immediately felt reasons, at the societal level, to produce more. Rather,

70  Sismondi (1827) page 409, quotes translated by the author.

71 Sismondi (1827) page 113, translated by the author.

72 Sismondi (1827) page 120, translated by the author.

73 Sismondi (1827) page 177, translated by the author.

74  Sismondi (1827) page 177.

75  Sismondi (1827) page 117. The original reads: “Mais la borne que la consommation met a la
reproduction se fait encore bien plus sentir dans la société que dans I'individu isolé; alore
méme que la société compte un trés-grand nombre d’individus mal nourris, mal vétus, mal
logés, elle ne veut que ce qu'elle peut acheter; et comme nous I'avons vu, elle ne peut acheter
que avec son revenu.”
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a new system of incentives is established between value-in-use-needs and produc-
tion. Production is now only moved by profit expectations; hence, expectations of
sufficient employment-generating spending — not by hunger or the need for either
clothing or shelter. Production decisions are only made with a view to people being
able to pay for them, not with a view to people in need of products. Therefore, it is
particularly important whether non-owners (or only-owners-of-working-capacity)
can manage to procure the means of exchange. They can only consume if they draw a
revenue; this, however, they can only do if wealth owners use their capital for invest-
ments and buy their labor by paying salaries to them in order to generate profits.”

In summary, we have a market or buyer-determined theory of value in Sismondi
(attribution of value-in-exchange based on utilities and value-in-use), and the in-
sight that prospective value-attributers need sufficient value-in-exchange or money
to make purchases. Sismondi explicitly pronounces what was implicit in Quesnay’s
work. Quesnay’s axiomatic machine solved the problem, albeit without talking
about it explicitly, by moving sufficient value-in-exchange to the place where it was
needed when it was needed. Sismondi (and Proudhon, etc.) hit the nail on the head
of what happens when Quesnay’s axioms stop working. The idea comes to the fore
that capitalism’s profit motive could turn itself against the peaceful closure of the
circuits in Quesnay’s tableau. In this way, of course, the profit motive turns against
one condition of its success and against itself and an antinomy opens up. Sismondi
already sees that this antinomy will drive its way into prosthetics and into seeking
complementary demand from abroad: “Toutes les grandes demandes sont venues
de CAmérique espagnole, ou aucun obstacle mempéche point plus introduction
des marchandises Européennes, ol la guerre, allumée dans toutes les provinces,
consomme beaucoup et produit peu, ot de fortes passions populaires, excitées en
méme temps, font consacrer les capitaux, au lieu des revenus, a I'achat des armes et
des marchandises que fournit Angleterre.” At this point, Sismondi adds a footnote:
“Nous avons vu... quels ont été les résultats de cette activité artificelle; comment
les Anglais ont fourni eux-mémes l'argent avec lequel leurs marchandises ont été
achetées et consommées par les étrangers, et comment, depuis quils ont cessé de
préter & leurs chalands, ceux-ci ont cessé d’acheter.””” As this quotation shows,
Sismondi not only develops prosthetics out of deficient employment-generating
spending, but also even anticipates their dilemmas and exhaustion at cases.

76  Sismondi places great emphaisis on this point. “La détresse des manufacturiers est la plus
cruelle, parce qu'a la différence des agriculteurs leur subsistance tout entiére dépend des
échanges.” (Sismondi (1827) page 405).

77  Sismondi (1827) page 415.
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Section 5. Malthus: Costs cannot buy value’
Principle of Population: needed food supply vs production

In his 1798 Essay on the Principle of Population, Thomas Malthus (1776 — 1834) developed
the idea of mankind being a predator, while food (grains, plants, animals) was the
prey. Mankind can multiply faster than food and, hence, its growth will be unavoid-
ably limited, or as Malthus says “checked”, by the food supply. This gap is growing.
An“arithmetical” increase of food supplies (prey) will be less and less sufficient to the
increased number of humans, who grow “geometrically”.”” While this mechanism is
rabiate in principle, its practical operation is less so. Significant work is undertaken
early and invisibly by “preventive checks”. People marry late, have fewer children, or
have no children at all. Emigration is another undramatic way to do the job. Some
“positive checks”, though, materialize in a form that is so brutal as to correspond
to the unforgiving character of the law: abortion, infant mortality, and deaths due
to malnutrition, infections, unhealthy housing, etc. Wars, accidents, natural catas-
trophes, and epidemics, etc. are also factual unpleasant “checks” to populations, but
they arise out of other backgrounds without, mostly, having the goal in mind. In
fact, they may even sometimes pave the way to a transitorily more abundant state of
nourishment.

Thus, the Malthusian mechanism operates via men finding no food and dying
of hunger or illness only in its most extreme form; more often, humans are simple
not being procreated or born or disappear from places for other reasons. Malthus’
population law, hence, neither implies that there will be hunger revolts and hundred
thousand or millions of desperate adults robbing and killing each other for food or
even cannibalism,®® nor does it “apologetically” justify such horrors.

“Checks”, though, there will be, and in an unequal society, like ours, they will also
be unequally distributed. They will not fall on the powerful and wealthy, but on the
weak and poor. This is true for the sacrifice of parents to abstain from having chil-
dren, thereby affecting the poor with more providence, and for “checks” on humans
born who will suffer hunger, become ill, and may die early and who may sometimes
be said to have less providence. Belief in God and in a better life after death always
enabled religious thinkers to face and to endure sad news about life on earth, and

78  Afallin price can sink the value of a product below the cost of production. See Malthus (1820)
chapter 7 sect. 3, page 355

79  “.lsay that the power of population is indefinitely greater than the power in the earth to
produce subsistence for men. Population, when unchecked, increases in a geometrical ratio.
Subsistence increases only in a arithmetical ratio.” (Malthus (1798) page 71).

80  While human history sadly also went through such bad periods (see for instance Davis, The
reign of Li-Tsung, page 881, 902), it will normally not get that far.
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so too could Malthus, the clergy man, live with his concept’s corollaries. If there are
17 chairs and 20 want to sit, then it would be nonsensical to embark on a charita-
ble campaign in favor of those who have to stand, given that every success at such
an attempt would only produce a new have not, a new patient for the next charita-
ble campaign - this is a dumb Sisyphus-activity. A social security, inspired by lofty
philanthropic motives, was nonsensical, given the objective shortage of food sup-
ply in Malthus’ reasoning; it could only redistribute the evil, change the victims, but
never remedy the problem. Only the course of the “fault line” may be redrawn, in fa-
vor of some and to the disadvantage of others. However, on the bad side of this line,
and in the aggregate, there would always be poverty, sickness, and misfortune. God,
obviously, wanted these bad destinies to happen.

Principles of political economy: potential and real production

Twenty-two years later, in his Principles of Political economy of 1820, Malthus again
used the idea that two growth processes, which some pre-ordained necessity re-
quired to be complementary, are actually not. Now, it is not biological growth versus
the growth of social production, but the social or, in fact, the economic is on both
sides. The lack of complementarity between two dynamics now explains the limited
food supply that already went into his population law as one side of the problem. “In
a former work”, he writes, “I endeavoured to trace the causes which practically keep
down the population of a country to the level of its actual supplies. It is now my object
to shew what are the causes which chiefly influence these supplies, or call the pow-

81 He uses the distinction

ers of production forth into the shape of increasing wealth.
between the potential and the real to frame his investigation. Actual production will
always be lower or at best equal to the maximum potential of production. Where it
ends up matters greatly. There is, says Malthus, “scarcely any inquiry more curious,
or, from its importance, more worthy of attention, than that which traces the causes
which practically check the progress of wealth in different countries, and stop it, or
make it proceed very slowly, while the power of production remains comparatively
undiminished, or atleast would furnish the means of a great and abundant increase

of produce and population”.

Four stimuli of supply

Malthus espouses his view on the issue in the final, eighth chapter of his Principles of
Political economy (1. ed. 1820, 2nd. ed. 1836) “On the immediate causes of the progress
of wealth”. In it, he specifically examines whether the development of four factors

81  Malthus (1820) page 345.
82  Malthus (1820) page 345.
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(population growth, accumulation or saving, fertility of the soil, and inventions to
save labor) suffice to stimulate production up to its theoretical maximum. He shows
that these factors, individually and jointly, are unable to achieve this result both in
theory and by experience.

To begin with, the growth of the population has intertwined effects on both sup-
ply and on demand. Even if there is a greater number of people, the “desire of any
individual to possess the necessaries, conveniences and luxuries of life, however in-
tense, will avail nothing towards their production, if there be nowhere a reciprocal
demand for something which he possesses”, which would attribute value thereto
and promote his economically irrelevant “physical demand” to an “effective” or “ef-
fectual”® demand. As we know, only the two latter actually attribute value. However,
this “reciprocal demand”, e.g., for labor, depends upon the possibility of a profitable
use of this labor and “...no productive labour can ever be in demand with a view to
profitunless the produce when obtained is of greater value than the labour which ob-
tained it.” Accordingly: “A man whose only possession is his labour has, or has not,
an effective demand for produce according as his labour is, or is not, in demand by
those who have the disposal of produce.”® Hence, the economy will only be recep-
tive to those supplies of new labor (or other goods or services) that follow a growth in
population if they can be used profitably and if the bearers of labor in the increased
population are able to increase demand under the same prerequisite. In fact, expe-
rience shows, says Malthus, that “the slowest progress in wealth is made where the
stimulus arising from population is the greatest.”®*

Malthus’ treatment of the second factor, saving, the accumulation of capital,
once again emphasizes demand. Admitting that there is “hardly a country in the
four quarters of the globe, where capital is not deficient ... compared with the ter-
ritory and even the number of people, and fully allowing (for)... the extreme desir-
ableness of an increase of capital”, he still judges the relation between capital and
demand as more important than the relation of capital to the territory and to the
population: “..I should say where the demand for commodities was not such as to
afford fair profits to the producer, and the capitalists were at a loss where and how
to employ their capitals to advantage, the saving from revenue to add still more to
these capitals would only tend prematurely to diminish the motive to accumulation,
and still further to distress the capitalists..”®® Rather: “The first thing wanted in both
these cases of deficient capital and deficient population, is an effective demand for

83  Malthus uses both terms with no visible difference between them.
84  Malthus (1820) page 348.
85  Malthus (1820) page 350.
86  Malthus (1820) page 372.
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commodities, that is a demand by those who are able and willing to pay an adequate
price for them..”®’

For the third factor, Malthus relies on Alexander von Humboldt’s reports on the
Spanish dominions and Malthus’ own observations on Ireland. He infers from them
“that the fertility of soil alone is not an adequate stimulus to the continued increase
of wealth”®® Malthus quotes von Humboldt saying, with reference to the banana: “Je
doute quil existe une autre plante sur le globe qui, sur un si petit espace de terrain,
puisse produire une masse de substance nourrissante aussi considérable.”® Sim-
ilarly, “la fécondité du thaolli ou mais Mexicain est au-dela de tout ce que I'on peut
”9° and von Humboldt calculates that half a hectare planted with
bananas can feed 50 people, while half a hectare planted with corn can feed two peo-

imaginer en Europe

ple®® or that a maize harvest below 130 to 150 times the seed is considered as bad
around Valladolid in Mexico.”* Accordingly, even in towns in which the provisions
are dearer, even “the very dregs” of the people are able to earn their maintenance
by only one or two days of labor in a week.” However, nowhere does this enormous
large-scale facilitation, to procure food, lead to a significant increase of agricultural
production or to other conveniences or luxuries, e.g., by manufacturing. Rather, the
“extreme fertility” of this privileged region generally goes along with great indo-
lence and improvidence. As von Humboldt says, “si les plaines fertiles d’Atalisco, de
Cholula et de Puebla ne produisent pas des récoltes plus abondantes, la cause prin-
cipale doit étre cherchée dans le manque des consommateurs, et dans les entraves
que les inégalités du sol opposent au commerce intérieur des grains, surtout a leur
transport vers les cotes qui sont baignées par la mer des Antilles”. Malthus supports
this view: “...the main and immediate cause which retards ... cultivation is indeed the
want of consumers, that is, the want of power to sell the produce at such a price as
will at once encourage good cultivation, and enable the farmers to give the landlords
something that they want, for the use of theirland.”** “Except in the neighborhood of
the mines and near the great towns, the effective demand for produce is not such as
to induce the great proprietors to bring their immense tracts of land properly into

87  Malthus (1820) page 372 and 341.
88  Malhus uses this identical summary twice after his treatment of the Spanish dominions and
of Ireland (Malthus (1820) page 393 and 401).

89  von Humboldt (1811) tom. iii. I iv. c. ix page 28, quoted after Malthus (1820) page 382.
90  von Humboldt (1811) tom. i. . ii. c. v page 358, quoted after Malthus (1820) page 385.
91 von Humboldt (1811) tom. iii. I iv. c. ix page 28, quoted after Malthus (1820) page 382.
92 von Humboldt (1811) tom. i. |. ii. c. v page 358, quoted after Malthus (1820) page 385.
93 von Humboldt (1811) tom. ii. |. ii. c. vii page 37, quoted after Malthus (1820) page 386.
94 von Humboldt (1811) tom. iii. | iv. c. ix page 89, quoted after Malthus (1820) page 392.
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cultivation..”® Accordingly, only sufficient foreign commerce, e.g., trade with the
mother country, he notes, could “give value to the raw produce of the land.”*®
Malthus treats inventions to save labor as a possible fourth factor for the
progress of wealth. He summarizes on this subject: “The presumption always is,
that it [an invention to save labor, G.W.] will lead to a great extension both of wealth
and value. But still we must allow that the pre-eminent advantages derived from
the substitution of machinery for manual labour, depend upon the extension of
the market for the commodities produced, and the increased stimulus given to
consumption....”.”” In the end, Malthus finds that all four of the factors reviewed

are, singly or jointly, not sufficient causes for the progress of wealth.
The requirement of a union between production and distribution

As Malthus argues in the sixth section of Chapter VIII of his Principles of Political Econ-
omy, a “union” only of the “powers of production”, which includes the four factors ex-
amined previously, with “means of distribution”, can help us to move actual produc-
tion to its theoretical technical maximum. A certain “due proportion” is needed.”®
“Demand”, Malthus says, “... is quite as necessary to the increase of capital as the in-
crease of capital is to demand. They mutually act upon and encourage each other,
and neither of them can proceed with vigour if the other be left far behind.”*

Three factors in particular serve as “occasioning” for an improved distribution'°:

the division of landed property, commerce, and unproductive consumers. In the seventh

95  Malthus (1820) page 389.

96  Malthus (1820) page 390. Malthus attaches similar considerations to the adoption of the
potato as general food of the lower classes in Ireland and to the low wages owing to the
potato’s cheapness, which we do not pursue (Malthus (1820) page 394 and 399 et seqs).

97  Malthus (1820) page 394 and 412 et seqgs.

98  Malthus (1820) page 426.

99  Malthus (1820) page 399.

100 Malthus uses the notion of “distribution” but distribution certainly means more to him than
just physical transportation or the existence of established trade channels, e.g., with whole-
salers and retail traders etc. but rather “mission accomplished”, in the sense the German
word “Absatz”, the French word “débit” or the uncustomary English word “off-sale”. Sismondi
even stressed that sales to intermediaries should not be confused with sales to ultimate con-
sumers. If book publishers, he says, meet at the Leipzig book fare and bring each four or five
dozen copies of four or five books, which they sell to each other (or barter amongst them),
then relevant demand and consumption have not yet even commenced. Only if the book-
stores at home find end-customers who are willing to make a sacrifice of a payment, this
constitutes the needed demand. (Sismondi (1827) page 380—382). This may require a qualifi-
cation. If the books are paid for, or bartered into valuable other books, hence, books in good
demand, then their producers have in fact already realized the value-in-exchange that they
were looking for.
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through ninth sections of Chapter VIII, Malthus shows how they increase the ex-
changeable value of the produce. Malthus, in the nominalist catholic Salamanca or
natural law traditions, considers exchangeable value as ascribed by people with pur-
chase power, distribution, and value move together and become almost the same.™
Whether a commodity or service has a “value” (physiocrats said “valeur vénale”) is
hardly distinguishable from it being properly “distributed” or from there being ef-
fectual demand for it. Value being ascribed to commodities in this way vindicates the
entrepreneur’s investment. The economy is in “proportion” (we may say that the eco-
nomic machine is in “sync”), if its products reach a customer who pays a price that
is sufficiently greater than the “costs” and allows for an appropriate profit for the
entrepreneur. The more products enjoy this favorable situation, the more the social
production will approach its maximum.'®* This is, however, mostly not so, and “this
deficiency must have arisen from the want of an adequate stimulus to continued
production”.’®®

When Malthus talks about the importance of demand, e.g., by saying: “The first
thing wanted... is an effective demand for commodities, that is, a demand by those
who are able and willing to pay an adequate price for them”,’** he never allows for any
doubt not only concerning the costs of production, but also about the entrepreneur’s
profit, which must both be covered by the sales price. A “commodity will not be pro-
duced, unless the estimation in which it is held by the society or its intrinsic value in
exchange be such, as not only to replace all the advances of labour and other articles
which have been made for its attainment, but likewise to pay the usual profits upon

those advances”.'®

B

If the produce were sellable only at the price of its costs, then that would leave the
central motive of the profit economy frustrated. Hence, even if such unprofitable
sales may sometimes occur — as it may be a lesser evil to recuperate (at least) the
costs of already existing products than to see them decay in storehouses —, certainly
such production will be discontinued. Costs cannot buy value; costs are less than
value. Only costs plus an amount equal to profit can buy the produce in a well-oiled
profit economy. Three factors may help to achieve this: division of landed property,

101 See already on page 40.

102 Even if the “geometrical” growth of the population will nevertheless affect this maximum,
it will still be too little for the growing population and poverty and depravation will remain
or re-emerge because of the Malthusian population theory.

103 Malthus (1820) page 347.

104 Malthus (1820) page 372.

105 Malthus (1820) page 341.
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commerce, and unproductive consumers, but whether they suffice remains inde-
terminable. Malthus spells out quite clearly the idea here that the profit motive it-
self poses the main problem for the closure of circuits in capitalism and points to
“unproductive consumers” as ultima ratio. Malthus, like Sismondi and others before
him, looks towards prosthetics to close the gap.

Section 6. What Say said and Ricardo’s Law of Say

Malthus was a close personal friend of Ricardo. For the sake of faster progress in eco-
nomic theory, it might have been better if the two had become enemies and Malthus
would then have been less moderate and polite in his criticism of Ricardo.

Ricardo and Say

The years following the Napoleonic Wars had disproven Smith’s earlier optimism
(from fifty years previously) concerning a lasting sufficient demand being available,
which would buy the capitalist firms’ output. David Ricardo (1772 — 1823) was fully
aware of the problem and was in constant discussions with his friend Malthus and
others that occasionally included Sismondi, about the reasons why sales markets re-
jected the absorption of the produce,’® which undermined confidence that future
production would be sellable, and led to the underemployment of equipment and
workers. The problem that Quesnay had axiomatically solved, and which Smith had
ignored, Ricardo, though, felt could be explained with special and transitory circum-
stances. Capitalism, he felt, had no general problem. When he needed a formula to
express his view, he began to generously refer to a formula of a European disciple of
his, Jean-Baptiste Say (1776 — 1832). Say, according to Ricardo, was “not only the first,
or amongst the first, of continental writers who justly appreciated and applied the
principles of Smith..” (meaning the teaching of Ricardo himself) and did “more than
all other continental writers together, to recommend the principles... to the nations
of Europe”, but, Ricardo went on, even “succeeded in placing the science in a more
logical, and more instructive order and enriched it by several discussions, original,
accurate, and profound.”” One of these “enrichments” were a few sentences that
Ricardo himself elevated to the “Law of Say” or “Say’s Law”. It provided a new, more

106 One year before Ricardo’s death, in 1822, he visited Sismondi in Geneva. Sismondi reports
that the two began their two or three meetings by agreeing that “all sorts of industry, agri-
culture and manufacture, complain, one alike the other, in all European countries of a con-
gestion of the markets and the impossibility to sell or to only sell at a loss”. (Sismondi (1827)
page 411, translation by author).

107 Preface page 6. Ricardo leaves not doubt who is the master and who the disciple.
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general, more abstract and, as it appeared, eternal reason for the automatic clo-
sure of capitalist circuits; this could replace the specific numeric argument found
in Quesnay’s tableau.

What Say said

Ricardo’s Law of Say is most commonly stated as “supply creates its own demand”,'*® but
it is difficult to find a quote in Say’s own words that corresponds to the statement.
In disputes, it is common to refer to quotations from either Ricardo or John Stu-
art Mill*® instead (not to be confused with James Mill, a direct Ricardian) or even
to modern statements, e.g., by B.M. Anderson."® When searching for the origins
of the “Law of Say” in Say’s writing, we found the following reasoning in chapter
XV of Say’s Traité de I'économie politique (first ed. 1803). Here, Say actually deals with
“débauchés.”™ He tells us that from entrepreneurs’ views the problem is not pro-
ducing, but selling; “money is rare” is their complaint. Say undertakes the task of
clarifying the issue as follows: “Chomme dont I'industrie s’applique a donner de la
valeur aux choses en leur créant un usage quelconque, ne peut espérer que cette
valeur sera appréciée et payée, que la ou d’autres hommes auront les moyens d’en
faire lacquisition. Ces moyens, en quoi consistent-ils? En d’autres valeurs, d’autres
produits, fruits de leur industrie, de leurs capitaux, de leurs terres: d’ott il résulte,
quoiquau premier apergu cela semble un paradoxe, que cest la production qui ou-
vre des débauchés aux produits. Que si un marchand d’étoffes s’avisait de dire: ce ne
sont pas d’autres produits que je demande en échange des miens, c’est de I'argent,
on lui prouverait aisément que son acheteur n'est mis en état de le payer en argent
que par des marchandises quil vend de son coté. ‘Tel fermier’, peut-on lui répon-
dre, achétera vos étoffes si ses récoltes sont bonnes; il achétera d’autant plus quil

»112 “I.:a.rgent

aura produit davantage. Il ne pourra rien acheter, 'il ne produit rien.
nest que la voiture de la valeur des produits”."* Money fulfils only an “office pas-
sager”."™ “C’est donc avec la valeur de vos produits, transformée momentanément
en une somme d’argent, que vous achetez, que tout le monde achéte les choses dont

chacun 2 besoin”.* “Lors donc quon dit: la vente ne va pas, parce que largent est

108 E.g., for an Austrian adherent of Ricaordo’s Law of Say see Hazlitt (1959) page 35.

109 Mill (1848) Book Ill, Chap. xiv. Sect. 2.

110 Hazlitt (1959) page 33, gives a statement of almost a full page with arguments and examples

111 Say (1803). In the preface of the Principles Ricardo refers to this chapter as follows: “Chapter
xv part |, “Ses Débauchés”, contains, in particular, some very important principles, which, |
believe, were first explained by this very distinguished writer” (Ricardo (1961) page 7).

112 Say (1803) chap. XV 3" and 4™ para.

113 Say (1803) chap. XV 5™ para.

114 Say (1803) chap. XV 11" para.

115 Say (1803) chap. XV 6™ para.
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rare, on prend le moyen pour la cause... On ne devrait pas dire: la vente ne va pas,
parce que l'argent est rare, mais parce que les autres produits le sont.”™ Say goes
on to explain that this also applies to classes that do not materially reproduce them-
selves, such as clergymen, lawyers, or state functionaries: “C’est pour cela quune
bonne récolte nest pas seulement favorable aux cultivateurs, et quelle I'est en méme
temps aux marchands de tous les autres produits. On achéte davantage toutes les
fois quon recueille davantage. Une mauvaise récolte, au contraire, nuit a toutes les
ventes.”"” “Un homme a talent, que vous voyez tristement végéter dans un pays qui
décline, trouverait mille emplois de ses facultés dans un pays productif, ot 'on pour-

é »118

rait employer et payer sa capacité.”" “Une ville entourée de riches campagnes, y

trouve de nombreux et riches acheteurs, et dans le voisinage d’une ville opulente,
les produits de la campagne ont bien plus de valeur.”™”

Now, these quotes are impeccable and correct, by and large, *° but what is
normally called “the Law of Say” is not found therein. Commodities always and only
exchange either directly against other commodities, including labor, or against
money, which has been exchanged against such commodities previously (that is
certainly true — against what else might commodities be exchanged?). The more
commodities have been produced, the more exchanges can take place (true again),
given that they are possible ammunition of exchange partners. Still, though, there
is no statement about what Ricardo presents as the “Law of Say”. Yes, Say states
that supply creates demand, but nowhere does he state that “supply creates its own
demand”, certainly not in the sense that there will always be sufficient demand to buy
the entire produce supplied at a price that allows for a reasonable profit. Nowhere
(not in these aforecited quotations and nowhere else to our knowledge) does he
claim that a preordained quantitative match to this effect actually exists. On the
contrary, Say explicitly casts this into doubt by making the following points:

“Cela étantainsi, d'olivient, demandera-t-on, cette quantité de marchandises qui,
a certaines époques, encombrent la circulation, sans pouvoir trouver d’acheteurs
? Pourquoi ces marchandises ne s’achétent-elles pas les unes les autres ?

Je répondrai que des marchandises qui ne se vendent pas, ou qui se vendent
a perte, excédent la somme des besoins quon a de ces marchandises, soit
parce qu’on en a produit des quantités trop considérables, soit plutdt parce que
d’autres productions ont souffert. Certains produits surabondent, parce que

116  Say (1803) chap. XV 7" para.

117 Say (1803) chap. XV 13" para.

118  Say (1803) chap. XV 18 para.

119 Say (1803) chap. XV 19'" para.

120 The only objection, which could be raised: Say does not seem to be aware of the paradox
mentioned by Malthus that easily accessible markets with many firms are sometimes favor-
able and sometimes unfavorable for other firms, see on page 56 et seq.
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d’autres sont venus @ manquer. En termes plus vulgaires, beaucoup de gens ont
moins acheté, parce qu’ils ont moins gagné; et ils ont moins gagné, parce qu’ils
ont trouvé des difficultés dans I’emploi de leurs moyens de production, ou bien

parce que ces moyens leur ont manqué.”'”'

Only the beginning (before the first “soit parce que..”) considers insufficient eso-
teric demand for specific values-in-use as the cause for deficient demand. Yet, Say
clearly provides a second cause, which is not founded in firms’ misreading of the
needs and tastes of their customers. Accordingly, it cannot be removed by produc-
ing other, more desired values-in-use. This second explanation is that the value-in-
exchange-generation, through other productions, has suffered and the “counter-
supply” of values-in-exchange, needed to pay for desired produce, is not sufficiently
present. Say “vulgarizes” this, as he says, to make it utterly clear: Potential deman-
ders have earned too little, as they had difficulties in either employing their means of
production or because they did not have means of production or because they did not
have salary incomes at all. In other words, the lack of esoteric demand and because
prospective demanders lack means of payment (or ways to procure them) will shrink
exchanges and, thereby, reduce future exchanges and future income opportunities.
When examined properly, all of this is very close to the works of both Sismondi and
Malthus. While Say’s first reason for deficient demand (no “esoteric” demand, Say
says no “physical demand”) can be easily remedied* by shifting production,” the
second (esoteric demanders cannot procure money) is much more difficult or even
impossible to remedy. In other words, Say, the alleged inventor of “Say’s Law”, does,

121 Say (1803) chap. XV 14—16™" para (bold print added).

122 Itisactually not so easy to adjust output even to “physical demand”. Why, if the needs of the
public have been missed out on in the first place, should the second attempt be reliably so
much better? It was a strong argument against central planning economies that they would
not be able to successfully adjust production to existing needs — why should private firms
be so much better? Furthermore, will not every true discovery of specific consumer needs or
desires unleash a stampede of entrepreneurs all running into the same direction and will
they, thus, not almost by necessity mutually frustrate their efforts, at least after some time?
Itis true that economic liberty and markets punish missing the consumer needs (hard), but
they also excite far too many firms to run after the the same opportunity.

123 Say goes on to discuss this in the next 17th para. Ricardo and Hazlitt put great emphasis on
this point. Ricardo writes: “It is not to be supposed that he should, for any length of time,
be ill-informed of the commodities which he can most advantageously produce, to attain
the object which he has in view, namely, the possession of other goods; and, therefore, it is
not probable that he will continually produce a commodity for which there is no demand.”
(Ricardo (1961) chap. XXI, early, page 290). Ricardo also wrote: “Mistakes may be made, and
commodities not suited to the demand may be produced—of these there may be a glut;
they may not sell at their usual price; but then this is owing to the mistake, and not to the
want of demand for productions.” (Ricardo (1991) page 305).
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indeed, not proclaim that supply always find its full demand. Products buy products
if there happens to be desires for just the right special values-in-use and, in addi-
tion, if one has enough money. “Say’s Law” is, thus, based on a misinterpretation
by Ricardo and we must acquit Say of being the inventor of what is conventionally
called the “Law of Say”.

Ricardo’s Law of Say

Hence, Ricardo overinterpreted and changed what Say actually said. “M. Say has”,
Ricardo writes, “... most satisfactorily shewn'*, that there is no amount of capital
which may not be employed in a country, because demand is only limited by produc-
tion..There cannot, then, be accumulated in a country any amount of capital which
cannot be employed productively, until wages rise so high in consequence of the rise
of necessaries, and so little consequently remains for the profits of stocks, that the
motive for accumulation ceases,” but Say, as we have seen, did not say this. We do
not know how Ricardo came to “enhance” Say’s work. Was he conscientious of the
fact that he was reading something alien into him or not? If he was, why would he
hope that his disciple would accept the fatherhood of a bastard baby? In fact, Say
neither rejected Ricardo’s interpretation, nor rephrased and repeated it in a way so
as to better correspond to Ricardo’s reading. It appears that nobody wanted to be too

126

closely associated with Ricardo's Law of Say'*® and that everybody wanted to keep all

of his options nevertheless.
Ricardo’s Law of Say in ideological battles

When Smith wrote in 1776, he was authentically optimistic about there being suffi-
cient demand for Albion’s produce. When Say, Ricardo and Sismondi, and Malthus
wrote, at the end of the first quarter of the 19th century, that was history and the “en-
combrement général de tous les marchés de 'univers, ot 'on porte incessamment

des marchandises que ne se vendent a perte”*’

was reality. Ricardo’s Law of Say was,
thus, irreconcilable with reality from the very day of its invention. The Communist
Manifesto was published 25 years after Ricardo's death, and trade unions and social-

ist, social democratic or communist parties and philanthropes complained about

124 Ricardo does not provide a quotation in which Say is supposed to have made the statement,
which Ricardo in an adjacent footnote calls “M. Say’s principle”.

125 Ricardo (1961) chap. XX, early, page 290. Emphasis added. The condition “until ..” also al-
ready points beyond Ricardo’s Law of Say.

126 Keen (2011) page 205, states that “Walras Law’ is simply Say’s Law in a more formal guise....

127 Jean Baptiste Say, Lettres a M. Malthus, Lettre premiére, in: Jean Baptiste Say, Cours d’économie
politique, Paris 1996, page 224.
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“poverty amidst of plenty” all throughout the 19th and the first part of the 20th cen-
turies; Manchester capitalism, unemployment after the Great Depression and what
was then called the “Third World” were all ongoing disproof of Ricardo’s Law of Say.

The years between 1848 and 1989 centered around battles between socialist or

communist ideologies on the one and liberal or “laissez faire”?®

ideologies on the
other side. Imperial world powers partly subscribed to either the one or the other
side. This lifted “Ricardo’s Law of Say” to a mass-ideological relevance, which Ri-
cardo himself had probably not foreseen. The “law,” which Say never stated, “supply
creates its own demand”, became as important for political hegemony as doctrines
of Catholicism and Protestantism had been in the religious civil wars of the 16th and
17th centuries; believers in economic liberty defended it as fervently as Catholics had
defended the virginity of mother Mary. It is the destiny of economic theory, alike
religious credence, if it becomes relevant in a mass ideological debate to be fully
subdued to battle logic. It does no longer matter what the opponent truly states or
means any more. Rather both sides portray their opponents’ doctrines as overshoot-
ing what they really meant and, accordingly, both sides can justly claim that their
positions are misrepresented by the other side.” As Ricardo's Law of Say had nei-
ther a clear father nor a clear content, and still tried to assert control over a basic
macroeconomic question, no wonder it became a particularly fuzzy plaything.

Macro transmissions in the interpretations of Ricardo’s Law of Say

This, Ricardo's Law of Say’s sad destiny, does not relieve us from thinking hard about
whether it may still have a sensible meaning. Three interpretations are possible and
each are examined one by one.

First interpretation of Ricardo’s Law of Say

The “Law of Say” could, first, wish to abbreviate what Say really stated and what we
have quoted extensively: As produce exchanges against other produce, there will be
more opportunities for exchange with those who have more of the other produce.

128 The author is not aware of the origins of the French expression “laisser faire”. Given the ado-
ration China enjoyed in the “siécle des lumiéres”, Lao Tse’s “Wu wei”, might well be looming
in the background.

129 E.g. Hazlitt, in its defense against Keynes, restricts the meaning of “Say’s Law”. The “doc-
trine that supply creates its own demand, in other words, is based on the assumption that a
proper equilibrium exists among the different kinds of production, and among prices of dif-
ferent products and services. And it of course assumes proper relationships between prices
and costs, between prices and wage-rates. It assumes the existence of competition and free
and fluid markets by which these proportions, price relations, and other equilibria will be
brought about.” A lot of preconditions he presupposes! (Hazlitt (1959) page 36, 35).
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Yet, as stated previously, this interpretation by no means implies that there will al-
ways be sufficient demand for all produce. This first interpretation would demote
Ricardo's Law of Say to a true, albeit trite macroeconomic insight.

Second interpretation of Ricardo’s Law of Say
The second interpretation stipulates — as a self-evident truth — that all produce can
indeed be securely sold in full - without giving specific verifiable or falsifiable rea-
sons for it. In other words, everybody remains free to figure out their own explana-
tory mechanism. This may be a notional identity or equality between to flows (such
asI=8?),amechanical transmission belt, like a law of gravity, a magic or mystical re-
lationship, some math, or whatever. Why not quantum entanglement? It also could
be a Platonic idea (ante res or in rebus)... — we are not told."°

If stubborn unbelievers continue to ask how the “law” can possibly function,
they will soon have to understand that Ricardo's Law of Say cannot conclusively be
thought of as relating to only two groups, those who want to sell and those who are
expected to buy. Instead, the latter group of expected purchasers can only buy be-
cause they were or are already successful sellers. Hence, Ricardo's Law of Say must
be anticipating the result of a circular process, a regressio ad infinitum, with everyone
and with all involved. The following can also be stated: Not only must a first firm find
customers who attribute some esoteric value-in-use to its commodities — which is
obvious, without value-in-use-attribution they would not attribute any value-in-ex-
change -, but there is a quantitative issue, too. The esoteric value-in-use-attributers
must attribute more value-in-exchange to the commodities than the firm has spent
as costs on the production of the to-be-purchased product and they must be will-
ing and able to make the sacrifice in this full amount. They will, however, only be
capable of doing the latter if Ricardo's Law of Say is simultaneously also working in
their favor (or has done so before) and if it equips them/has equipped them with the
needed money. This condition, now, is exactly what Ricardo’s Law of Say teaches us
will always be fulfilled: Do not worry, it seems to state, everybody can sell because
everybody can and has succeeded or will succeed when they do the same thing. Ri-
cardo's Law of Say has the structure of, first, acknowledging a mutual dependency
and of, second, foretelling that this mutual dependency will always resolve itself,
without neither explaining why, nor dealing with quantities.

130 Sismondi writes: “C’est avec regret que nous voyons |'économie politique adopter en Angle-
terre un langage chaque jour plus sentencieux, s'envelopper dans des calculs plus difficiles
a suivre, se perdre dans des abstractions, et devenir, en quelque sorte, une science occulte.”
(Sismondi (1827) page 373, 374). As chief of this “école nouvelle”, which has “un esprit de secte”,
Sismondi names “Mr. Ricardo” (page 374).
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Third interpretation of Ricardo’s “Law of Say”

The third possible interpretation of the “Law of Say” intricates the “law” in a world of
causality in which rational argument can now, indeed, take place. It begins with the
idea that those involved in producing a product acquire income for their involvement,
as outlays from a firm, and that they should be able to (re)purchase their product
with it. Is this the case though? If we use Marx’s splitting-up of M into ¢ and v and
his splitting-up of M’ into ¢, v, and s in order to consider this question, the answer
is rather simple: Yes, if the producing firms were to sell their produce at M, then
their suppliers, supplier firms alike workers, could (re)purchase the produce with
the money they got from the producing firm. However, it was certainly not the pro-
ducing firnv's idea to produce things to only recover the costs; they want a profit be-
cause that is what capitalism is about. Hence, the capitalist profit principle stands
in the way of Ricardo’s Law of Say working by the suppliers of the production inputs
(re)buying the produce at M or for ¢ plus v. What if the firms were to sell at M’, hence
at the profit s? Now, the aggregate of c-outlays and v-pay-outs can never suffice to
buy M’ (as M’ > M or as c+v+s > c+v); we saw this already in Proudhon (“costs cannot
buy value”), Sismondi, and Malthus.” Only M’ could obviously buy M. Only if all of
a firm’s suppliers and all of its employees use the outlays that they received for their
contribution to the production, and if the firms themselves were also to use the prof-
its from their produce for this purpose, then the whole produce should be sellable for
M’i.e., even with the profit M’-M or s.*

In this reasoning, though, we assume that firms can use the profits they intend
to realize to pay their own profits or to pay other firms M’-M crosswise. In the latter
case, then, the precondition for all capitalists getting their intended M’ would be
thatthey all spend their entire profits (their M'-M) to mutually purchase each-others’
products. This paradox has several sides.

Let us, first, do away with an innocent, benign side. The involved liquidity issue
will willingly resolve itself in several ways. Assistance already comes from M-C-M’
itself. We have seen that M represents not only pay-outs actually made by a firm but
also includes future pay-outs the firm will have to make for the respective circuit,

131 Assume an entrepreneur has, all in all, invested 7 money units in equipment and invento-
ries and 8 money units in salaries (no rent, no interest) and intends to sell the produce at
20 money units. He can obviously not buy “back” his own produce for the created value-in-
exchange of 20 money units. Out of the production he has the produce, but no money at
all. He cannot even have his suppliers and workers buy the produce; they received only 7
and 8 money units, 15 in total, which would not suffice to buy the produce at 20. At best the
entrepreneur’s suppliers and workers could buy a part of the produce for 15, but that would
not satisfy the entrepreneur; if they (very unlikely) would at all do that, the entrepreneur
would certainly not initiate a second circuit.

132 In this sense also Foley (1986) page 150 et seq.
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e.g., what accounting would call depreciation or provisions. Accordingly, rather of-
ten a firm will initially not pay out the full amount of M but only a lower amount
and accordingly it will retain the excess of M over the amount actually paid and can
use it to pay for other firms’ profit. A second means would be to take out loans, to
buy the produce at the other firms M’ and repay the loan from later incoming sales
prices, their own M’ (if at a loss of interest and bank fees). Firms could also, third,
mutually grant credit to each other and repay them out of received purchase prices
or setting them off against counterclaims for purchase prices, e.g., in some kind of
clearing house.” As a fourth means, if worse comes to worst, they might even barter
their produce amongst themselves. Hence, we see that it will be easy for all capital-
ists somehow buy each-others produce. Liquidity is not in the way of all produce
being able to sell.

But here is the malign side of the paradox: Capitalists will only go out and orga-
nize the liquidity needed to buy their colleagues’ produce if they have good uses for
the offered values-in-use and if they have the needed money and are ready to sac-
rifice it. The utility of values-in-use for firms is not consumption but to use them
in profitable investments; they will, thus, only ascribe value-in-use and value-in-ex-
change to other firms’ produce, it they expect to be able to use it for their own profits.
And the investment, for which other firms’ output can be used, must beat other in-
vestments. If liquidity is normally not, the limitation of firms’ capital and the need
to maintain and to increase it is a serious factor. Accordingly. Each firm, which con-
siders to close other firms’ circuits by buying their produce, must be able to expect
other firms to act alike and to dispatch the yet expected M’-M to it.

If we, accordingly, begin with assuming that supplier firms and workers “repur-
chase” their produce, to exceed M and to get to M’, we need to bring in the produc-
ing firms as crosswise buyers of their produce. There is a necessity of a circularity,
which can, ultimately, only deliver the result stated by the alleged law. This third in-
terpretation of Ricardo’'s Law of Say has still significant worth for the progress of
economic thinking. Unfortunately, though, as the proposition in which it evolves is
conditional — all produce of all firms can be purchased at a profit, if all firms use their
expected profits to purchase all of other firms produce. This is not a final answer but
poses the question of macroeconomics only in a new form: Can capitalism maintain
something like a permanent moderate bubble?

133 There are many historic examples of such practices. E.g., as Sismondi (1827) chap. VI, page
74 et seq. reports, the merchants of Lyon settled payments amongst them only four times
ayear.
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Already in Malthus, we met the situation that an amount of demand was needed,
beyond costs, which corresponded to the to-be-generated profit; otherwise, the cir-
cuit could not close. Accordingly, Malthus looked out for a union of production and
distribution supported by division of landed property, commerce and at prosthetics
(unproductive consumers coming from anywhere) as solution. The third interpreta-
tion of Ricardo's Law of Say (which is the only relevant) goes back and re-considers
whether there is truly insufficient demand. It ends up by intricating the reader to
think about, whether those who caused the problem - firms, by posing the profit
condition — could not also deliver the crucial® blow to solve it. This is an important
proposition to think about. Unfortunately, it does not take the reader to enlighten-
ment but only gets him into a difficult bewitched circular territory, through which,
ever since, writers of all camps, including Marx, Keynes, Kalecki and Minsky, would
have to battle their way. The third interpretation of Ricardo’s Law of Say, insofar, re-
mains in the background of their attempts and of our attempt.

Section 7. Marx's insufficient theory on insufficient employment-
generating spending

Karl Marx

Marx saw Newtonian mechanics govern astronomy and Hegelian dialectics - after
being turned upside down by Marx himself — govern history. Marx’s goal, like
Ricardo’s, was to discover laws, which explain the motions of the capitalist economy
in a similar way. He started up with classical social philosophy, e.g., of Hobbes,
Montesquieu and, again, Hegel, added what he liked in existing economic theory
and tried to move further towards an integrated social, political, economic and
historical theory. His approach conceived the economy as an interdependent sub
system, which evolved over the time axis (within modes of production and beyond
modes of production), the evolution being driven by a dialectic of the economic
system itself (an endogenous dynamic) and dialectical mutual influences between
the economic system and its non-economic (exogenous) environment, such as
science, technology, ideology, society, politics, culture, religion etc. Insofar, Marx
anticipated systems theory, yet, unlike most systems theory, Marx, the material-
ist, assumed a dominance of the economy as of one particular social sub-system.
He famously expressed this asymmetry in his base-superstructure-metaphor. An
ideological, legal, cultural etc. “superstructure”, he said, “raised” or “elevated itself”
(“erhebt sich”) over the economic “structure” (or base, “Basis”). Truly, a “metaphor”

134 Supplier firms that delivered equipment and inventories and workers who gave labor inputs
are assumed to comply anyhow.
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that was. Marx and Engels never worked out what the metaphor meant more
specifically. It could entail simple mechanistic bottom-up causation, pattern reflec-
tion, e.g., of the “commodity forn” into law or art, or a conspiracy-like purposeful
instrumentalism or other transmission forms.”> As, in a world of dialectic, it was
remarkable that there was to be asymmetry and dominance in favor of the economy,
Marx at least quickly admitted feedback and a “relative independence” of the super-
structure. That was no concession contre cceur: Marx, in fact, needed the “relative
independence of the superstructure” anyhow to explain — in a non-mechanical -
way how politics, a “superstructure-inhabitant,” could turn against the “base” —
in the future proletarian revolution. Probably, systems theory was not far enough
for more progress at the time. How this may have been, ultimately the limits of
the base-superstructure-metaphor did not damage Marx’s social theory. To the
contrary It opened the way to seeing social systems influencing each other, a path
which coalesced with ideology critiques of Freud or Nietzsche, and which is further
pursued by modern sociology. Marx also used Hegelian dialectic to describe social
and historical dynamics, which allowed to conceptualize social systems as moving
through time, hence, evolution and history. After having stripped off eschatology,
philosophy of history and the idea of an avantgarde party, this part of Marxism too,
“historical materialism”, has in the meantime become a widely accepted moment of
modern social sciences.’

Marx’s approach to economics is also rich in two other regards: First, he saw
grandiosity in capitalism; he found it great and ugly, enormously productive and de-
structive, a god and a devil. Second, his approach was close to Quesnay systems view
without falling victim to Quesnay’s pre-ordained axiomatic harmony. Third, via his
social theory and historical materialism he projected the idea of a contradictory sys-

7 Fourth, as already expressed, a first crucial step of Marx

tem evolving over time.
analysis of capitalism, his “general formula of capital” M—C-M, and his concept of a
“twofold free laborer” remain valuable economic observations. But, nevertheless, we
cannot but remember Marx’s theory of labor value and exploitation, a center piece
in his opus magnum, but as a huge and crucial mistake. We shall treat this flaw of the

theoretical giant rather mercilessly. He largely took over the labor theory of value as

135 On the different applications of the Marxian structure-superstructure-metaphor to the the-
ory of criminal law, see Wiichter (1983) page 161 et seq.; Wichter (1987) page 8-31.

136  Furth (2008) page 324.

137 In this regard there are some parallels with Irvin Fisher and Knut Wicksell. In a combination
between contradictions and evolution, there are also visible methodological parallels with
Schumpeter and even with the former US-security-adviser W. W. Rostow, who wrote a worth-
while economics book in 1960 (Rostow (1990).
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ready-made from Ricardo and attached the exploitation theory thereto.”*® As his un-
derstanding of surplus, profit and profit rate, including his theory of the tendential
fall of the profit rate, were derived from them, their fallacy infected the heart-piece
of economic Marxism and collapsed as a whole. There were reasons for Marx to end
up in this mess: On the one side, he seriously pursued the honorable goal of an am-
bitious theory design between Newton and Hegel and to detect contradictions at the
deepest possible level, yet on the other side, he also pursued revolution and needed a
theory with moral and political appeal to workers and other progressive circles. But
both goals conflicted, and in Marx, in the end, the politician won over the economist
or the necessities or the political battle crippled his theoretical search for truth.

It is terribly difficult to analyze and explain something, e.g., of human physiol-
ogy or of a combustion engine, if you invent an additional mechanism, which is just
not there. The fictitious thing, which you want people to acknowledge and use in
their thinking, will unavoidably shift itself between the elements, whose function-
ing might otherwise be easily explained, and thereby render sound explanations im-
possible. Wherever it finds a little space, the made-up implant will creep in, cancer-
ously take root and mercilessly defend its footholds against more enlightened (and
simpler) analysis. It is this add-on of a non-existing fictive mechanism, and the quasi-
religious character of it, which gave Marxist labor-value-driven economics its dis-
tinctly sad character. Once committed to it, Marxists had to be permanently on the
watch that nothing was stated about capitalism without using it as an explanans;
anything else would mean surrender. This made Marxism cumbersome, awkward,
unintuitive, clumsy, petty and doctrinal (in the negative sense of the word) — and,
by the same time, moralizing and always on the jump from a scientific debate into a
political attack of the opponent. The self-infliction of this millstone also condemned
Marxist economists to devote an enormous part of their time to the frustrating high
energy task to invent and defend explanations, which would allow undeniable facts
to co-exist with the labor value and exploitation credo; as much as two third of their
energy may have gone into this.”’

138 Marx, as Schumpeter says, did much to keep Ricardian thought alive (Schumpeter (1954) page
478). Thereby, Marx kept Malthus down. Marx decision for Ricardo and against Malthus may
have been the most consequential decision in the history of economic thinking.

139 E.g.the theory of labor and of exploitation implies that capitalists, before anything, need to
increase the mass of labor employed to obtain the maximum of surplus labor, surplus value
and profit. They, thus, ought to hate increases of the “constant” component of capital (‘con-
stant” as it generates no surplus value) and of the so-called “technical” and “organic composi-
tion of capital”, which bereave them of the miraculous exclusively value-generating power of
living labor. Accordingly, to keep up or even increase the exploitation rate s/v and the profit
rate s/c+v, the main thrive of capitalist businesses should have been to fight and retard ma-
chinery. But that is not what happened; rather capitalism always pushed for an explosive
increase of machinery. The core-element of Marxism, at least at the most abstract and basis
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It is yet telling that Marx himself, in his later writing, which he did not publish
himself but became the third volume of Capital through Engels’ hands, mostly no
longer bothered to maintain the awkward exploitation-loaded notations “variable
capital” v, “constant capital” ¢, and surplus value s in central places, but substituted
them with “exploitation-neutral” notations. “The formula C = ¢ + v + s”, he wrote
“turns into the formula C = k + s, that is, the commodity-value = cost-price +
surplus-value™®; later “... the formula C = ¢ + v + s = k + s turns into the for-
mula C = k + p, or the value of a commodity = cost-price + profit.”**" He, thus, came
dangerously close to treating profit as no more than an add-on or margin on costs,
which he elsewhere did not tire to condemn as utmost vulgarism. He wrote: “Hence,
if a commodity is sold at its value, a profit is realised which is equal to the excess
of its value over its cost-price, and therefore equal to the entire surplus-value incor-
porated in the value of the commodity. But the capitalist may sell a commodity at a
profit even when he sells it below its value. So long as its selling price is higher than
its cost-price, though it may be lower than its value, a portion of the surplus-value
incorporated in it is always realised, thus always yielding a profit.”**

The 175 years of economic history, which passed by since the Communist mani-
festo of 1848, were merciless with the labor theory of value. The period offered an
abundance of fascinating developments and crises for Marxist economics to explain:
There was imperialism, two world wars, the end of colonialism, fascism, the rise
and fall of soviet socialism, a Keynesian period of capitalism, a neoliberal ecstasy

level of Marxian analysis, being in a full-fledged contradiction to the most visible and undis-
puted trend of capitalism since the 18 century necessitated later Marxists to invent all sorts
of artifical contructions to reconcile the facts with the theory of labor value. This problem
in Marxist economic theory also affects its only semi-clear long-term theorem on capitalist
evolution, the so-called law of the “tendential fall of the profit rate” (Capital volume Ill chap.
XXI111). This law says in principle: If the so-called technical and organic composition of capi-
tal increases with the growing use of machinery, ¢ will grow relative to v, whatever s/v does,
the rate of surplus value s/c+v will tendentially go down (rc/v vs/(c+v)). That “law”, taken
seriously, would have meant that the heydays of capitalism were in the decades of primi-
tive manufacture capitalism, and that capitalism was already set to dry out for the lack of
sufficient profit when Marx wrote Capital. This was so visibly nonsense that Marx himself
undertook to tame his “law” through the invention of not less than six “counter-tendencies”.
Yet, here he stumbled from one problem into the next one. If the world can only be ex-
plained by a bundel of “tendencies” and “counter-tendencies”, dialectical materialism with
“historic laws” etc. capitulates to eclecticist theories.

140 Marx, Capital volume Il chap. I.

141 Marx, Capital volume 11l chap. I.

142 Marx, Capital volume Il chap. I. Much ado about nothing! This apparent change, of course,
to save “labor value” and “exploitation“- theory, occupied many Marxians over more than a
century with “proving” that Marx’s change was no change. The different terminology only
resulted from a higher level of analysis, they said.
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with a “great moderation”, a “subprime-crisis” and a “Eurozone crisis” and a war in
Ukraine. China, the most important country of the history before the industrial rev-
olution, and still the most populous country, is propelling itself back to the top of the
world; other large countries, such as India, are progressing quickly. And capitalism
has proven capable, in many countries, of delivering dwelling, food and many thrills,
such as cars, electrical household equipment, mobile phones, computers and the
internet, even partially in Sub-Sahara Africa, to the working classes, even often to
unemployed, at affordable prices. Social security had been improved in most coun-
tries, while inequality is, nevertheless, rising. A lot to analyze for critical economics
committed to the position of the laboring classes! But Marxist economics, because
it raised high the banner of its labor value and exploitation approach, proved utterly
useless at the whole front, with regard to each and every period. If at all orthodox
Marxist, Maoist or Trotskyist economists, or leftists in general, came close to mak-
ing a constructive theoretical contribution, they silently skipped labor value or only
paid lip service to it. It was neither a constituent factor in Hilferding’s or Lenir’s the-
ory of imperialism or in Rosa Luxemburg’s contribution, nor even in the orthodox
theory of “state-monopolistic capitalism.”*

The theory of labor value and exploitation had another telling impact on the his-
tory of economic thought. Because it was mystical itself, it helped to hide the mys-
tical moments in mainstreams economic theory (e.g., of Ricardo’s Law of Say) and
made the latter appear much smarter than it really was. Marx offered a weak spot to

143 The damage, the theory of labor value does, can also be seen at the Anti-Stalinist end of
the spectrum. The work of the Belgian Trotskyist economist Ernest Mandel (1923—1995) com-
bines sovereign command of Marx and the Marxian tradition with significant knowledge
of non-Marxian economists. He undertook a study of the relationship between the “gen-
eral laws of motion of capital” and “the history of the capitalist mode of production” from
the 19" century to the 1960ties (Mandel (1972) page 11). He asked: “Wie kann die wirkliche
Geschichte der kapitalistischen Produktionsweise der letzten hundertJahre als die Geschich-
te der Entfaltung der inneren Widerspriiche dieser Produktionsweise, d.h. als letztes Endes
durch ihre “abstrakten Bewegungsgesetze” bestimmt, dargelegt werden? Welche “Mittelglie-
der” sind dabei operativ, um die Einheit des Abstrakten und Konkreten in der Analyse zu ver-
wirklichen?” (page 20). He then used non-Marxian content, like Leontief’s “long waves” and
demand issues, for his journey, but nothing or little came out of the labor value and ex-
ploitation theory, in which he believed, for his project. While Hegel could explain the world
history and history of philosophy rather well by means of his dialectics, Mandel could not ex-
plain the history of capitalism using labor value, exploitation and profit rate dialectics, not
even with the help of non-Marxian add-ons. In this context, Mandel noteworthily refutes
attempts to explain periods of capitalist development and of their problems, including by
Rosa Luxemburg, with Marx’ reproduction schemes page 22—40, page 27. He prefers to use
limitations of consumption as a “Mittelglied” (pages 64, 257, 395, 508 et seq.) but achieves
close to nothing in the end.
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his opponents and, in a way, helped to turn the ideological battle between pro-cap-
italist and anti-capitalist economics into a battle between two dumb things. Marx
was too smart not to somehow becoming aware of being captured in his own la-
bor-value-credo during his lifetime. Like a lion behind bars, he continued to move
around the same spots — from the “Grundrisse” or “Rohentwurf” (1857-1858), “Kritik
der politischen Okonomie” (1859), “Theorien {iber den Mehrwert” (1861~1863), Capi-
tal volume I (1867) to the writings that Engels would later condense into volumes II
and 111 of Capital. That contradiction between Marx’s honest aspiration to analyze
capitalism at the deepest possible level and being fettered by his value and exploita-
tion theory may explain why, in full 16 years, he could live after Capital volume I was
published in 1867, until 1883, he did not himself publish any further volume of Cap-
ital or anything on the subjects, which he had planned or announced before. And it
may explain why he did not longer use his exploitation-oriented notation from the
first volume of Capital in his later writing (to become the third volume of Capital by
Engels). Marxists often say that Marx only “laid foundations”, but could not himself
work out his theory. But wait! If he worked out his theory of exploitation already in
the Communist Manifesto of 1848 (35 years before his death), deepened and extended
his understanding on the theory of value in the “Theorien iiber den Mehrwert” between
1861 to 1863 and presented Capital volume I in 1867, why should he not have somehow
made theoretical use of the centerpiece of his theory — labor value and exploitation
—,in the many remaining years? Marx’s unfortunate recurring periods of illness may
also be no satisfactory explanation. Perhaps, Marx illnesses did not keep him from
further working out his theory, but he became ill because he sensed that he was on
the wrong track in an essential point.

Little can be said as an excuse for the labor theory of value and the attached
exploitation theory. If the labor theory of value still became a major signature-ele-
ment of orthodox revolutionary socialism and communism, then, as stated, because
it was a great propaganda-tool. It distinguished orthodox communists from other
leftists and stated, in most simple terms, why capitalism was bad. The labor value
and exploitation theory offered something, whose essentials everybody could un-
derstand and it became a belief functionally comparable to the Catholics’ credence in
the virginity of mother Marry or the resurrection of Jesus Christ. Marx would likely
not have become the greatest hero of the proletariat and revolutionaries around the
world (and one of the most famous persons to have lived on earth) without it. He
may have a smile for that from Highgate Cemetery in London.

Marx’s economics offers three main points of departure, which Marx could have used
for a theory of employment-generating spending in capitalism, M—C—M, the repro-
duction schemes and, again, his theory of labor value and exploitation. Marx made
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no use of either of them to describe the behavior of capitalism over time. He gave
us no worked-out theory of crises (no short or medium-term theory of capitalism)
and no worked-out theory of the grand trends of capitalism, e.g., concerning de-
cay or breakdown (no long-term theory of capitalism). In fact, he gave us nothing,
which was nearly worked out. He also made not much of a use of his theory of ten-
dential fall of the profit rate (which is almost a mathematical corollary of the labor
theory of value). His most often quoted statement on crises “Der letzte Grund aller
wirklichen Krisen bleibt immer die Armut und Konsumbeschrinkung der Massen
gegeniiber dem Trieb der kapitalistischen Produktion, die Produktivkrifte so zu en-
twickeln, als ob nur die absolute Konsumtionsbeschrinkung der Gesellschaft ihre
Grenze bilde”™** is almost an admittance of that. The un-Marxian vague terms of
“poverty” and “restrictions on consumptions” of the masses and considering even
these terms only as being the “final” reason for crises admits that Marx has nothing
to say about the intermediate steps. But in causation, even dialectical, intermediation
is what matters. We shall, thus, without permission of the inventor or even against
his verdict, check the potential of the three mentioned theorems for a possibly the-
ory of employment-generating spending.

M-C-M" and employment-generating spending

M-C-M' as theory of wealth accumulation and segregation
We have left no doubt that M—C—-M’ is an insightful description of the main eco-
nomic processes in profit economies and capitalism; this notwithstanding its sim-
plicity, its proximity to what merchants know intuitively or expressly and what reli-
gious men, philosophers, social movements and state leaders had attacked as defor-
mations of the proper way to produce and distribute goods. M—C—M  is also in line
with Sismondi and Malthus* and even Keynes is much closer to M—C-M’ than he
admitted in the General Theory.™¢

Some, the M—C-M’-players, exchange with a profit, their complementary coun-
terparties, C~-M—-C’-players, dor’t. One side is after profits (and they normally real-
ize them), the other side is after value-in-use-consumption (and they normally also
achieve their goal): that is the gist of M—-C-M’. M—C-M’, as we saw, has a segregating
effect. It generates and accumulates wealth on one side and leaves the other side, af-
ter it has enjoyed the pleasures of values-in-use-consumption, dry and empty. Units
predominantly playing C-M-C* (entering transactions with the goal to consume)
transfer wealth to units predominantly playing M—C—M’ (entering transactions with
the goal to make a financial gain). As there is always unequal wealth distribution, to

144 Marx, Das Kapital, MEW volume 25, page 501.
145 His costs would be M, his value M.
146 See below on page 290 et seq.
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begin with, the wealth transfer will typically be upwards to the already richer, who
are further enriched by the poorer, who, after having consumed, will stay as poor as
before or worse. One side to M—C—M collects and accumulates additional value-in-
exchange, while others dor’t; the other side dispatches value-in-exchange to the first
— with a doubly segregating effect. M—C—M was introduced to express the essence
of the operation of profit economies or capitalism and in many regards succeeds in
doing so. Will it also work as a tool for the analysis of socially available employment-
generating spending?

M-C-M" and a theory of employment-generating spending

Can the circular movement M—C—M’ can be financed out of itself? An entrepreneur
starts with a stock of money, either as he owns wealth himself or as he borrowed
it from a wealth owner (in a Schumpeterian sense). He pays the money M out to
the factors of production (other firms and laborer-consumers) who may pass it on
amongst themselves; from there it may return to the firm who made the initial out-
lays. One thing is already clear here: M remains M, and it can never suffice to pay
M’ (M’ being higher than M by the amount of the entrepreneur’s profits). This was

already captured in Proudhon’s “the workers cannot buy their produce™*’

or in our
review of Malthus (“cost cannot buy value”). The idea could even be further reduced
to the yet simpler agrarian image “seed cannot pay harvest” (at least under normal
circumstances). Hence, we must say that the incomes of the factors of production
resulting from their contribution to the production will never suffice to buy the pro-
duce at a profit from the capitalist. This is an important insight, which we already
owe to Sismondi and Malthus and which is the moment of truth in the 3rd interpre-
tation of Ricardo's Law of Say.™®

The entrepreneur, yet, does not want to only get M back for M. He plans to receive
M. He wants to close the circuit with M’, with more than he gave to his suppliers. But
before he can get M’-M on top, somebody must have had it (to give it to him). But
initially this M’-M is not here. If we stubbornly and mechanically only think of the
already existing, it accordingly can't work. But production creates something new. If
we take into consideration not only newly created value-in-use, but the fact that new
value-in-exchange may also be attached to the new values-in-use — if we view pro-
duction as source of value-in-exchange — there is hope. But step by step: The factors
of production receive their M early in the process. Assume they use their M to buy
the M/M’-part of the produce.” The workers buy the v/M'- part of their produce,

147 Proudhon’s statement ignores other suppliers, who receive ¢, M = ¢ + v.

148 See on page 240 et seq

149 Note this possibility isindependent of the pricing by firms. Those who received M can always
but buy the produce for an amount of M. If the prices are very high, they can only buy a small
part of the produce.
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which is sold for the wages v (in other words, “labor costs can buy the labor costs-
part of the produce”). Also, suppliers-firms can buy the ¢/M’-part of the produce. All
in all, seed can buy the same volume of harvest.... So far, we found an explanation,
why entrepreneurs can make “break even”. Yet, they still sit on produce represent-
ing the money amount of M’-M or on the M’-M/M part of their produce (or its s/
M’-part) and they must also sell that to realize their planned profit, the purpose of
their whole operation.”®® Assume first, the entrepreneur would be happy to keep the
M’-M-part of the produce in kind, e.g., for him, his family and his servants, slaves or
helots to consume it; in this case he does not need to turn the surplus into money via
an exchange. Assume second, the entrepreneur’s business is mining gold or silver.
Again, he does not need to exchange his produce into money, as gold or silver are —
essentially — money already and can spare a final C'-M’-leg. There is, third, the al-
ready mentioned, old-fashioned possibility for entrepreneurs (after having sold the
¢/M’-part to supplying firms and the v/M’-part to their workers) to barter their left-
over M‘-M-parts or the surplus-parts of their produce in kind amongst themselves.
Whether this works, depends on whether all capitalists mutually attribute value to
their respective produce. If so, after some “tdtonnement” and with a little luck, they
may all march home happily. If all entrepreneurs only attribute enough value-in-
use and value-in-exchange to the produce of their fellow-entrepreneurs, newly pro-
duced commodities will clear the market of newly produced commodities.

A fourth, also already mentioned, possibility, would be for all entrepreneurs to
take out loans from banks, buy the produce they wish to buy, and, if they have later
been able to sell their own produce, e.g., by virtue of the same mechanism, repay the
loans. The prerequisite for this is again that the buying colleagues mutually attribute
value to their products and that banks have money and do loan out money.”* With
allowing banks to provide liquidity, we have opened the door to using money coming
from outside the circuits. Of course, they could also come, fifth, from reserve-stocks
of money of entrepreneurs themselves. (Actually, if only one or a few entrepreneurs
have such reserve stocks and start spending them, this may suffice to set into motion
a wave of payments wandering through the whole group and eventually enabling

150 Marx puts this that the capitalist “durch seine Ware dem Markt mehr Wert wieder entzieht,
als er urspriinglich hineinwarf ..., weil er groflern Warenwert hineinwirft, als er urspriinglich
entzog. Er warf den Wert G hinein und entzog den Gleichwert W; er wirft W + w hinein und
entzieht den Gleichwert G + g” (Marx, Das Kapital, vol. 1., MEW 24, page 47).

151 The banks, in order to hand out loans, will be mostly interested in the general creditworthi-
ness of the capitalists, but may still like to ask for the existing surplus produce and future
claims for purchase prices as collateral. Capitalists would have to give away a share of their
M’-M as interest and bank fees (as they would have incurred bartering costs if they had opted
for the bartering solution). Alternatively the capitalists could use drafts on each other or set
up a clearing house.
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everybody to sell his surplus produce — as the money can do its job serval times one
after another).

As a summary, it is generally possible to mobilize the finance and liquidity
needed to complete the circuits of a capitalists through selling the surplus part of
their produce (representing M’-M) to each other, assuming value is attributed to
the produce, or to achieve the same by bartering. Already Marx said, if the value
is there, the money is not the problem.””> When Marx wrote, banks’ credit money
creation or states’ fiat money creation was much scarcer than today; in our world
of permanent private and state money creation and banking, it has become far
less likely that circuits should not be able to close, if the value is there, for the lack
of money to pay with. Hence, we have the noteworthy (surprising?) result that
following the path of Marx’s M—C—M’-analysis, in general, nothing stands in the
way a closure of M—C—M'-circuits. Rather, to the opposite: After entrepreneurs have
sold the M/M’ part of their produce to their factors of production, they should be
able to sell (distribute, “absetzen”) the remaining M’-M/M or surplus part amongst
themselves.

This must, however, also be stated in the opposite way to stress the possible im-
manent barrier (which will rise to a fully-fledged antinomy): Only if all capitalists
barter against each other or buy from each other their respective M’-M/M’-part of
the produce, which is left over after the purchasing power distributed in the circuit
has been recovered,'>
erating spending to close all their circuits (the expectation of which induced them
to initiate the circuits). Closing this reasoning, we note that much of it, now coming

will they generate the necessary additional employment-gen-

out of M—C-M’, was already recognizable in our attempt to make sense of Ricardo’s
Law of Say in its third interpretation.’*

A dialectical feast with M-C-M" and employment-generating spending

in the “Grundrisse”

We have so far looked at the problems of circuit closure in a rather traditional lim-
itational, rationalist and mechanical style of thinking. In the Grundrisse, Marx ap-
proached the same issue like a dialectical feast, if not like a spiritual orgy. He uses
notions from his theory of capital, which reflect supra-personal subjects and observes
how they move through M-C...C'~M'-transformations (it makes sense to use the ex-
tended version here, with C..C’ representing production).

152 See Marx, Das Kapital, vol. Il., MEW 24, page 331-334, and 346 et seq. Foley (1986) page 87 et
seq., page 151 discusses gold production and loans as means to fund the purchasing power
required by extended reprod