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“Ehemals sah man mit ehrlicher Vornehmheit auf die Menschen herab, die mit

Geld Handel treiben, wenn man sie auch nötig hatte; man gestand sich ein, daß

jede Gesellschaft ihre Eingeweide haben müsse. 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 demoney 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.).

***

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 youwin. ThismadeArmin,whowas already a very nice person inhis

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 thewinners take their winnings home, somebodymust refill the ante…
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A deep-level and long-term understanding of capitalist society

Theauthordecided toundertake the effort,whichhenowhandsover to thepublic, in

the aftermath of theworldfinancial crisis – to understandwhat hadhappened then.

He had seen himself as a Marxist in his youth, from around 1971 to 1981, but then

found that systems theory (in particular ofNiklas Luhmann) had higher explanatory

potential.Thewriting of PeterDrucker 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 butwithout 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-termossification 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.Thenineties hadbeen times of an apparent historic triumphof 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 – hadmuch 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,whichwas

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 authorhadalsoworkedhisway through the echelonofmethods 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 Nietzscheanwheel of eternal recurrence,

with war, accordingly, to reappear in the future. History, unfortunately, was faster

than the completion and publishing of this book.

Threebasic concepts areused in this book; thefirst is theprofitmotive as the fun-

damental economic driver and the economic essence of capitalism; it is commonly

referred to as M–C–M’.1Thismotive leads, out of itself, to a deficiency of employment-

generating spending or of producive2 spending.This syndrome, antinomy, contradic-

tion,etc. lies at theheart of everything; it is purely economic innaturebuthas crucial

social consequences.The second concept is prosthetics, now a social, in fact,mainly

political, brotherly complementary correctionmechanism,which is executed by the

state.Prosthetics try tomoderate the problems that capitalist societies havewith the

deficient producive spending.Theymitigate 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 threemoments,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 themade-upword “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 flawof deficient employment-generating (or

producive) spending, states’ corrective reaction to this flawwith prosthetics, and the

dilemmas of the applied prosthetics.They allow to re-frame our view of the past and

present of capitalism.

As to style, theauthoraimsatprovidingas realistic anaccountof the economyas,

e.g., Han Fei,Thucydides,Machiavelli, Pufendorf, Hobbes, Clausewitz,Marx, Niet-

zsche,TheodorMommsen, Carl Schmitt, Lenin, Paul Kennedy andHenry 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 beenmoved froma regular dayward to intensive care.Wewitness protection-

ist state interventions, huge fiscal state subventions, and, over two decades perma-

nent,massivehorror-monetarypolicies (suchas “ultra-unconventional”quasi-zero-

interest-rates andmassive asset holding of central banks),which the leading ideolo-

gists of capitalismwould themselves have considered unbelievable just fifteen years

ago.3Themassive 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 inorder to save capitalism.Nevertheless, economic liberalism

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 economics4 of the day. First, if anatomists could carve open

3 See Roitzsch/Wächter, ZIP 2008, 2301 et seq.; Roitzsch/Wächter, 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 theway, 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-arrangedmoving parts in an order with

predeterminedoperations;5 there is nothing likehearts, 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, asDirkBaecker, a pupil of thewell-knownGerman

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…”.6 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

betweenMarxism/Socialism/Communism.It endedwith the lossof theMarxist 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 saveMarxism (certainly in the eyes of left-wing audiences).The veterans

of an exhausted battle collude to block progress. A lesser passage of arms resulted

fromthe challengesposedbyKeynes.Theoutcomewasmoreamicable,but itwasnot

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 almost irrelevant.This fate is sharedby leading anti-capitalist concepts.

Like inequality is not the crucialmoment in society, history is not the history of class

battles.Marxian “exploitation” is evenmoremisleading than the focus on inequality.

Exploitation does – quite simply – not exist.

5 Marx, when he famously stated in the first sentence of Capital volume I 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 inventedmethodological instruments that all but

guarantee that economics remains in this sad state.On the side ofmainstreams eco-

nomics,mathematization structurally disenableshistoric and sociological thinking,

which would be required for a jump ahead. But history cannot deliver quantitative

data,which themathematized reasoningof today’s economics canonlydigest.7 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

theoutset 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,bywhichmanymainstreams’ economists aremesmerized.While there is, of

course, “Walrasian tâtonnement”, 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’

andM–C–M’.8

Fifth,methodologically, as alreadyhinted at,weuse concepts ofmodern 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.9 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 systemmay, e.g., bemore 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 eventsmotivate 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-

demyor explosion.But one canalso compare economic systembuilding tomelodies,

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 thewrong foot” at a certainmomentwill interrupt system-building.Other

examples include “pass systems” in teamsports, e.g., soccer.Situations suchas 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 rightmoment. 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 eventswith

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.10

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 investiveM–C–M’-circuits. Finding and telling the narra-

tive of capitalism, therefore, requires looking out for when and howC–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,whilewe reject an original purpose of the economic system in the sense

of the existence of an economic steeringmechanism,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 guidedbyprofit anddoes 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 politicswill react, society spontaneouslywith anomy, banditry, unrest, etc., and

politics,more organized and purposeful,with rebellion, political entrepreneurship,

military entrepreneurship,11 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, andwas a strong criti-

cal independent thinker.Basedonhis acquaintancewithHegel,aswell aswithmate-

rialist theory of history, hewas better equipped to generate early “systems-theoreti-

cal” and “evolution-theoretical” insights thanmost of his generation-mates.His use

ofHegeliandialectics topursue“contradictions” in the economic systemwasbreath-

taking and leaned towards a theory of system-building in the economyover time.He

also correctly pointed at profit as the drivingmechanism fromwhich the contradic-

tions of capitalismwould ensue (suchasM–C–M’,whichwehave,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-

causehewanted to evolve his exploitation theory out of it.His doinggreatly 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.

It is also true that firms, entrepreneurs, or capitalists “exploit” the fact that workers

arewithout themeans of production andhaveno 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 inmind 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 andMalthus

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 andMarx’ “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 toM–C–M’,which, aswe already stated,

was known to and often consoled by spiritual and religious leaders andphilosophers

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 youdonot pay yourdebtwhen

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

tomaximize their profit? Inotherwords, the elementarybuildingblocks,whichhave

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 themasses of non-owners might find employment and

subsistence inmodern 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 alreadyused implicitly, to explicitness andhigher 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
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sterile economy, or awealth economy,without employment effect.12 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”bloodwith oxygenand the “blue”bloodwithout oxygeneachhave clearly distin-

guishable circulation channels (heart chambers, arteries, and veins), throughwhich

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 tomassive 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.13

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 I.

12 We shall, 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 whomQuesnay says himself “ils sont utiles à l’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

consumptive

sterile

investive

producive producive

consumptive

producive

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 II 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 III 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 to its own logic, “standalone”, so to speak.Theclosure ofM–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 andomitted circuits cannot generate employment.This analysiswill 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 (notwholly) return their salaries toproductive 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 ofmoney later triggers the previous sacrifice.

“…in other words,” writes Kalecki, “the capitalists must spend immediately all their

additional profits on consumption and investment”.14 Already the suspicion only that

future generations of firmsmaynot 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 conditionality15 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 desiredby thepolitical 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 integratedmanner, 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 andprogresses 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 même 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,

at least 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 WorldWar 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 debt, 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

andprepare the ground for them to take out newdebt.16 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

themost recentfinancial invention:Central bankshave transmuted their longstand-

ing two-directional “openmarketoperations” in straight forwarddebtpurchasepro-

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 theWestern costs of theUkrainianwar.A circus of debt financing of pros-

thetics,debt build-upbywealthowners,anddebt recycling to central banks is rolling

with an increasing percentage remaining stuckwith 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 vonMises,Hayek, and of theGerman “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 – Nomoney creation vs money creation and commodity andmerchant or

private bank credit money vs state fiat money

Nomoney creation money creation

Commodity andmerchant

orprivatebankcreditmoney

Nonew commodity

or creditmoney

issued

New commodity money

issued (e.g. new gold or silver

embossed)

New bank credit money

(bank notes, bank token

coins, bank deposits) issued

beyond reserves held

Fiatmoney At issuance of fiat money

commodity and/or credit

money is withdrawn in the

same amount

At issuance of fiat money

commodity and creditmoney

is withdrawn in a lesser

amount

Thismatrixmakes it clear,first, thatmoney 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 hasmade fiat money the “money of choice”

of modern capitalist states, may more simply consist in its tremendously increased

quasi-unlimited potential ofmoney creation. Fiatmoney 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-bornmoney creation by finding andmining gold and throughmodest com-

mercial and bank creditmoney creation.WhileM–C–M’ represents capitalism’s dy-

namismas a strict logicwith an inner antinomy,money creation throughfiatmoney

represents a utopianmoment, amiraculous cure-all state-strategy, even potentially

strongermore 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 waswritten, 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 sterilewealth economy andproducive, 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



28 Gerhard H. Wächter: The Capitalist Economy and its Prosthetics

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), Niccolò 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), Jürgen

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.17

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

andwriting onM&A (e.g., “M&A-Litigation”, 1000 pages, 4th ed. 2022) helpedme 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 unexpectedway. 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 formore recentwriters,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.Relaxingphases alternatewithphases ofmore seriouswork.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), ormacro-

speculation is beyond the author’s current interest. Still: “…wie du da redest, wühlt

sich mir das Innre um und gräßlich fliegt im Hirn das Denken.” (Sophokles, König

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 ChamonixMont Blanc,March 2024
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Part I:

Introduction to elementary economics

of profit economies

Part I 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.1

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

Menaredependentupon their environmentwith regard tooxygen,water,andnutri-

tion.They take oxygen andwater 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 ofmen from its environment cannot be stressed enough.

Humanneedsdictatewhatmenhave to do and theyhave the greatest impact in their

motivational system.These needs work by inducing humans to try to procure what

they physically need in thefirst 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

theirnutrition in farming,agriculture, forceddomestication,breeding,and thepas-

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

ofmilitary 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 andpraeter-economicwealth procurement, the darkway of

wealth procurement, from the ancient profit economies inGreece,Rome, andChina

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 andwas quite successful in this regard, at least

for a time.Humanity deserves no better thanhaving to remember this past.We can-

not evenbe sure thatprocuringwealthorprofitsby violence is a closed chapter ofhu-

manhistory.Theprevailing of democracy inmost of theworld’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., StanleyDiamond, argue that hu-

mans robbing and subjugating other humans was not a feature of the earliest times

of primitive society,1 but only arosewith civilization,proto-states2 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 andMycenae Greece,

andhistoricwriters thatwarfarewas by those times a fully legitimatemeans (more ex-

citing than prodcution) by which to procure riches. During higher education, most

1 See Kuczynski (1951, pages 17, 20 and 33 et seqs.), 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 readGaius Julius Caesar’s bookDe 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

charismatic leaderswould emerge, stir upuproar, formanalliancewith other tribes,

and would organize their fight jointly.There are passages in Caesar’sDe bello Gallico,

in which this all sounds verymuch 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-

markabledialectical property that once a tribe or countryhad liberated itself, itwould

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 SpanishReconquistawas the beginning of the SpanishCon-

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, andmost noblemeans bywhich to generatewealth. “In heroic societies”,

David Graeber writes, “the role of violence is not hidden – it’s glorified”.3 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 fromDavidGraeber again, “Achilles

sees nothing shameful in his relationwith his slave-girl Briseis,whose husband and

brothers he killed”.4 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 historianMartin vanCreveld has said,may not like war, but they

loved warriors (this was as true then as it is today).5Themost glamorous careers for

sons of a robber-state’s elite were connected to finding new victims for robberies;

theywere “start-up”or “neweconomy”-ventures” in violentwealthprocurement.The

morebureaucratic or corporate careers of the time6 involved crushing rebellions and

leading punishment campaigns, or, at the very least, overseeing and administrating

tribute payments; in this job, if you diverted somemore into your own pockets than

officially confessed, that was often accepted as well.

Marx, like others before him, distinguished a part of the produce,whichwas re-

quired to reproduce the immediate producers, anda surplus part that couldbe taken

awaywithout 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.Weakermembers 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 themost commonly favored historic response. Finally, the sur-

plus could be appropriated by a foreignmight in the place of a domestic ruling class.

InMarx, the implicationwas that only suchprogress of productive forces,whichhad

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. I did not find the quote that I 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 I attended.

6 Sombart observes “Der Raubhandel ist der Zwillingsbruder des Raubes. Er besteht darin, daß

(meistens berufsmäßig) Waren verkauft werden, die von den Verkäufern 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 freihändigen Kaufs zu erfolgen habe,

sondern thunlichst durch entgeltlose oder entgeltniedrige Wegnahme der Waren. Ebenso

wie aller Kolonialhandel noch heute zum großen Teil einseitiger Handel geblieben ist, d. h.

Verkauf von Erzeugnissen anderer, die man auf demWege der Ausplünderung diesen abge-

nommen hat.” (1902, volume 1, page 164).



Chapter I. Praeter-Economics: Wealth procurement by violence 37

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) andwhich is normally

dated between 10,000 and 8,000 BC, pushed productive forces, thereby allowing for

amore sizable surplus and, thus,enabled robber-oppressors tobuild surplus-appro-

priation systems and empires on this basis.The lateNeolithic Age roughly coincided

with proto-state and state formation andmost 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 analyzedwith 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 aremultiple

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 thousandmiles awayhomeland is aburdensome 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–amilitarymust 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

disadvantageousmediumof 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 gainmay 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 frommore 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,whichwas 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 violentwealth procurement, in otherwords,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.



Chapter II. Value, money and the economic system

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 services1 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 asmoney emerges, everything is valued inmoney; asmoney 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 theWealth 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

MaxWeber,2 regarded thenotion of value as redundant and suggestedworkingwith

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 whichwealth 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.

Theexpected ascribed value (M’ inM’-M is always the expected value) kickstarts capi-

talist circuits inboth theproductive and the sterile economies.Theeconomic 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 a resale.

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”.3 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.4

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 takeplace. In an extremeversion, theymay

identify valuewith 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”.5 We will not go so far and will instead consider value-in-ex-

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

4 Value and price have an interesting relationship. Value-in-exchange is verymeaningful 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 for a 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

somethingmight involve storing fluids or cuttingmeat.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’smany 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 regionwere

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 societies6 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.7 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 subsystemnowdeveloped

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 andpractices 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 oxmay be negligible if

my land is small. Its value-in-use also depends on whether I have substitutes, such

as horses, slaves,8 or tractors. High concept users, technologically or with regards

tomarkets, 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,9 as presented in the present section, thenwemight even speak

8 On the advantages of using free labor, rather than slave labor, SeeWeber (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 specific illness 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 ofmillions 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.10 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, youwill not knowwhether you can keep them for five days, fivemonths, 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 awarlordwho is friendly to you andwhowill hopefully continue to control

the area and remain strong, friendly, and loyal to you). Unfortunately, there will be,

in such circumstances, littlemotivation 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 seed11 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-

selvesmight 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 lupus12 (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 Golas, 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, andmany centuries later by European natural law

thinkers such asHobbes, 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 anywarlord (or even of a bandit gang13) 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

values-in-use”14 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 Yüan-chang (1328–1367), borne in a household of destitute farmers became a leader

of the Red Turbans’ rebellion against the Mongol Yüan dynasty and, under the name ofHung

wu, later the founder of the Ming dynasty (1368–1644). See Mote, The rise of the Ming dy-

nasty, page 44 et seqs.

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 consequenceson thepaci-

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 adistinct and largely independent

social system.

Make nomistake, 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 luremewith something they offer in exchange, but only

if I 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.15 As owner’s power results from the power to exclude the non-haves fromus-

ing objects owned by the haves,16 it, of course,works best for thosewho 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 thosewho seek

shelter, and, in a famine,ofmerchants (whohavefilled granaries) over thosewho are

hungry.

In a way, thus, all pricing is “power-based” and all prices are “monopoly prices”

and “rent-seeking” from the very beginning.Thismonopoly power of owners is only

mitigated by competition from other owners,17 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 SÛRETÉ DE LA PROPRIÉTÉ

EST LE FONDAMENT ESSENTIELL DE L’ORDE ÉCONOMIQUE DE LA SOCIIÉTÉ.” 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 l’entière liberté du

commerce; car la police du commerce extérieure et intérieure la plus sure, la plus exacte

et la plus profitable à la nation et à l’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 tomitigate

owners’ power.

The non-owners (without significant land, othermeans 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 ofMarxian 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

a business’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 comemanufacturers 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 frommathematics, between

monomial theories and polynomial (binomial) theories.There aremonomial theories of

seller’s value, buyer’s value, and bystander’s value,which follow a singlemono-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 manymore.

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 inmoney 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 hewill try to buy. If we look at the other side of the trade,wemight 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 tomake a profit (andwill 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 questionwith the needed financialmeans and thewill to sacrifice them can do

this. Still, the commoditymay retain some other value-in-exchange, but howmuch?

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-



48 Gerhard H. Wächter: The Capitalist Economy and its Prosthetics

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”.Wemay 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).18 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.19

(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).Hemay think “she is the wonderful andwealthy

Rubenesque-lady that I have always dreamt of” – and may believe that this alone is

the reasonwhy they got together.Or shemight think “he is the beautiful and slender

intellectual I have always admired from Frenchmovies” – andmay 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:Wächter/Wollny (2018) page 80 et seqs.

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, seeWächter (2022), pages 552 and 587 et seq.



Chapter II. Value, money and the economic system 49

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 valuemust 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 towhere

they are valuedmost highly.This leadsus to the observation that exchangesnormally

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.

Aswehave seen, the fallacy ofmonomial 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 twomonomial ways fromboth 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” (nowmeaning

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 themeaning

of themedieval 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, viaHegel, 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?Thecorrect answermust 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. Onemust observe

theobservationsof others to fully “see the value”. In a constructionist or systems the-

oretical expression, there is observation of observers, observation of the second or

thirddegree.This leads to a feature of values-in-exchangewhich 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 alongwith themoney and the will

to sacrifice it) creates a new utility for everybody: buying the object and selling it to

the top value attributor.20 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&Amarkets. Real estate agents and investment bankers will tell buyers

that theyare lucky if they canstill buyat 110 %of thepriceof lastmonthandas theyall

continue to tell this story, itwill vindicate itself andwill propel themarkethigher.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.21 Systems theorists,22 Heinz von Foerster, Niklas

Luhmann, andDirk Baecker for instance, are also workingwith 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.23

There is always third level-observation at work in the economic system: third ob-

servers observe observers observe. “Man kann anhand von Preisen…beobachtenwie

andere den Markt beobachten.”24 Valuation, as such, is intrinsically an observation

of observers, i.e., observation of the second or third order. In “situationswith 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”.25 Provided that we believe him, Soros owes much of his fi-

nancial success to this theory.26 The point is not solely that a deception is effective

(that is often so, but deceptions still do not influencewhat they observe).Thepoint is

that deceptions stop being wrong and instead become true, indistinguishable from

other truths, because they changewhat 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 For an introduction to systems theory see Luhmann (2011).

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

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 I am a trend follower, but all the time I

am aware that I am a member of a herd and I 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 I knowwhat the flaw is.…I knowwhat is wrong while themarket does

not. I am ahead of the curve, watch out for tell-tale signs that a trend may be exhausted.

Then I 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 butwhich then became true, even for the creator.This effect is not re-

served for lofty stock, bonds, FOREX, and derivativesmarkets butmay, in principle,

apply to all value-in-exchange, including evenmoney.27

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 tomake

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-

thingwhichwas combinedwith both the purchasing power and thewill to pay.28The

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 “vor allemauf die durchdie selbstmitbewirktenZustands-

änderungen (zu) reagieren…” (Luhmann (1988) page 81).

28 The term “effectual demand” was used by Smith (1776) Book I 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.

II., § 3.)
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incapability” in the other.29 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.30This view renders

the function of themoney 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.31

If Keynes used the term “effective” demand, we believe, he, at least in many in-

stances,meant something else than Smith’s termof “effectual” demand.32Hemeans

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 amountM by the entrepreneurs that allows the circuit to be

started.The first leg ofM–C–M’, the purchasing of equipment, inventories, and la-

bor, is “effected”,not only the later reception of the amountM’ to conclude the circuit

(by C–M’).

Most importantly, “effective demand” remains “effective” in this regard even if

theunderlyingexpectation that therewill laterbe“effectualdemand”for theproduce

proves erroneous and if the investment is not vindicated. For macroeconomics or

political economy,33 thus,Keynes’ “effective”demand ismore important thanSmith’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 termmacroeconomics

(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 andas salaries,are employment-generating spending; they refill the reser-

voirswhich feed theworker’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-

mandmatters immediately for workers, other firms and everybody.

Merchant heroes and trade systems

Thesystemic character of values-in-use entails thepossibility to jointly createhigher

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 theGreat forMacedonia, 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 andmilitary. Alternatively, there was amix of adventure, private warfare, and

commercial ingenuity from the outset, which is nicely captured in the term “mer-

chant adventurers”.34 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 Hansemerchants, James

Watt,Thomas Edison, Gottlieb Daimler, Henry Ford, Bill Gates, Steve Jobs, Jeff Be-

zos, andMark 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 ofHanseatic 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 systemswere established, e.g., a logistic infrastructure to carry great

loads through adesert by a sufficient number of camels, less adventurous people fol-

lowed to stabilize, administer, and optimize them, like sons of theRomannobility 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 laybehindmanybloodywars. If new trade systemswin,as theymostly

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 endproduct, if the utility disappears,which is served by the endproduct.

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 systemmay also start from the early chain links. Ifmines of a rawmaterial are

exhausted, e.g., the silver mines of ancient Athens in Laurium or the Spanish sil-

vermines in Potosi in Bolivia,35 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

1839,36 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.Theymay destroy pro-

duction facilities, render rawmaterials inaccessible, drive away or kill labor, discon-

nect logistic transportation lines, or block activities through a pandemic.37 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 rawmaterials 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

ofmore promising goods.However, if the upper part of the lower, cut-off, part does

not findnew 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, themarket 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 andmany other supplier firmsmay 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 are not successful competitors in those branches of trade in which the particular nation

had excelled.”38 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,39 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 onduring a great part of the latewar

with such signal success.”40 In other words, large markets with easy access, many

firms, and rich neighbors are not always good for businesses in the surroundings,

butmay also kill them.Whether accumulations of other firms are benevolent ormali-

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.41

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 beenmilitary 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 19th 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 ofmoney and of state fiatmoney, 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 fromwhat 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 fiatmoney, 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 andmining 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 intomoney,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 hisGeneralTheory.More recently, radical

social anthropology, e.g.,David Graeber, and so-calledmodernmonetary theory, which

may be regarded as “left-wing”, have also expressed certain insights. However, the

greatest contribution to a critical analysis ofmonetary 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 formonetary analysis. For this book Ludwig vonMises’ 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.42

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 showsupat yourplace,at the right time,whoneedswhat

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, andMozart 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 Böhm-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’swork 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.
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around.43 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.

VonMises called the separation of sale and purchase “indirect exchange”.44 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.45

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 themystification,which is immanent in

his labor theory of value,one step further– intomoney.Recent radical social anthro-

pologists and so-calledmodernmonetary theorists tend to attack the viewofmoney

as essentially a valuable thing and try instead to explain it as a debt-relationship. We

do not agree, aswill be explained below. In creditmoney (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 themore desired or

more “liquid” commodities. In vonMises, this ultimately leads to the general selection

of one or several commodities as preferred media of exchange which, thereby, be-

come “commoditymoney”. “Amediumof 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…”46. 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,47

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 “papermoney” 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 accounts48 – a

modernmonetary 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 ofmoney 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 ofmoney and their substitutes.”However, he proceeds by saying that

“…for purposes of economic investigation” this categorization “is practically value-

less”.49 Von Mises then introduces a new terminology, one independent of legal or

commercial distinctions,which serves the purpose of economic theorymuch better.

He proposes three main monetary categories: commodity money, fiat money, and credit

money: “Wemay 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 fiatmoney tomoney 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…”.50

VonMises’most fundamental distinction is between commoditymoney andfiat

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,51

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.52

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 frommines and often embossed and insofarman-

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,

Gödel 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 preciousmetal content underneath the nominal

value, both enabling a gain for the issuer. Von Mises points to this fact,53 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 originateswithmonetization of a commodity anddisappears againwith its

de-monetization. As fiat money creation in such add-on-layers is always quite lim-

ited involume,e.g.,as the embossing statenormally 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

commoditymoney.54The 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 “claimmoney”. 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.55

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 – as long 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 airlinewho does no overbooking, can become

insolvent.56We have a first hint here concerning an important distinction, to which

we will return later.

Fiat money, von Mises’ third main category,57 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 fiatmoney remainsmonetized. Fiat money is normally state fiatmoney;

it can, as a rule, only come into being alongside the introduction of a general fiat

money regime by a state.58 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 commoditymoney as themoney 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 endogenousmoney. 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 themoney

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 fiatmoney to pay state taxes; this is themost 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, iron 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 bywarriors carrying subsidies for a few dayswith 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. Inhistoricmassmi-

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

ChineseWarring States period, for theGreek armies of the Persian and the Pelopon-

nesianwar, the armies ofAlexander theGreat,and for theRoman 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 flowmore 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 newmass 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 mines59 in 330 BC: Alexander is said to have paid out half a ton of silver to

the 12,000men in his army each day.60

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 somebodywho is (likely at a discount).Military

suppliers of the state paidwith coins (or notes) can alsomake good use of them, they

can keep their gold or silver and still avoid tax execution, expropriation, prison etc.

by using the fiatmoney.61Thepoint is not that the tax-collecting state would be very

eager to pocket its ownfiatmoney chips again (it can create themanew 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

newmoney.

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 ideawas already developed byGeorgFriedrichKnapp. Fiatmoney had

value andwas accepted for a very solid and earthly reason: It is a reliablemeans against

state violence in a circuit set up by states and consisting of state fiatmoney spending

and statefiatmoney tax collection.Fiatmoney, in otherwords,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.62

Certain quantitative limitations apply: They can be best understood in situa-

tions, in which – like in Graeber’s case ofmass armies – lasting and stable stateship

is not secured. First, state fiatmoneywill 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 fiatmoneywill 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 commoditymoney. In view of thismechanism, 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.Themore Leviathan evolves into a Behemoth, a “social state”, and themore

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 fiatmoney. If the value of fiatmoney 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”.



68 Gerhard H. Wächter: 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. Inmore 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.63

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 andmakes 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. Fiatmoney 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 beenmade 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 Iwill have to take it and you can get rid of your fiat

money!”

Additional comments on state fiat money

A fewcomments on statefiatmoneymaybeadded.Thefirst is that a reflectivemech-

anismdoubles upon thepowerof thehardkernel of value offiatmoneyderived from

its power to discharge taxes andof its being legal tender in stable,normal situations.

In such situations, everybody expects everybody else to acceptfiatmoney 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, itwillwork evenmorepowerfully for observationswhich already initially

have a kernel of truth, such as the state’s acceptance of fiatmoney 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 fiatmoney,which is as strong

as the modern state.

Third, there is both some justification as well as a possibility to tumble into fal-

lacywhen using semiotics to analyzemonetary phenomena.VonMises’ original Ger-

man word for fiat money was “Zeichengeld”, literally translated as “sign-money”,64

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 outsideof itsmonetary function,goesdown;however, this loss 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.65 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.
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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 fiatmoney 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 fiatmoney, providing a “free pass” against taxation. (3)

It cannot explain why people would accept money, which admittedly only signifies

somethingwith value properwithout 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 fiatmoney 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

Wehave already put a great deal of emphasis on the relationship betweenfiatmoney

andmoney creation. It is important to understand thatmoney creation also existed

in theworld of commoditymoney already.Not onlywould theGreekmine commod-

ity money at Laurium, and the Spanishmine silver at Potosi, both leading tomoney

creation, but banks could also createmoney in a commoditymoney regime, via frac-

tional reserve banking, by issuing creditmoney beyond their reserves in commodity

money. In all these casesmoneywas createdwithout the involvement of state fiatmoney. Fur-

thermore, if fiatmoney is issued, then thismay happenwithoutmoney 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.66 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 it issues embossed commoditymoney coins; the added seignorage-layer is fiat

money.67

66 Reference is made to Matrix II 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,68 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 preciousmetal, cupper, is used, as the

Chinese did from the Ch’in towell 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

seignoragewas often added and the nominal value of the coins or stringswasmostly

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.69 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.70 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.71

68 See on 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 To repeat: Fiat money being covered by reserves does not mean that it involves a legal claim

for conversion into commoditymoney; it onlymeans 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 othermonetary 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 moneymay 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 areheld in reserves fornewly issuedbanknotes or entries ondeposit

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 uponmoney creation if existing credit money,

e.g., issued by another bank, or even fiatmoney 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 tobe “netted”againstnewly createdmoney.Reservehold-

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 sheetas awhole, i.e., onwhat 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,72 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 (andwho 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 fiatmoney a basemoney.

It can either loan fiat money to the troubled bank as a “lender of last resort” in the

sensemeant byWalter Bagehot or it can buy the bad assets from the troubled bank as

“dealer of last resort” in the sensemeant byPerryMehrling 73 and, thereby, canbail out

the troubled bank. Bailouts have become an issue of will only, rather than of limited

firepower.

The possible default of debtorsmust, 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 AmsterdamWisselbank 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 III – Reserves andmoney creation vs default concern
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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 ofmoney raised.Often, theymove fromhere 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 basinwithwater, inwhich 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.74 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.

Themain historic use for statemoney creation was for themilitary andwarfare.

This particular use subsumes states’ money creation to a law of escalation. Strategic

andmilitary 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

at its 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 thiswill require significant build-upof armament;whichwill

already put great pressure on financing. Sometimes, of course, you have to show

your cards.Clausewitz’s thinking centers onhow the lawof escalationmaydrivewar

to an “absolute war” while other moments have a moderating effect.75War, 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 I.
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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 amilitary 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 creation76The law of escalation, accordingly, renders necessary what

is normally irresponsible and unreasonable. It makes the unreasonable reasonable

and the reasonable unreasonable. In summary,wefind that not onlymicroeconomic

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 pushedmoney creation in the past andmay continue to push it in the future,

far beyond what common wisdomwould consider responsible.

Section 3. The economic system

WithMaxWeber,we do not consider goods procurement by violence to be part of the

economic system.77 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 (withoutmoney 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 MaxWeber writes: “‘Wirtschaftlich orientiert’ soll ein Handeln insoweit heißen als in seinem

gemeinten Sinne nach an der Fürsorge für einen Begehr nach Nutzleistungen orientiert ist.

,Wirtschaftlich‘ soll eine friedliche Ausübung von Verfügungsmach heißen…” (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 üblichen Wortsinn – sehr stark

entgegengesetzt. Die unmittelbare aktuelle gewaltsame Fortnahme von Gütern und die un-

mittelbare aktuelle Erzwingung eines fremden Verhaltens durch Kampf soll also nicht Wirt-

schaften heißen.” (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-economicmethod.That understood,wewill remind

the reader that state violence in the formof 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 inmarkets 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).78 After his death, Luhmann’s views on the economic system were de-

veloped and enriched byDirk Baecker. Systems theoretical sociology views society as

consisting only of communications: “Communications are the elementary events

and elementary operations of social systems”.79 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”80 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.”81

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 ofHumbertoMaturana, and

on Francisco Javier Varela García 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 subsystemoperates.The economyusesmoney as its generalized symbolicmedia

of communication and the code of payment or no payment.82 “The social function

of the economy is the communication of scarcity”.83 “Operation scarcity”84 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, threateningwith polit-

ical power, seduction, educational admonitions or scientific evidence”.85 “Operation

scarcity” finds social consent through a “scarcity communication”,86 as a payment,

which is further specifiedby themoney amount, andwhich onepersonpays 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”87 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.”88

Thereadermayhavenoted that this bookuses “exchanges”,distinguishing amo-

ment in the economy,whileLuhmann/Baecker usepayments.There are furtherdiffer-

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 As almost 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 bemade scarce by selling indulgences. While the point is 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.”
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ences, but these differences have no relevant consequences for themacroeconomics

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.





Chapter III. 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 onwhichmerchants acted formillennia and as an outspoken and explicit

regret ofmythical and religiousmen,reformers,philosophers,1 artists, social critics,

1 See Aristotle, Politics, I 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.2 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. “It is… not … the productions of the territory of a kingdom, which form the

revenues of the nation; it is … 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, or in

some particular branch of the wholesale or retail trade.” (Wealth of Nations, Book II, Chapter

III, 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,Marxmade, at least at first,more out of it (just as Heideggermademore 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 (orM–C–M’),3

which is themore famous one, represents an investment or profit driven circuit. Its

emergencemarks the birth of profit economies and capitalism. Profit economies or

capitalismmeans: 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’ andM–C–M’-circuits. 4The

motive behindaC–M–C’-circuit is the consumptionofC’,of aneededordesiredgood;

themotive 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 withmy salary.Themotive behind anM–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 II, 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 I 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

onmyprospective counter-parties having awant formoney,which they alwayshave,

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 uponM–C–M’ in

his reflection on the “realization of profit”,5 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 (whichwas 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 betweenM’ andM (M‘-M) was possible. And it wasmost 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 andmost

of his followers considered it to be his greatest achievement and a holy cow ofMarx-

ism,was a trap, however. It followedNewtonian andHegelian 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 examinedwithoutMarx’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 theNeolithic or lateNe-

olithic eras.This new system inserted itself betweennature andmen’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.6 Its modus operandi and main means of propagation was ex-

change; money followed almost instantly thereafter. Exchange and money were in-

fectious, given that theywere advantageous for everybody –but only after overcom-

ing the resistance of traditional life-styles of course.

Exchange andmoney 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‘.7 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.Thismotion 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 themajority of the population still owned land andwere “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 youwould 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 tomean the physical provision or procurement

of themeans of subsistence or conveniences of life, whichmust 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 youmight 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 fromEgo 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,whatwill leadMalthus to speak of amacroeconomic

“union between production and distribution”, what Quesnaywill try to evolve into a

tableau économique,what Ricardo will fallaciously conceive of as Ricardo’s Law of Say,

and whatMarx’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,

whichwe already saw atwork in C–M–C’. Exchanges andmoney are good for every-

body,but theyareparticularlygood for thosewhowant tobecomewealthyasM–C–M’-players;

money plusM–C–M’ is the turbo-mechanism to become rich. The condition of the

possibility to play C–M–C’ or M–C–M’ is, 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.8This also applies to labor power.9

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 atMnot as an intermediary transitory stage in themiddle

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 naïve 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.10 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

consumptiveC–M–C’-circuit for one party (peasants sell grains to a townmerchant

with to purpose to later buy medical services) may be the first profit-driven leg of

a firm’sM–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, ΔM, s or p representing the profit.This newmotive

revolutionizes the prior society and the prior world; it may well have been the most

revolutionary “thing” in humanhistory. In particular, it freesmotives 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? I am here to help!” …” Now you want to spend your salary or

other income? I am here again…– I 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.11 Similarly, continued aggressive wealth ac-

cumulation by the already wealthy whichmay 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.

IfM’>M, the resultingM’-M or ΔM is the profit (we assume thatM includes such

other costs as storage, transportation, fees, taxes already, and hence is a sum of pay-

outs). It does notmatter whether themerchant 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’12 with

C…C’ depicting the physical processing with value-in-use and value-in-exchange-

effects.13 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’), c, 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

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

12 Marx, Capital, volume II, chapter 1.

13 The processing firm is then promoted from “merchant capital” to “industrial capital” or “pro-

ductive capital” (Marx, Das Kapital, vol. II, MEW24, page 56. As already stated, it is important

for Marx that the profit is 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’ outlaysM into two parts, represent-

ing the used-up equipment and inventories, which he jointly calls constant capital,

abbreviated c, and the wages or salaries for labor, which he calls variable capital, ab-

breviated v. In order for M’ to be larger thanM,M’must contain not only recoveries

of c + v but 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. s is 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 c encom-

passes both costs for equipment and inventories and that c is fully recovered as part

of M’. Accordingly, the costs for depreciation are included in c andMarx’s profit M’-

M or smust 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 c when M’ is collected or his M–C–M’ oper-

ates at the level of profit and loss-analysis. Alternatively, wemight say thatMarx as-

sumes circuits, whose “beats” are such that they condense all financial effects in the

two transaction legsM–CandC–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.) formany individual goods and services,which arrive at different times (includ-

ing e.g., energy and transport services)14 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. II., MEW 24, page 346.
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the seller’s costs in the generalized formofmoney.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 that all value is attributed by a subject in away specific to that subject, onemay

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 areworth $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.Thebuyer’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,whetherwith

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 amountM’as a claimor 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 themeans of subsis-

tence, e.g., whoever buys food, shelter, clothing, drugs, positional goods, sex, or a

health servicemay (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.

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 incomehonestly throughwork and exchanges as they sell to buyerswho

robbed themoney or received transfer payments.Even freshly createdmoneywill 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.Theymove 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 customersmust actively pull or suck in anM–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-

ers by theirmoney sacrificesM

(named from perspective of firms in the

center)

firms and final consumers absorb goods and

services from firms by their money sacrifices

M’ (named from perspective of firms in the

center)

<<<<< flow ofmoney sacrifices <<<<< <<<<< flow ofmoney 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.

“Theway things go”,hence,doesnot 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

bottlewould try toget out of thewayof a truck tire rolling towards it (as adogmight).

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.16 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.Themain 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”17There, is, thus “slippage” and “uncertainty”.18

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.”19 Reflexivewitchcraft in the formof positive

self-reinforcing feedback loops may operate as “fertile fallacies”, “interpretations

of reality that are distorted, but produce results that reinforce the distortion.”20

Reflection of reflection bends the space in which we can decide on truth. Should

we draw a parallel to relativity theory? Or to the evenmore frantic behavior of parts

in quantum theory? Gödel, Escher, and Bach, of course, are certainly also not far

away.21

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 intermediatemoments of tranquility between transactions. Like balance

sheets, they look at what the same person or player owns at certain moments, here

at three different sequentialmoments 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 ofM–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

havemoremoney”.Wehave, thus, two legs or steps (eachwith a flow of goods and an

inverse flow of money22) and threemoments 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
23) 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-

eries24, 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,

theywish their prospective customers tobehungry, inneed,ordesirousof 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.Themore

these prerequisites are fulfilled, the better the firms in themiddle can absorb cheap

commodities from the left and successfully lure those on the right to absorb them at

a maximummargin.25

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 placeswhere 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.



96 Gerhard H. Wächter: The Capitalist Economy and its Prosthetics

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”.26 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 duringmostwars.Thosewho sloweddownandhamperedM–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 netwealth-transferorswho 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 XIII, page 408 f. On M–C–M’ and Keynes, see also Keen

(2011) page 217 et seq.
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again.Theeffect ofM–C–M’ is,accordingly,always a transfer,absorption,or sucking

off ofwealth from theC–M–C’-player aswealth-transferor to theM–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, obtainingwage, 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,

it will, 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 upwith 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 needM–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 andM’ 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. Amoneymarket dealer’s time horizonmay 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 andM’).

Aswehave seen, investment outlaysmay even occur after the last returnhas been

pocketed, e.g., if mine or plant operators underlie re-cultivation obligations. Firms

cannever, thus, attributemuch 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.27

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-outlays28, andproducive outlays into equipment and

inventories) and v-outlays.The second leg of circuits consist inM’ rewards that recu-

perate MwithM’-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 productmarkets and assetmarkets.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 tomake 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 assetmarkets are.29 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.30 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 theGreat, theRomanRepublic and theRomanEmpire,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, whomake use ofM–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.Hewrites, “…never before our own timeweremar-

kets more than accessories of economic life. As a rule, the economic systemwas ab-

sorbed in the social system, andwhatever 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”.31 He views pre-

market-economies as mostly dominated by reciprocity and redistribution.32 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”.33 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.34 Markets are limited and controlled, whether in

primitive society35 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 ofmarket economy.”36 Yet, arrives the “utopia”37 of self-reg-

ulatingmarkets andwith it an “extreme artificiality ofmarket economy”,38 which, if

it succeeded against resistance, only did so as “the outcome of a conscious and often

violent interventionon thepart of government”.39 “Nomarket economywas conceiv-

able that didnot include amarket for labor; but to establish such amarket, especially

in England’s rural civilization, implied no less than the wholesale destruction of the

traditional fabric of society.”40 A competitive labor market did not really exist in in-

dustrial capitalism in England before 1834, according Polanyi, when the Speenham-

land Lawwas substituted by new poor laws.41,42 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.”43While 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,44 in his important article on “the

order of custom and the rule of law”45 and throughout his other work, offers a dis-

tinction that could become themost fundamental for the theory of social evolution.

The overall-distinction between primitive society and civilization is clearly prefer-

able to theMarxian 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”46 (but slaves or feudal dependent peas-

ants),wealth owners would obtain access to their labor not viamodern employment

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

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”)47 and leaves no doubt

that the “Axial Age”, hence ancient capitalism, was a very ugly period,48 but does

not, unfortunately, address economic issues andM–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 a law 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

andwilling 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

reasonmayhave been theunaccustomed longworkinghours, compared to the indo-

lence of the prospective laborers, at which e.g.,Malthus points with regard to South

American or Irishworkers,49 or a reluctance of earlyworkers to bow to the discipline

inmanufactures or factories. It often also appears thatmenwere, 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 sense50 – the termination of

poor laws ought also to be mentioned here51 – and analyzed the German Holzdieb-

stahlsgesetz, a law against the gathering of wood in forest,52 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.53 Some-

times, raising taxes inmoneymay also have been a purposeful instrument by which

to force lower classes to seek work in manufactures, factories, or mines.54

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 likeaDNA,by selectingwhicheconomiceventsoccurordonotoccur.

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 II, page 382–398.

50 Marx, Capital volume I, chap. 24.

51 Polanyi (1944) page 81 et seq.

52 Marx (2008) page 109 et seq.

53 I refer to my further treatment of the subject in my doctoral thesis (Wächter (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 linewill teach us two important lessons: First,while it largely consists of

communication, the economic system still has a “materialistic” kernel, amechanic 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, aswe already statedwith regard to humans, have amultitude of neces-

sary relationships to their environment.Asideoxygen,water, sunbeams, landorwa-

ter to live on or in etc., they need food as nutrition andmaterials 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 andminerals – 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 a lion, 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., if a

speciesmigrates into a newhabitat, another species in that habitatmay 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 lowmineral 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 andminerals 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

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 theprey’s number,howmanykills

the predator can make, howmany 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 supplywill 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-

mandwill, thus, even if it does, again, not conveymarket power to the predator –we

continue to be outside of the realmof 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 aswell as of the habitat, inwhich they live,

determine the story of such relations.56

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–oncemore, theNeolithicmeant 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 somewhile 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 fromusing it to farm or pasture botanic or zo-

ological prey. In otherwords,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 andmay 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 isworthwhile to be chased.This renderedpreying reflexive: humanpredators,

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 andcopper,commoditymoney,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 rightswith their owners’ consent; hence,oneneeded to agreeonan exchange

with owners who traded their prey. In fact, the owners were rather often willing to

enter into trades or exchanges. To prepare them,whichwas 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 regardsmoney as the new and singlemost important generalized and

standardized super-prey, the need of a specific complementarity between predators and

prey disappeared.Themoney-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 withmoney.Thismen-produced

standard prey,money, as an exception, rendered the playingfield for predators equal

and polycentric. Predators could now watch out for this prey everywhere, at 360 de-

grees around them.Everybody, even thosewith littlemoney, became a possible sup-

plier of the money prey – as everybody had become its demander.57

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 moneymust 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 themoment, 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.58

Today, probably most people feel that the productive economy is the “rule” and

the sterile economy is the “exception” in capitalism. From awealth 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 preferredway to draw revenues formillennia; these rev-

enues are sterile revenues, though. Productive activity, on the contrary, inventing a

new technology, discovering markets, engineering production, building factories,

employingworkers,mass-producing something, etc. appeared artificial andunnec-

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 turnmoney 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 ownersmake 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.Thewealth economy consists

in drawing recurring income fromwealth 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

NewYork andLondon taking care of a largeportfolio of bonds, stock,and real estate.

You would have learned that your family receives ongoing payments from these in-

vestments; on occasion, youwould visit some of the hotels as a privileged guest and,

as youbecamea teenager, youwould sometimes be invited to joinmeetings inwhich

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 yourunclewho spokeSpanish andhad lived inBarcelonahadpassed away.When

youonceproposed that all hotels shouldhave tennis courts,yourmotherwould 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 limousinewith a

chauffeur, throughpolluted,noisy, and crowded roads to factories at the outskirts of

ugly cities. Youwould also not have to deal with blue collar workers or other employ-

ees; indeed, youwouldmostly not evendealwith thosewhododealwith them.59 You

would,hence,growup lookingat thewealth economy froma “family officeperspective”.

Note this is a story above the ”City perspective” or “Wall Street perspective” taken by

Keynes or Minsky60 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”.Themain 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,beforemoney andprofit emerged.Fatherswished tohave asmany sons as pos-

sible because sons “owed”–on thebasis of anorder of custom,not on lawor contract,

hence, in a mythical or traditional sense – them to work for them and to maintain

them in their (short) old age.Such social obligationswere superseded and re-shaped

by law and their contents changed in more advanced ancient social structures with

proto-states or central states.61 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 grandmerchants.The smaller and poorer their land,

the worse their equipment, the less they could self-insure against the risks of agri-

culture, themore 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.62 Almost everything could drive

them into their creditors’ arms. If bad weather hit or only a daughter was to marry,

then they neededmoney 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 (theMiddle 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).63 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 seqs.



112 Gerhard H. Wächter: The Capitalist Economy and its Prosthetics

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.64 Sovereign debt emerged in Renaissance North

Italian city states.TheHoly Roman Empire of the GermanNation 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 XIV, 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;65 a further rise came with the arrival of the states of

the secondwave of capitalist development, theUS,Germany, Japan,Austria,Russia,

etc. through their wars, the US civil war, the Crimean war, the German unification

wars,WorldWar I, andWorldWar 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 sameworthwhich is behind tribute debt of subjugated tribes or

states.However,while the subjugated onlywork obstinately, avoid tribute payments

where possible, and throw liberationwars 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 IV. in

the early 17th 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 17th

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 investmentmotive split away fromothermo-

tives andwealthownerswould simply “invest” inwarfinancing, includingbymaking

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.66 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

loanedmoney; 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.Theground’s spe-

cific physical properties (allowing to grow rice or for foresting or pasturage) or what

is underneath the land (rawmaterials, coal, oil, gas, preciousmetals)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 ownersmay also sell businesses inM&Aor on the stockmarket. If a

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

profitsbetween legal entities isnecessary. If,asmore commonlyoccurs, thebusiness

is runas a separate legal entity, e.g., a limited liability companyor 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.Theopposite viewwouldmislead 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.67

The productive economy: Producive revenues and spending

Most people identify capitalismwith the age of industry, technology, andmass 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,orwhether 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, savedQuesnay’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 theup-market share, the top agricultural products, the

best vines, themost 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

endup in in their pantries,wine cellars, kitchens, andon 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

staff 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

existencemainly to luxury trade.The same applies to others,withwhom the readers

would not like to change places, to toilers in diamond,gold, silver, andmarblemines

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: fromMarx’s department II.a.).68

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.69 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, andwealth

owners who invest them or who spend a part on more luxurious wealth owners’

consumption.

Wealth owners andworkers consumption is largely productive,but also contains

splitters or components of sterile spending,e.g.,purchaseprices for old countryside

castles, rent for dwelling, or workers’ consumptive debt service.

Productive wealth owners’ employment-generating investive revenues

Firmsbuy fromfirms tomakeprofits (M–C) and, thereby, enable otherfirms 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.
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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 economywill still need some cleansing andpurification,

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,andfirms,which donot, at least 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 largemajority of embeddednon-owners.However,we needmore than just two

players to show how the distinctions of sterile vs productive and investive vs con-

sumptive70 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.

Thedistinction betweenmotives of the spending,which can be either investive or

consumptive, leads to two “departure ports” of thewealth owners.Wealth owners have

a consumptiveandan investivedepartureport. 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)71 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.72

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 II.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 onlymove up, leave one class and join another,much likewealth 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.73

A three-unit- tableau économique of “original” capitalism

(without prosthetics)

The preceding graph represented how the distinctions of the Matrix I (producive vs

sterile and investive vs consumptive,onpage23) affects the flowsof the economyand

separates flowswith differentmacroeconomic properties into distinguishable flows

between specific ports.Yet,we also envisage aQuesnay-like tableau flowmodelwith

sterile wealth owners (our heirs of Quesnay’s classe des propriétaires), productive

wealth owners (firms, entrepreneurs, or capitalists) andworkers.This tableau,with,

thus, three subjects,positions,or units, only shows the productive economy in afirst

version.

73 The idea that an individual ought to belong to one class was “natural” in stratified societies

andwas upheld byMarx 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 economywithout 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.74

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. I) and consumption goods (dept. II). 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.
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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 thewealth economy.75 Firms have tomake 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 (r), 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 that it is 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 fromother productivewealth 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 fromworkers, each through their sterile arrival port

(i, r, 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.76

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.77The 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 –

as little as whether a band of bagpipemusicians can sell out all of their gigs.The dis-

tinction between the sterile wealth economy and the productive economy is rather a

distinction post factummade 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 andwithout 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

together in a blendedmix. 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 andprivatemessages.Theydo 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-

sumption”)

Firms’ productive investment

(gross)

Wealth owners’ sterile profits

Wealth owners’ sterile invest-

ment (gross)

Increases of productive stock

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 (inM&Aor in the stockmarket), 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 nowneeds elaboration.Weneed to acknowl-

edge that rent and interest (or revenues for loaning outmoney) 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

debtdoesnotonly consist inhandingovermoneybut 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

of real estate,debt or of business (throughM&Aor in the stockmarket) 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 laterM’,

e.g., higher rent, which tenants, or higher purchaser prices, which buyers of the as-

set will pay.

Wemust, 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.Thepurpose of the

distinction between employment-generating and sterile spending is to point at those

expected future revenuesM’, 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,whichwere luckily realized, but only the surpluses, whichwould 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.78 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-

pectedwithout any employment-generating spending remain sterile (this anyhow),

but also such revenues which he could only expect after hemade the investment re-

main sterile to the extent they lead to an extra high profit.Themethod, thereby, as-

certains that extra-profits due to, e.g., location or timing, remain sterile.79

If we look at the homogenous flow of revenues (or spending, looked at from the

other side) and try to tell an employment-generating froma sterile part,wemayfind

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 itmerely draws sterile revenues.80

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 toMarx’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 futureM’ to employment-generating revenues. Overall, the employment-

generating revenue component in the aggregateM’will, hence, showeruptive 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.

andwhich arenot.They consider such attempts asunscientific 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.81 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.82 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 theone side,and transactions takingplacewith-

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 economymust

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-existingwealth assets, such as land, 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 investiveway in a productive business, e.g. to build a factory on land,

81 Neue “wirtschaftswissenschaftlichen Reflexionstheorien” writes Luhmann (1988, page 83)

müssen “gegenüber der Differenz von reich und arm kühles Blut bewahren…, während die

gesamtgesellschaftliche Reflexion genau dieses nicht kann…”

82 That something 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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opena call-center (a particularly sad job!) in anoffice building,or to decorate a board

roomwith a piece of art. Consumers and firms, in other words, often have to “trade”

with thewealth economy and pay a “tribute” (i, r, 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.83 The riches of the wealth economy, in other words,

are sometimes needed for consumption or for productive investment. Insofar, the

distinction occasionallymade inmainstreams economics between “productive” and

“speculative” gives worse marks to the wealth economy than it deserves.

Thomas Piketty’s book Le capital auxXXIe siècle of 2013 has recently stirred signif-

icant debate.84Written froma 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

betweenwealth 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 andwealth 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 lazyMiddle Ages inVenice, 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 silvermines, children-workers inManchester, the unemployed in

the Great Depression or German or French workers of today are “more unequal”. It

also does not reallymatter for the present socialmaster dramawhether 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 broadmasses in developedWestern 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.85 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 capital86

> 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

être fortement et durablement plus élevé que le taux du croissance du revenu de la

production g ”, and if he,finally, states “l’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 %,87 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’accroît la production”,88 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 economymight be.

The terms that Piketty uses to state his “deux lois fondamentales du capitalisme”

permanently intermingle the two economies. His “première 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 α = r x β89 and means that α, a fraction of revenue of the capital to

the aggregate national revenue (Piketty states that this is around 30 %),90 equals the

fraction of the profits to invested capital, i.e., the rentability of capital, which is r

(often, says Piketty, around 5 %),91 multiplied with the multiple of the national cap-

ital over the annual national revenue, which is β (often, Piketty claims, around 6).92

This first law, which Piketty says is a “pure égalité comptable” and “tautologique”,93

clearly involves no distinction betweendifferent components of the revenues of cap-

ital related to sterile and productive activities.

Piketty’s “deuxième loi fondamentale du capitalisme”, = s/g,94 means that β,

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 à taux s et croissant à taux g… ”95 Again, Piketty

neither splits up β 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 thanPiketty.Hewas also looking formoments in capitalism itself that stood

in the way and picked wealth stored in the form of hoardedmoney 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 recipeof “expiringmoney”,moneywhichwould 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 α,…”.

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

92 Piketty (2013) page 92: “le rapport capital/revenu β…”.

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,whichwill nowbe con-

cluded, has equipped us for the further journey undertaken in this book. We deny

“objective value”and shall not bemisledby the theory of labor value andexploitation.

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

that is 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’ andM–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.96 Yet, imagine, contra-factually, capitalismhad been erectedper 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 somemix 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-

latedmotives for production and exchange, an additional andmuchmore powerful

artificialmotive, amotivewhich 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 betweenwealthy andnon-owners and

we will antagonize against each other in society, in politics and sometimes in civil

war.Worse, a new strong motive97 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 capitalismmaynot renounce.But hewill 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 ifwe don’t, our neighbors will. Yes, theworld

will become richer,more advanced and uglier by the same time. But no country has

a real 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

it in a violent way.” “Let us…”, the pro-capitalist speakermight, 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 endedmost debates in original assemblies in favor of capitalism.And

everything we have learned since confirmed their soundness. Even if capitalism, in

a world of a plurality of capitalist countries, was no guaranty for lasting wealth and

dominance, thosewho 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.
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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 II:

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 frommodernity, this book sympathizes with the old view: There are significant

similarities between ancient profit economies andmodern 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-

cientmaster drama to the detriment of the small peasants created themodernmas-

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 particularwith regard to land,whichhadbeen recuperatedby 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 theRoman lumpenproletariat.The ancient prosthetics became the

predecessors of the modern prosthetics that states would use in their dealings with

the modernmaster 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 andhumanswere almost permanently preoccupiedwithprocuring thenext

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”,1 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 dependingonwhether their bellieswere full or empty.Habi-

tats in which such permanent richness existed were, though, few.Mostly food pro-

curement rhythms followednecessitiesdictatedby thehuntedprey and thegathered

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 I 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 nowbeing grown or pastured, its arrival could bemore 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 whenmaking a kill or

finding plants. As preywere domesticated, bred, raised, and slaughtered and plants

were seeded, cultivated and harvested, nutrition production became, yet, more de-

pendenton the rhythmsresulting fromthe inclinationof the earthaxis, i.e., seasons,

and from the different stages of animal life. Farmers must normally work on their

fields andwith their domesticated animals throughout thewhole year,butwhat 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 secondmillenniumBC.TheGreek, 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, andmonotheis-

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 certainmode of operation, negatively in terms of
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the absence of violence, and positively by exchange and the use ofmoney.The use of

money arose shortly after exchange, or with it, and there is, in fact, not much dif-

ference between these twomoments. Exchangemay 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 whenmarkets came into play, they probably did not naturally grow

out of village life butwere superimposed following severe disturbances of locally inte-

grated communities, e.g., to sustainmass 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

YellowRiver (Huanghe) via inland canals,mostlywith rice,2 or from the 15th century

onwards via the Baltic Sea with wood, grains and wine in the European Hanseatic

League.3

What could not be procured directly from nature, or via traditional kinship or

tribal bonds or bywayof violence, could, thus,be obtainedby instigating the consent

of suppliers byofferingother goods.4Thispractice somehowbecamemoreandmore

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

perspectiveofgoodsprocurement,e.g., the feedingof 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 ifmy surplus then had been insufficient,what could bailme 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 5th 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 Gernet (1972 tome I) page 303 et seqs.

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 “eachmember 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 impededistributionof goods fromareas of plenty to areas of

shortage.”5Other issues areno less important.First, theremay simplynot 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

shouldmotivate 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 generalizedmotive

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)

↓

exchange economy (2)

↓

money economy (3)6

↓

profit economy (4)

↓

capitalism (5)

↓

… and its prosthetics (6).

Stages 2 to 4mayoccur almost simultaneously; stage 5may followalong,moreor less

quickly.With a view to the transition fromamoney economy to a profit economy, (2,

3) to (4), it is 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

system”, 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 that it is like going hunting in a forest or like playing a soccermatch on a playing

field. Sure, there aremarkets, 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-

diumsports”.While this separates them fromsailing,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”.

Aprofit economyand capitalismemerge,aswe saw in the elementary economics

of profit economies, in the economic system as soon as humansmake 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 pushednot only by the interest to facilitate commodity exchange inC–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, amonopoly 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

evenproto-states,aregreatly interested in thisprocess, inorder to increase their ter-

ritory’swell-being,militarypower,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.Thepur-

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.

Theemphasis nowshifts fromsome self-selecting themselves to beM–C–M’-players

(the “trade heroes”) to its result, the accumulation of ownership ofmeans for playing

M–C–M’ in one class; this, from thereon, justifies the term “capitalism”. It is insofar

correct to evenalready apply this termto economic systems that have existedas early

as in 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 ofwhether or not the immediate produc-

ers are slaves (personally dependent unfree peasants), “twofold 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

lawof a “slaveholder-society”, inBologna 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, andChina, 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

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 16th to 19th centuries

(slaves were used in Cuba until the end of the 19th 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 antagonismbetween the profit economy and

families, tribes, and the order of customwasmost 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

at that time,all had very strong anti-usury and anti-debt contents that protected the

peasantry from the destiny of their predecessors in antiquity.8 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, monetarymatters 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
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were strong institutions that sharedananti-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,9 often, indeed, involved a seriously

meant personal bond; thiswas very different from the relationship betweenmasters

and slaves in slavery or between capitalists andworkers in capitalism. It accentuated

the self-interest that feudal lords had in a certain well-being of “their” dependent

peasants.10

Of course, religions,which had all emerged as anti-debt–movements in the “Ax-

ial Age”, not onlymassively suppressed the development ofmoney and profit econo-

mies, but they also depressed scientific, technological, and societal progress.11 Stag-

nation reigned throughout theMiddleAges.This only changedwhendynamical 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

deadwill appear ridiculously low compared to themillions 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.

11 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

state of society”12 – had rather equal rights of appropriation, or even a rather equal

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 conditionmay have actually lasted for millennia.13 However,

it did come to an end everywhere, and inequality did emerge.Themost 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 agrarianandother landover great periods

in history that followed.Of course, therewere 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-

bodyhaving the right to appropriate the result ofworking the land. If the small peas-

ants had that, therewas nomaster drama.The legal construction is, economically, of

lesser or little or no relevance.E.g.,whether the landmay officially have been owned

(if at all the notion of ownership or property exists) by a god, emperor, king, or over-

lordwas inconsequential if the peasantsworking the land could reliably appropriate

the produce and could expect this to continue in the future.This situationwas 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.Wealsonote that anattempt to applymodern legal terms toancient 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 themodern sense (which legal termsmay, 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 seqs. 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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nomore 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 andsoldiers the state can recruit and its externalmight,whether

it is 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

animalswhomight take themaway.This has the greatest impact in themotivational

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 notworry about there being somebodywith 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 fromnature, e.g., seed,primitive tools, andwater,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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systemsnearly asmerciless as their physical necessities for food,water andhousing.

There is a strong transmission belt between land ownership and production, which

doesnot 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, theywill open up a

market, at first small, then sizable, for equipment and inventories, consumption of

food that theydonotproduce themselves,andoccasionally even for abit 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-

bodywould receive the shareof theproduce,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 fromof the peasant family.Thiswould 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 latifundistwill still have to dealwith the state’s request for a share…

Latifundists will, more generally than the state, not be interested in produce in

kind, but inmoney.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.Towhomwill they sell the produce?Most certainly, theywon’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 tofind somebodyelsewith sufficient effectualdemand,whomustdrawasuf-

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 stablemechanism,which appliedwhen 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 incomeand size andquality of the army andof the infrastructure and the

administration of the state will fall.The decay of the small peasanty will, in particu-

lar, damage themilitary.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 citizenswho are to do the fighting andfinance

it.

We shall now take a historical look at theGreek,RomanandChinese ancient his-

tory. The Greek history, which we examine, evolved over only a few centuries, from

around 700 to 400BC,until the end of classical Greece before theHellenistic 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 onChina shall bemore general and cursory then those before, but extend

over more than twomillennia.



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 inMinoan andMycenae palace cultures after the

Neolithic Age and during the late Bronze Age.TheMinoan culture,mainly in Knos-

sos on Crete, lasted from around 2600 to 1450 BC.TheMycenae 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.1 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.2 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.3 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 thousand4 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 byWaterfield (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.5 Attica, roughly the size of Luxemburg,6 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”.7 Hesiod also recommends remaining

free of debt and having only one son to keep the land together.8 The ancient so-

cial master drama was, nevertheless, probably the main cause that triggered the

Greek outbound colonization, which began between 750 and 600.9 As everything in

Greece, it was a small numbers game.10 The families who had kept sufficient lots

of land stayed in Greece while many who did not, approximately forty thousand

adult males, left.11 The colonists preferred costal places or offshore islands around

the Aegean Sea, Black Sea, Adriatic Sea, and Mediterranean, from Spain,12 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”.13

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.14 Like everywhere in ancient history,

the two sides of our distinction, betweenwealth 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

5 Burn notices: “…our maps usually underemphasize the disunity of classical Greece” (page 63).

6 See Cartledge, Power and State, page 149, in Cartledge (1998).

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

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

9 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-

ber (2011) page 182, sees Greek colonization as a means to forestall future debt crises.

11 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 St 1 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 aboutmore 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 5th century, hence the time from

Solon’s reforms to the end of the Peloponnesian war. In bad times, e.g., during the

Persian and Peloponnesian wars, it dropped,15 in times of prosperity, e.g., after the

Persian wars, the population grew and it may have doubled between 480 and 431.16

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.17 If we apply these percentages to 30,000 citi-

zens of Athens, thenwe come to assume that approximately 6,000 citizenwould 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.18 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,19

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.20 As hoplites were “mostlymiddling peasants with some resources of their

own”,21 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 (Günther (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 themiddle of the 7th century

BC.Waterfield (2018) page 62 argues that it was introduced only at the end of the 5th century

BC.

19 Forest (1986) page 37 et seq.

20 Forest (1986) page 33.

21 Grant (1992) page 46; Günther (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”,22 they must have constituted about 30–40 per cent

of the adult male citizen population of a city state.23 Accordingly, the fault line ran

straight through the core of the Athens army apparatus between farmers who were

at risk of losing their land and others whowere 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 5th 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,24 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 phalanxwas pushed back or dissolved (therewere 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.25 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.26 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 %.27 As a consequence, heroic hoplite phalanx fighters could grow rather old. If a

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 indeedhigher backhome,where therewereplenty of ”othermen”whowanted to

“buy their land”.28Thismay explainwhy Solon argued, in his report on his laws, that

without these laws “the polis of Athens would have been bereaved ofmanymen”29 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?”30 A well-

knownevent in the Peloponnesianwar, around 170 years later, speaks volumes about

the importance of hoplites in ancient Greece: In the Peloponnesewar, the Athenians

captured 120 Spartan hoplites in a coup at Pylos (on the small island opposite from

modernPylos).While this appears to be a verymodest number, it seems that holding

these fewhostages enabledAthens to negotiate the interimNicias peace in 422BC.31

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,whichwere displayed onwooden pil-

lars,32must have strengthened the supremacy of statehood structures and the state

monopoly of criminal prosecution, e.g., by prohibiting vendettas and feuds33 (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 II 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 See again 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 Günther (2011) page 70.

30 Burn (1990) page 119.

31 Thucydides, The history of the Peloponnesian war, chap. XII; Günther (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.34 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.35 Others had to accept long-term

arrangements with rich landowners,36 under which they were lastingly – until the

repayment of debt with interest – obliged to deliver a share of their harvest. It ap-

pears that theywere called hektemoroi (six-part-men), but it is not so clear whether it

meant that they had to deliver one sixth37 or five-sixth of their harvest38 – although

this is a dramatic difference.39

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 Günther (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. Günther

(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

Solonwhenhewasmade archon in 594BC.What he delivered, the laws of Solon, just

as before Draco’s laws, were publicly displayed on wooden pillars.40 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.Thenumber affected, and resulting costs,must have been significant;

Burn believes that the rich had to pay heavily for it.41 Second, all outstanding debt

was cancelled and, consequently, in symbolic acts, the boundary markers on mort-

gaged land were swept away (seisakhtheia).42 Conversely, interest already paid or ex-

cessive interest had to be repaid.43 Third, most argue that Solon abolished share-

cropping.44 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 oneman could own in Attica.45 Sixth, some also argue

that large landowners had enclosed public land and that Solon ordered them to dis-

enclose it.46 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 landagain.Someauthorsbelieve that the interest rates

were, though, limited to a more endurable level for the future.47

In summary, Solon’s reforms greatlymitigated the problem for the then-victims

for themoment and limited small farmers’ downward risk in the future, but they did

nothing to stop the decay of small peasants as such.48 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 Burn reports 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 4–7 and Aristotle, Politics, 1266 b 17–19.

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 (Günther (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

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

hadmixed political preferences.49This block-building and Solon’s constitutional re-

forms strengthened popular opposition and opened up new channels to voice re-

quests of threatened farmers.50This, in fact, eased the way for the tyrant Peisistratus

who is said to have come to powermainly through the support of the hyperakrioi, the

marginal hoplite-farmers, from the hill-districts.51 Two attempts to grab power by

Peisistratus, in 560BCand 556BC,hadonly succeeded for a fewyears,52 but his third

attempt in 546 BC made him, and later his sons, tyrants for altogether 36 years. He

collected adirect tenpercent taxon theproduce andpartially used it to grant loans to

small farmers53 to purchase ploughs and oxen.54 It is plausible that thesemeasures,

together with Solon’s prior debt releases, helpedmarginal peasants palpably for the

time being. “Production soared”,Burn optimisticallywrites and adds,with a view of

small farmers, “…and the debts were easily repaid”.55 It is, yet, evenmore important

that Peisistratus, and his sonsHipparchus andHippias (ruling 546 until 510 BC), in-

vented aneweconomic practice,which overlaid the ancientmaster dramaat 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 inmuchwarfare,56 theymadematerial 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,57 which provided tangible employment and income alternatives outside

of agriculture. In otherwords, prosthetic employment-generating spendingmade its appear-

ance.Undoubtedly, this increased production; for instance,we knowof a flourishing

period in Athens’ handicraft ceramics production and exportation of black and red

figure ceramics58 and Hipparchus allegedly used private means to have Homer’s Il-

iad and Odyssey written down for the first time.59 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;60 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 hoplites61 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,62 to two hundred or even three hundred triremes for the second

Persian war.63 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.64 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 Günther (2011) page 74.

60 Burn (1990) page 124.

61 Ober (2016) page 243.

62 Günther (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 200men is said to have cost one talent permonth,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.65This appears to

also be the normal daily pay in the 5th century.66 Other authors estimate the costs of

a trireme to be lower than that. According to Cartledge, crewmen in triremes were

paid half a 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

month67 Waterfield estimates that 200 triremes with 40,000 men had cost “more

than ten thousand drachmas a day”,68 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 800

warships, constructed a bridge over the Hellespont, and, beginning in 483 BC, even

built a 2,200meters long canal through the Athos peninsula inNorthernGreece (the

Easternmost of the three “fingers” of theChalcidice peninsula), to avoid a dangerous

sea region, which had sunk a part of his father’s fleet during the first Persian war.69

The allied Greek forces under the Spartan leader Leonidas were, at first, not able to

deny the Persian army entry through theThermophiles’ 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 whichThemistocles’

new-built navy of Athens made the greatest contribution, delivered a crushing de-

feat overXerxes at the sea battle of Salamis (betweenPiraeus andCorinth) in 480BC.

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 I. 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 5th century, to 2,5 drachmae at the end

of the 4th 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.70 Athens’ answer was the Delian League, which

Athens founded in 478 BC with up to 1,000 partners;71 these partners, given that

most of themwere unable to provide triremes themselves, had tomake contribution

payments in cash.After some time,membership in theDelian Leaguewas no longer

voluntary and the payments resembled imperial tributes.WhenNaxos tried to leave

in 467 BC, it was besieged and forced into re-joining.72 “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 conquerednew land, including of former allieswhohad attempted to leave

the Delian League (other examples included the Mytilene uproar or the conquest

of Melos or Histiaia73), 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.74 In particular, Athens

founded new colonies in Brea in Trakia in the mid-4th century BC.75 (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,76 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 Günther (2011) page 142.

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

75 Günther (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 byWalter 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.77 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.78Thucydides, 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”.79

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,80 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 that e.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.81 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.82 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 drachmawas paid which was just enough, according toWaterfield, to sup-

ply a small family with its barley.83 Aristophanes derided this practice as a means by

which to re-distribute 10 % of the contributions or tributes from theDelian 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, andWaterfield (2018)

page 80).

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

82 Clauss (1993) page 84.

83 Günther (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 paywas 1 drachma for being there for a half day, attending exceptionalmeet-

ings paid 11/2 drachmae. 84

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 thewealthier Athenians tomake occasional one-time con-

tributions (eisphora) to the public. E.g., wealthy citizen who were desirous to stage

honorable celebrations, such as the Panathenaea andDionysus festival, had to pay a

price for this.85 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.86

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.87 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 Attica88 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 available89 –,

but to use it to finance the build-up of the fleet instead.90 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.91 This was sheer luck.

84 Günther (2011) page 185.

85 Most of the sacrificed animals’ meat was eaten by humans. AsWaterfield (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/Wägner (1975) page 97 call the temple of Delphi “the central bank of all Greece”. See also

Ober (2016) page 339. Buddhist temples in China ormonasteries 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 secondmost-importantGreek polis dealtwith the ancientmaster 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 onmany 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.92 Just as the distinction with helots was

greatly emphasized, sowere the distinctions inwealth,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 whichmight dynamize the economy. In roughly that sense,Hegelwrote,

“… the constitution of Lacedæmon 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 Lacedæmon 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 Lacedæmonians 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 Lacedæmoni-

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”.93 Sparta, thus partly,

dealt with its socialmaster drama in amore conservativeway 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 5th 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 a silver streak, a rare occurrence of just-in-timemassmoney creation in a system

of commodity money.94 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, andmoney 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 theways 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 ancientmaster drama unfolded in twomajor 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 badharvests.As even the earlymilitary campaigns ofRome lasted longer than in

Greece, farmers oftenalsohad to takeondebt anddefaultedon it becauseof their ex-

tended absence. For the same reason, the death of soldiers inwarwasmore 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.95

In its early beginnings,whenRomewas still a small town,ServiusTullius, the 6th

RomanKing (died 543BC) allegedly erased apart of theplebeiandebt andgaveprevi-

ously state-owned land to the poor.96 In 494 BC, the secessio plebis followedwhichwas

a mythical withdrawal of the Roman plebs to a holy mountain (mons sacer), much

like a general strike, to bolster demands for debt release.97 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.98There 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.99

Francesco de Martinomentions the proposal of a field law by Spurius Cassius in

the 5th 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.100

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.101 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.102 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 andmagnificent domanial distribution rendered possible thereby.”103

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

a limited number of free peasants-soldiers, and had produced only a few slaves.This

changed.Themore 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.104 Gigantic plantations,

particularly in Sicily, Campania, andNorth 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 1st century

BC.
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writes, “the property owners worked the land from which they had displaced Ro-

man citizens.”105 Equally imported slave corn outcompeted corn made by free Ro-

man farmers. AsMommsen 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 productionwas, thus, steadier.106 By

the same token, the Roman Republic’s expansion created a larger market for agrar-

ian produce and a trade system consisting of latifundiawith slave labor and employ-

ment-generating spending from theCity of Rome andRoman armieswas 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-

lic107 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 Gracchusmade 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 reformessentially only aimedat ending theunofficial occupation

of state landby 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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whowould purchase it from them in the next crisis, he only assigned it as an inalien-

able hereditary leasehold.Thiswas an importantmodification of the ancient LexLicinia

Sexta agrarian.

Secondly, TiberiusGracchus deviated fromprior bottom-down reformattempts

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

threemen,whowere loyal to the programandpushed through the actual land redis-

tributions.108 He also anticipated, as limited as his proposal was,109 the nobility to

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 removeMarcus Octavius from the bench of

the tribunes.The people cheered and applauded, the motion found a majority, and

was passed. Only bymeans of an open and rather clear breach of the Roman consti-

tution could the reform, thus, advance. The radicality, by which Tiberius Gracchus

movedonwas regardedasadeclarationofwarby the latifundiaownersandhe 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 strengthenhis positionwith 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.

Thiswas 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.110

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 farmswere created, the father of the law’s

death notwithstanding.111

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

109 Mommsen (1976) volume 3 page 100.

110 Mommsen (1976) volume 3 page 98, 99.

111 Mommsen (1976) volume 3 page 109, 110.



168 Gerhard H. Wächter: The Capitalist Economy and its Prosthetics

Gaius Gracchus

Tiberius’ younger brotherGaius,whowas 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 newRoman 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,112 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.113 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”.114

Slave riots,uprisings, and real slavewars broke out on slave plantations.Thefirst

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”115 A third chief of a slave rebellion

was called “Antiochos, King of Syria”.116 Slave armies sometimes had up to 70,000

soldiers, and when they were defeated, the slaves were all killed. Such was the case

whenSpartacuswasdefeated,6,000 slaveswere crucifiedat the viaAppia in 71BC.117

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. AfterGaiusMariuswon the war against the Cimbri at

AquaeSextae andVercellae in 101,andafterhehadbeenconsul for anunprecedented

6 years – another clear breach of the Roman constitution, of which nowmanymore

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 whichMarius’ former soldiers were to be given land (promised

byMariuspreviously) andunderwhich thegeneral redistributionof land inCartago,

ashadalreadybeenplannedbyGaiusGracchus,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 tomanage these, asMommsen puts it, “enormous conquest and distribution

plans”, for which he would have to become “monarch of Rome for the time of his

life”.118 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.119

Thenobility, yet, somehow succeeded to antagonizeMarius and Saturninus and

whenSaturninus’ supporters resorted tophysical violenceand the senateaskedMar-

ius, still being consul, to intervene against old his allymilitarily, he did so.On 10De-

cember 100 BC the first battle betweenRomans since Rome’s foundationwas fought

in Rome.The Populares were defeated on themarket and Saturninus and his closest

allies were taken prisoner and arrested. While Marius probably contemplated how

to save his ally and how theymight go onwith 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.120

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.121 He be-

came people’s tribune in 91 BC and proposed a law that oncemore 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.122His law also suggested restituting juror po-

sitions to the nobiles, to the detriment of the equites,123 which comprised an attempt

to lure parts of the oligarchy into his coalition. Yet, the Roman constitution forbade

such clevermaneuvers and this time the unconstitutional lawwas quickly repealed.

Nevertheless, he was murdered like the Gracchus brothers and Saturninus before

him.124 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.125

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,126 when Publius SulpiciusRufus 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, asMommsenputs it, “torn into pieces”. Sulla thenmarched 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 themarket’s speaker’s

stage. Rome remained a bad place for noble social reformers.Marius was also taken

to prison and hewas even supposed to bemurdered. Yet, theGerman 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, andMarius used that moment to escape.127

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-

perorWang 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 toAsia in 87BC tofightMithridates.

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 3
4
of the nominal amounts).128 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 Sulla’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 Romemoved towards Principate and Dominate. Some em-

perorsmade assignments of land thereafter, but battles over land reforms no longer

appear tohavebecome significant throughout the empire’s history.Themilitary 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-basedRoman econ-

omy.Not only the foreign peoplewho, 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.

Nowworking leased land by “colons” (coloni, colonati) moved up to become the domi-

nant formof agrarianproduction.Ciceromentions colons for thefirst time ina speech

in 69 or 68 BC, but colonswere already as important ormore important than slaves in

the 2nd century AD.129 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.130Theancient socialmaster dramahad obviously been transformed into

a semi-feudal structure, and prosthetic spending played nomajor role at that time.

***

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 tomaintain 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 positionswere ablemitigate 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-

thermanufactures,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 andmosaics

also played a material role. The less free farmer-soldiers there were, the more the

sons of former farmers at least, couldfind jobs asmercenaries.Therewere alsomany

paid public offices in Athens (the true purpose of whichwere transfer payments, not

the services actually rendered) and corndistributions inRome.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 andwereno generally availablemeans to dealwith the ancient

master drama.Ultimately, external violencemostly 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 inGreece andRomeandbecameno relevant source of financing in the aggre-

gate. Hence, if control over the subjugated prosthetics financiers was lost, then the

societywould internally get into great stress and the social ordermight 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 theGreek 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 violencewould do better not to eliminate thosewho didmost

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 theGreat triumphwith a project thatmore

closely resembledRome?These questions are outside of the scope of this book. From

antiquity we return to modernity and to the modernmaster 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. It is 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 hadworked out

major lines of the ancient master drama in Western Eurasia, he wanted to spend

some time in China to examine its ancient master dramamore 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 strickenwith the observation that

theancientmasterdrama is significantlymorepresent andexplicit there than inhis-

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 Ch’in 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,131 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 EuropeanMiddle Ages and back from them tomodern 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 idealizedmemory 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 oftenmoderated capital-

istM–C–M’-dynamics.On the other hand,what couldhavebeen theChineseMiddle

Ages – the period from the LateHan 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 .132

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., whilemost ChineseMarxist 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 3rd century AD. SomeNon-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-

chinery133 and, furthermore, like in Europe, against the gentry, mostly shared the

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 independentmili-

tary commanderswhich ultimately overthrew theHan.Or, amain leader of the “Red

Turban”-rebellion,which greatly contributed to the fall of the Yüan dynasty, became

himself the founder of the consecutive Ming dynasty and the first Ming emperor in

1368.134

Fourth, the Chinese,more clearly than the European variant of the ancientmas-

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 andmil-

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, followedby aweakeningof 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. AsWright 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

Ch’ou’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),whichwas said to have even

already existed around 2500BC,and to have survived from there until into theCh’ou

dynasty 1500 years later,was in the center of these romanticizedmemories.Oneunit

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 Ch’ou dynasty.135

However, the break was to come. While the accumulation “of landholdings by

local clans or families was probably well under way in theWarring States”,136 it was

under the Ch’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.137This initially increased productivity

and raised the production;138 it contributed to render the Ch’in 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 seqs., 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, andMcDermott/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-

chants,139 enrich the latifundia owners, impoverish the small peasantry and drive

the state into collapse. In 206 BC, immediately after the death of the First Emperor

of theCh’in and before two decades of its nationwide rule had lapsed,major peasant

revolts broke out,140 which already ended the Ch’in dynasty, 141

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

servicewas very heavy, thiswould 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 themarket price or to borrowmoney 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.Landsold in thisway came into thehandsof localwealthypeople,merchants or

usurers,mostlymembers of powerful families,who thus build up large holdings.”142

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 practicalmeasures to that aim (including the Solon-style

liberation of enslaved peasants). In 44 BC the “reformist” (pro Ch’ou and pro Confu-

cius)KungYü became advisor toHanEmperor Yüan ti and implemented several anti-

modernist (anti-Han Fei, anti-Shang Yang, anti-Ch’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 themaximum size of land holdings was accepted in

principle, yet never implemented.143

The Han-emperorWangMang (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.144 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.145 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 Shang’an

(today’s Xi’an).146 In general, “by themiddle of Later Han the growth of large landed

estates was becoming a dominant characteristic of some of the provinces”.147 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.”148 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

in 220 AD 149

China had now lost its unity and was split up in several regions.The reign of the

NorthernWei 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 inKorea andunleashed gigantic building projects. It build the

Emperor’s Canal, twonearly new capitals,Daxing andLuoyang, 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. Amember of the nobility, Li

Huan, took Daxing by force and erected the T’ang dynasty.150

The T’ang dynasty was to last longer, from 619 – 907 AD. Alike the Jin, Wei and

Sui, it initially pursued an equal land distribution policy. It also created hundreds of

self-sufficientmilitary 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

andof LiShimin following 755ADcaused 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

land registers,151 finishedoff its grip on local land taxation and its funding.Local and

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”.152This

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.”153 Between 820 to 884 AD disor-

der and social banditry turned into an almost general popular rebellion of immense

proportions.The rebel leaderHuangCh’ao even captured the T’ang-capital Sh’ang an

in 880, slaughtered state officials, looted the city, and held it for more two years.154

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,155 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”.156 Once

more, with reference to an idealized Ch’ou 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 underWang initiated 10.793

water control and land reclamation projects, reclaiming a total of… approximately

38.829.779 acres of land.157Wang 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 seqs.

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 thepurchase 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.158 Following the early

Han and the Tang, he settled farmer-soldiers in Northern border regions on state

farmlands (pao-chia-system).159

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 peasants160 and “who do

nothing but collect interest of tens of thousands of strings of cash each year”.161 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.162 Ultimately,

though, his reforms also failed, if, as it appears, less because of the resistance of the

gentry but because theywere sacrificed, like in the case of the Sui, for the state’s own

short-termfiscal imperatives.As Paul JakovSmith puts it, the reformpolicies “one af-

ter another…weremetamorphosed into the claws of a predatory bureaucracywhose

sole purpose was to gouge new revenues out of the economy.”163

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 ceilingon total landholdings 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 Yüan dynasty a few years later.164

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 seqs. See also McDermott/

Yoshinobu, Economic change in China 960–1279, pages 363 and 394.

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

160 Smith, Sheng Tsung’s reign and the new policies ofWang 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 seqs. (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 Golas, The Sung fiscal administration, page 167.
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TheMongol Yüan dynasty (1271–1368 AD), too, beganwith policies supporting the

small peasantry, e.g., by agricultural communities and by efforts to limit the finan-

cial burden placed on them.165 After the conquest of South China by the Yüan, 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 theHuai river

to Dadu (later Beijing), the Yüan 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 Yüan dynasty down.

Often peasant revolts had only paved theway for the formation of a new dynasty

by a nobleman, a bureaucrat or a political entrepreneur out of the old ruling elite.

TheMing dynasty (1368–1644 AD), yet, was, in fact directly erected by one of the very

leaders of the insurrection that had taken down the Yüan 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 underHongwu’s successor Yongle, whomoved the capital to Beijing, this pol-

icy was, though. not upheld for long. It appears that financial demands resulting

from themilitary defense against theMongols and theManchu, and amajor war in

Korea against Japan, led to immense costs formercenary armies. Furthermore, later

Ming emperors seem to have, indeed, lost control over their own court and its lux-

ury spending.The situationwas 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.166While 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 1644.167 Af-

ter one insurrection army, under Li Zicheng, had conquered Luoyang and Xi’an, pil-

lagedKaifeng,and takenBeijing in 1644,where his troupes plunderedprivate 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 Ch’ing

dynasty.168

165 Endicott-West, The Yüan 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 329–332 and 337 et seq.
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Evenafter theCh’ingdynastyhadbeenestablished inBeijing, theactual assump-

tion of control by theManchu in all of China took further 39 years until 1683,169 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

southern Yangtse-region. The Ch’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 asChi’ngwere com-

paratively effective in collecting them.TheCh’ing , oncemore, also establishedmili-

tary-agrarian settlements, and, thus, their dynasty flourished.170Unfortunately, this

was to change.The Ch’ing increasingly lost control over their military apparatus, the

provinces,and the central state’s spendingand thefiscal situationworsened.Follow-

ing attempts to now raise taxes again, the agrarian situation aggravated as well and

theCh’ing, consequently, saw large peasant and other rebellions, ofwhich theWhite

Lotus, the Nien war and the Taiping peasant war were themost 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

China. The rebel army grew quickly to 120.000171 or even 500.000 troops, as they

claimed,172 captured Nanjing, renamed it into Tianjing, the heavenly capital, and

held it until their final defeat.They fought huge battles against armies of the Ch’ing

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

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 Sectarianismof the

Taiping rebellionmade itdifficult tounite itwithother simultaneous rebellions; oth-

erwise, the insurrectionists’ might have grown even larger and their power might

have lasted longer.173 These rebellions contributed greatly to disarming the Ch’ing

dynasty toWestern attacks, in particular since the First OpiumWar 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 Chungqiang/Nierui

(2014) page 1938 et seqs.; Shouyi (2010) page 393 et seqs., page 403 et seqs. Kuhn, The Taiping

rebellion, page 264 et seqs.
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Figure 9: Simplified table of dynasties, agrarian situation, reforms and revolts (Part I: From

Ch’ou 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…

Ch’in

221–206 BC

Xianyang

(near today’s

Xi’an)

Shang Yang, advisor to the Ch’in king, ends “well

field-system” around 361 BC. Agrarian land priva-

tized. Landless peasants are settled on fallow land,

ofwhich they becomeowner. Initial strengthening of

peasantry. However, small peasants soon lose their

land to gentry. Major peasants’ revolt follow after

death of First Emperor, which allow theHan dynasty

to conquer power.

WesternHan

202 BC-9 AD

Shang’an

(today Xi’an)

Han dynasty establishes military-agrarian colonies

in connectionwith defense against the Xiongnu and

its expansion, but they later collapse.WangMang

(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 ofWesternHan.

EasternHan

9 AD-220 AD

Luoyang A Gentry dominated economy and society. Initial

measures to support small peasants. But peasants

later lose their land. Peasants’ rebellions as “Yellow

turban” (184–196AD)and “Five-bushel rice-sect”-revolts

(188–215 AD). Fighting these revolts strengthens

military commanders. One of them, Dong Zhuo,

burns down Luoyang ends EasternHan dynasty.

Jin, Southern andNorthernDynasties 209–581 AD partially apply land distribution policies

Sui

581–618 AD

Daxing

(today Xi’an),

Luoyang

The Sui dynasty, too, executes land distribution

policies, but huge costs ofwars, buildingprojects and

a flooding of theHuanghe 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

T’ang

619 – 907 AD

Shang’an The T’ang dynasty, too, initially pursues equal land

distribution and other policies in favor of the small

peasantry. After the rebellion of General An Lushan

and Li Shiming in 755, local separatists gainpower 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 Ch’ing)

Dynasty Capital Agrarian andfiscal situation, reforms and revolts

Sung

960–1279 AD

Kaifeng,

Hangzhou

After the Sung dynasty largely reunites China, it sees

a series of popular rebellions. The reformerWang

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-termfiscal 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 fromthe latifundia ownersmayhave con-

tributed to the fall of the Sung to the Yüan dynasty.

Yüan (Mongols)

1271–1368 AD

Dadu

(today Beijing)

The Yüan dynasty initially supports the small peas-

antry. Later excessive taxation, partially caused by

warfare and building projects, and bad harvests,

worsen its condition and peasant rebellions, e.g., the

“WhiteLotus”-movement and the “RedTurban-Rebellion”

bring down the Yüan dynasty.
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Dynasty Capital Agrarian andfiscal situation, reforms and revolts

Ming

1368 – 1644 AD

Nanking, Beijing

(1421)

TheMing dynastywas erected by one of the leaders

of the “Red Turban-Rebellion”, which had brought

down the Yüan dynasty. The small peasantry initially

enjoyed significant protection under himas 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 1644Ming

generalWu 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

aneffective systemto 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 spendingand theagrarianandfiscal situation:

This resulted in large peasant and other rebellions,

with the Taiping peasant war (1850–1864), with an

aggregate number of dead of around 20–30million,

as themost terrible. These internal evolutions con-

tributed to disarming the Ch’ing dynasty toWestern

attacks, in particular since the First OpiumWar 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 ancientmaster drama tells, is of the type of a tragedy. Its result

is everywhere the same: It endswith 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-à-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.Thedramaunfolded

differently depending on the circumstances, regions and time. It sometimes expe-

dited or slowed down its pace, sometimes it changed its course for awhile and peas-

ants won transitorily.

Circumstances particularly damaging to small peasants

If large 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 wasmostly

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 hadmore knowledge andmoremeans to avoid or tominimize

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.174 Similarly,whether taxeswere allowed to be paid in kind, by grains,

or whether they had to be paid in cash,175 mattered a great deal. If taxes had to be

paid in cash, that allowed merchants, or again latifundia owners, underpay for the

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 themurderous

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 andmoney lenders. (Sadao, The economic and

social history of former Han, page 594, 600 et seqs.).
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landownerswould execute by seizing their land and,often, theirwives, children and

themselves too.176 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 usedmore advanced technical means, such as iron ploughs, animal

power, flood control,or irrigation.177Theywerealsooftenable to influence largebuy-

ers to buy their products in non-economic ways, e.g., throughmarriage alliances of

for political or other career support.Whodo youdobusinesswith 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 andmost reckless period of human economic history so far, the

“Axial Age”.178 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.179 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 textilemanufactures and factories in England in the “enclosures” around the

second half of the 15th century180) 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 I, 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 amaterial decline of population and a collapse of

state and local order, mostly not only those who formerly worked the land but also

the local grandees,whoowned it,aredead.Soaremost state-functionarieswhopro-

tected the interests of the local grandees. Landless peasants or the recovering state

can, thus, simply occupy the land, often without much resistance.181 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-

tually allow peasants to work it)182, whether they officially distribute the land as pri-

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 afterWangMang (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.”183 It became almost normal that the small peasantrywould

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 tomove on and to becomeking

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,whichhad to befinanced.Yet, even ifwealthy supporterfi-

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.184 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.185

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”,186

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 seqs., page 701).

186 The word “tyrant” was given its negative connotation, like “despotism”, only later. In ancient

Greece, it is said to have only meant “not elected” and to have been seen as enviable by most

men. (Waterfield (2018) page 64 et seq.).



Chapter V. Conservative-restorative policies and prosthetics in ancient capitalism 191

returned it to small peasants.187 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-

curing the small peasantry’s188 ownership of their land, can only be understood be-

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 itwas as natural to them, just aswith 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 tofight,drew further on itsfi-

nances.189 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 WritesGernet (1972, tome I, page 192) onHan-China: “Les premiers décrets qui visent à limiter

l’étendue des propriétés privées, datent du dernières années du Ier siècle avant notre ère.

Ils seront suivis jusqu’à la fin du IIIe par une longue série d’autres décrets analogues, qui

semblent avoir été généralement inefficaces, témoignant ainsi des difficultés que rencontre

l’État à maintenir son contrôle 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.Oneway 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 autarchmanner.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 couldmake 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 humanmotivational 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 statewaived a part of its share

or productivity grew, the peasant family had either to work harder or to consume

less. Furthermore, therewas a consequential formal aspect:Thenew land ownerwas

mostly not interested in piling up produce in kind (and see it rotting), but hewanted

to accumulatemoney.190 It, thus,became crucial for him,howmuch themarket paid

for his share of the harvest and whether there was a market. If there was nomarket

or it paid too little, he would have no interest in the land beingworked 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–byweakening the coreof their armies.Theoption to integratedisplaced

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, weremanufactured, 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…”.191 Yet,

the ancient ruling classes nevermanaged to fabricate a sufficient steady inflow.The

most effective retarding or reversingmoments, 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 secondoption,was tomove forwardand to invent somethingnew,anartificial,

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? Andwas 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 themilitary, but now for pay instead of, as before, a show of free-farmer-

owners’patriotismandact of self-interest of then stillmembers 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

–, that in 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 cannotmutually rob each

other. The solution could always only work for one side, while the loser ought to be

enslaved or the like.The loserwould 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

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

Years.





Part III:

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 III 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

themodern 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.ChapterVI secures theparadigm in thebackground.ChapterVII,

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, fromQuesnay toMinsky.Chapter VIII presents the resulting expla-

nation for deficient employment-generating or deficient producive spending in the

capitalist productive economy. Part IVwill later deal with the prosthetics ofmodern

capitalism.





Chapter VI. The master drama of modern capitalism:

Employment for workers

“Die Entstehung der Armut ist überhaupt eine Folge der bürgerlichen Gesell-

schaft, und sie ergibt sich im ganzen notwendig aus derselben” … “Es ist in der

bürgerlichen Gesellschaft nicht eine bloße Naturnot, mit der der Arme zu kämp-

fen hat. Die Natur, welche der Arme sich gegenüber hat, ist nicht ein bloßen

Sein, sondern mein Wille. Der Arme fühlt sich als sich verhaltend zur Willkür,

zur menschlichen Zufälligkeit, und das ist das Empörende in der letzten Analyse,

dass er durch dieWillkür in diesen Zwiespalt gesetzt ist.” … “Der Mangel an Arbeit

ist, wie bemerkt wurde, ein Hauptumstand, der die Armut herbeiführt. Es tritt bei

einem gedeihlichen Zustand der Kultur immer eine Überbevölkerung ein. Wenn

der Armut Gelegenheit zur Arbeit gegeben wird, so wird dadurch nur die Menge

der Waren vermehrt. Nun aber ist es gerade der Überfluss von Waren, der den

Mangel an Arbeit herbeigeführt hat…”1

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 jobsdependedonwhether they coulduse thenon-owners’work to closeprof-

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

not amere natural hardship, with which the poor has to fight. The nature, which the poor has

as its opposite, is not only a factual existence, butmywill. 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 thewell-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 of 1848, theChinese Taiping rebellion from 1850 to 1864,

the Paris Commune of 1871, the Russian and the Chinese revolution, “people-demo-

cratic” regimes inEasternEurope, and revolutionary attempts and regimes inAfrica

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”,2 we shall see.The relevance of themodernmaster 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 frommis-

calculating nature, from too little or ineptly executed humanwork 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 andbetterproductionanddistribution,but at the cost of ahigher level 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.Themoney 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 andwe 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.)1 “Ricardo’s law of Say”, as we will thus call it, is either stated, without any fur-

ther justification,as “supply creates its owndemand” (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 Lawof 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, whichmeans that the central play-

ers strive formore incomingmoney than outgoingmoney, production outlaysmust

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 identifiedwith saving.This book, instead, uses the breakdown ofMarx’s

M into c-outlays and v-outlays in the first leg of the circuit andMarx’s surplus value

or s,which brings about the difference between the aggregate outlaysMand 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/moneymust 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 samegap.Our analysiswill ultimately show that

a closure of the gap–using value-in-exchange generated in the first leg ofM–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.

Whencan the conditionsbemet?Andwhy iswhatought tohappen 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 readerwho is only interested in the

results of our reviewof 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,2 thought of the economy,of his “royaumeagricole”, inmuch

the sameway as of the body of his patient LouisXV.What happens at one placemust

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”,3 to operate in a basically re-

liably way, predetermined by Platonian ideas or by a God-imbued spirit? So, he be-

lieved: “L’ordre et lamarche de cettemachine 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 höchst genialen Einfall, unstreitig der genialste, dessen sich

die politische Ökonomie bisher schuldig gemacht hat”. (Marx, Theorien über 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 Économique,

notwithstanding the wrong predictions of Quesnay” (loc. cit. page 319).
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son Auteur”.4 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 régulières,5 (qui) assure perpétuellement la même reproduction

annuelle”.6 The supreme rule-setter of Quesnay was, in fact, a “dieu juste”;7 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.8 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

pièces 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

règles doivent donc se déduire d’une loi naturelle volue par dieu.” (page 17)

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

6 Quesnay in: Cartelier (2008) page 216.

7 Quesnay in: Cartelier (2008) page 344.

8 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, à se livrer à des épargnes

stériles qui retrancheraient de la circulation et de la distribution une portion de leurs reve-

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’État évite des emprunts,

qui forment des rentes financières, qui chargent l’État des dettes dévorantes, et qui oc-

casionnent un commerce ou trafic de finance, par l’entremise des papiers commerçables,

où l’escompte augmente de plus en plus les fortunes pécuniaires stériles, qui séparent la finance de

l’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 “démonstrationanatomiquedes toutes sesparties et par ledéveloppementde leurs

entrelacements, de leur connexion et du concours de leur actionmutuelle”9Hefinds

a two-sidedness, a functional double character of flows. “Par la circulation on en-

tend ici les achats payés par le revenu…”.10There is a “…débit réciproque d’une classe

à l’autre”.11 “…tout doit être dépensé pour pouvoir être reproduit.”12 And as in Ques-

nay what needs to happen will happen, he can also write ”…l’ordre de la distribution

de de la dépense du revenu…” shows that “la reproduction du revenu y est égale au

revenu dépensé…”.13 “De la vient que l’on dit que consommation et revenu sont syn-

onymes”.14

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.15 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 forwhy thesepreconditionswill be automatically fulfilled.Theexceptional

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 economy16 –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.

11 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 à des règles rigoureuses…”. (Quesnay in: Cartelier

(2008) page 392.
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Tableau économique as quantitative flow diagram

Quesnay’s teleology lies in thematch ofGod-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 tableau, in the format of a zigzag-draw-

ing or of a table. We have chosen to use the version from 176617 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”18 (cl. productive) and Livres 1 bn. of the “classe stérile”19

(cl. stérile) and theremust be both labor20 andmoney.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.21

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.22 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”,23 which corresponds to our “spending”, for themoney flows being

emitted by purchasers of goods or services for them.24 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 financières”, “la finance”, and “papiers commerçables” 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, wemostly 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).25 Furthermore, Quesnay (iii)

looks at actual flows in executed transactions, not only at potential transactions. In

other words, his “ordre des dépenses régulières” 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 rawmaterials) 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”26 (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,

thepermission touse their land; they transport “purchasingpower”and, in sodoing,

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 weremade 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.)27 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 andproducts 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. Ituses thismoneyas“avancesannuelles” topurchase“matièrespremières” (pri-

mary materials) from the cl. productive and turns them into products and services,

which areworth Livres 2 bn.28Hence, the cl. productivemade Livres 5 bn.worth out

of Livres 2 bn., the cl. stérilemade 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.

Theannual 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 inmotion, 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).29

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,

worthLivres2bn.; itwill use thisproduce for its ownconsumption, for the consump-

tion of its laborers, or as seed or for feeding and breeding animals, etc. the following

27 It is 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 über 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.30

If everybodywere to concede toQuesnay’s prescription, the cl. productivewould

be able to use the 1 bn. from the cl. stérile to pay formaintenance, repair and to sub-

stitute its “avancesprimitive”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.

Thecl.despropriétaires31 consumes thepurchasedagricultural andprocessedgoods

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,32 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 doesnot 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.33

30 E.g. Quesnay in: Cartelier (2008) page 96, page 166, page 216.

31 This is 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’smacro 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 “l’ordre de la distribution des dépenses et de

la reproduction du revenue par la dépensemême du revenue”34 and, in effect, as just

seen, all seven flows of “dépenses”were not only financed bywhat flew to the respec-

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 qu’autant qu’ils

sont payés eux-mêmes pour pouvoir acheter…”,35 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, investiveM–C-spending. From the perspective of

the recipients, they areC–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 investiveM–C-

payments (from the cl. sterile to the cl. productive for rawmaterials and from the cl.

productive to the cl. sterile for processed goods and services of each 1 bn. Livres)36

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.



212 Gerhard H. Wächter: The Capitalist Economy and its Prosthetics

that they are highly beneficial and integrative. Without them, the cl. des proprié-

taires couldnot keep thewheal 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 yearwith them.During the year, it nourishes itself and draws some enjoyments,

by consuming in kind a part of the difference between its gross produceworth 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” inkind.Finally, the cl.despropriétaires beginswith its landanda 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”37, and: “les proprié-

taires sont utiles à l’état que par leur consumation…”.38While it is quite true that the

cl. des proprietaries does not produce anything, themost astonishing thing about it

in Quesnay’s tableau, is themarvelous fact that the cl. des propriétaires immediately

and fully consumes its rental income.Whether by benevolence, forward guidance by

a “dieu juste”, decadent addiction to luxury, or forwhatever reason,we do not know;

but they do the right thing andfill the gap by thismaximumgenerous 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 n’étaient pas distribués au professions lucra-

tives, l’État se dépeuplerait par l’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” towealthowners, togetherwith 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 shouldwe speak about nomoi or his universalia in res?) do, though,not forestall the

possibility ofdeviations.Given thatQuesnay, following thedesignofhis 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.39The 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 whowould 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 proprietarieswere to engage inwar, 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 rawmaterials (whichmay 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

catholic lifestyle, but also for aggregate overall growth,provided this canbefinanced

from available stocks of wealth, credit, or from fiat wealth.The economy may grow

and re-settle in “sync” at a higher output level.

***

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 bemade?

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 followingway: If no additional money arrives, to enable circuit closure,

then those who generate new value-in-exchange in the form of producemust 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.40 For the “revenu

net” (in money form) to be able to buy the “produit net” (in kind, in commodity-

40 “Quoi qu’il en soit, le point essentiel est l’existence d’un flux de paiements qui ne sont pas

représentatif d’un coût… 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.41

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 naïve pre-ordained

numeric solution,42 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.43 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 l’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 über den Mehrwert, MEW 26.1 page 24, 37, translated by the author).
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themselves from hismethodological and substantial limitations in trying to answer

it.

Section 3. Smith: An invisible hand over suppliers and customers

Because hemade no progress beyondQuesnay in thematter 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, orMontesquieu, 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 introducedmodel,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.44 Smith found himself between the two. He ei-

ther did not see the problemor 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 onlymeant 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”.45 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 II 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 II 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.46 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.47

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) “tâtonnement”.48 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”, “automatic”, or “blind”

– resembling blindfolded Justitia. Nevertheless, the system will move towards a

common good. Free markets, Smith believed, give better guidance to production

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, andwealth, provided that

it was simply left alone!

While Smith departed from the suspicion of physiocracy againstmerchants 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 “Qu’onmaintienne l’entière liberté du commerce; car LA POLICE DU COMMERCE INTÉRIEUR

ET EXTÉRIEUR, LA PLUS SÛRE, LA PLUS EXACTE, LA PLUS PROFITABLE À LA NATION ET À

L’ÉTAT, CONSISTE DANS LA PLAINE LIBERTÉ DE LA CONCURRENCE” (Quesnay in: Cartelier

(2008) page 244).

47 At least in 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 tâtonnement des équitations d’égalité de l’offre et de la

demande totale.” The term “tâtonnement” 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”.49

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 famouswords: “[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.”50

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 ismost advantageous

to the society.”51 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”.52 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 securemuch-needed

imports of cheap rawmaterials, 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”.53

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.

Theproblemof circuit closure,accordingly, is not present inSmith’swork.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 supplymust

bedemanded, that producemust bebought,and that only thiswill 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.Wemay, 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 thosewho,as customers,have sufficientmoneyor,as sup-

pliers, are owners of sufficiently valued goods.Would-be-customers andwould-be-

suppliers, who don’t make it to become customers or suppliers, are systematically

forgotten.The invisible hand rulesmarkets – but inmarkets they are not, or they do

notmatter there.WhenSmith speaks ofmarkets, and about the direct production of

what is “most advantageous to society”,54 he only has inmind 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 withmoney at higher prices.The general in-

crease in productivity will render countries of economic liberty richer than others,

fromwhich 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 asmore and bettermilitary 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 andmore 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 aredamned like thenon-electi inManichaean

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 stockwhich is applied to setting them to work and to the

particular way in which it is so employed.”55 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 salesmarkets, 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. Smithmakes no attempt at a systematic theorical investigation in

this question,56 and his few dispersed remarks on it remain superficial.57

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, voicedunanimous complaints about a great “engorgement” ofmarkets.

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 andMill 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, andMalthus, 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”.58 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 Widersprüche A. Smith’s haben das Bedeutende, dass

sie Probleme enthalten, die er zwar nicht löst, aber dadurch ausspricht, dass er sich wider-

spricht”.Marx, Theorien über denMehrwert, 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’Économie politique ou de la Richesse dans ses Rapports avec la Population was published

in 181959, 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”.60 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”.61

In his first article,62 he states a “universal congestion” of the markets after the

end of the Napoleonic wars and explains it by the fact that only revenuemay ormay

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…”.63More generally, Sismondi reproaches Ricardo and

his disciples in the second article for falsely believing that by “creating objects of ex-

change one creates exchanges”.64 Against McCulloch’s statement that “the produc-

tionof onekindof a good constitutes thedemand for another”65 he contends that the

price of a commodity is influenced by two elements: “He who wants to dispose of a

product certainly calculateswhat it costs him; but hewhowants to buy the product…

59 Sismondi (1827).

60 Sismondi (1827) page 369 et seq

61 Sismondi (1827) page 439 “…la question fondamentale de l’économie politique est … la balance

de la consommation avec la production…”.

62 Originally published under the title “Examen de cette question: Le pouvoir de consommer

s’accroît-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 RamseyMcCulloch (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 l’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 à faire voire comme le revenu de tous n’est pas la même

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 à 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 espèce de bien constitue la demande de l’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 hismeans to pay.The combination of these two

elements and their proportionwith the product built a demand thatmaybe 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.66We are in full agreement with

Sismondi here.

Sismondi attacksMcCulloch andRicardo for creating a “hypotheticalworld” that

onlymakes their argument appear towork.McCulloch, Sismondi claims, “supposes

work without profit, a reproduction, which just only replaces the consumption of

workers”.He “supposesmasters andworkers, but he does not leave anything left for

themasters”, but, “if those do not have any part, do not have any profit, they can’t ei-

ther have any interest tomake 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 cannotmake abstrac-

tion of this surplus, which forms the necessary profit of the work and the necessary

part of themasters.”67This is the deepest thought in Sismondi’s argument.Themo-

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 “maîtres”

–who invest capital and keep the system chugging along.However, that profitmust

come from somewhere –and it can only come from selling produce that theworkers

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’après ce qu’il a coûté; 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

être 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 l’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 l’auteur suppose un travail sans bénéfice, une repro-

duction qui ne fait que remplacer tout juste la consommation des ouvriers…il suppose des

maîtres et des ouvriers, mais il ne laisse rien pour la part des maîtres. Cependant, si ceux-ci

n’ont aucune part, n’ont aucun bénéfice, ils ne peuvent avoir non plus aucun intérêt à faire

continuer le travail…. Cette fausse supposition porte sur la base de tout le raisonnement.

Au moment où nous cherchons ce qui devient le surplus de la production des ouvriers, il ne

faut pas faire l’abstraction de ce surplus qui forme le bénéfice nécessaire du travail et la part

nécessaire du maître.” (Sismondi (1827) page 384).
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representing an add-up beyond their outlays; the surplus-part of commoditiesmust

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

thepart forwhich recovery ofMwill be sought) canbe explainedbyworkers’ 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 insufficientdemandof “masters”, i.e., insufficient spendingofM‘-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,68 Sismondi further addresses the views of Say andRicardo

that “by creating objects for exchange, one creates exchanges”.69 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 forwhat 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,

Egowill be unable to exchange his produce for Alter’sM’,which only validates Alter’s

investment.Economistswhohold the power ofmarket adjustments very highlymay

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 principlewill induce Alter to further investments

(albeit possiblymore carefully andmore 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 depressingwave in the economy (other de-

pressingmoments will arise from other aspects that wewill consider later). Second,

68 Originally “Sur la 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-exchangeM’ by some Egos, then that may not be the Egos

with themoney.ThemoneyM’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 thesemeans of exchange” but that theymust “also pass into the hands of

thosewho (have) the desires or needs…”.Sismondi, in particular, points to a problem

concerning the procurement ofmeans of exchange for themost reliable of all would-

be-consumers: “Rather it oftenhappened that themeansof exchangewere 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

the consumption also diminished.”70 If we stipulate that “esoteric” demand cannot

attribute value-in-exchange, then the second argument obviously merges with the

first one.The crucial point here is the circular dependency.

Sismondi alsodevelops the idea of a circular dependency at the level of anational

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”71 and the “circle can extend itself and can change to a spiral”;72 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”.73 Sismondi compares this to a lonely individual, who stops

working once he has the food, clothing, and housing he needs.74 “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 areworse in a profit economy: “…the limits that consumption sets

to the reproductionmakes themselves evenmuchmore felt in society than in a lonely

man: even if society may count a great number of individuals malnourished, poorly

dressed andpoorly housed,… it only canbuywith its revenue”.75Theimmediate con-

nection,whichexisted ina singleRobinsonCrusoe,andofwhichweare remindedby

Sismondi’s example, is cut through. Hunger, the need for clothing, and for housing

are no longer immediately felt reasons, at the societal level, to producemore.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 à la

reproduction se fait encore bien plus sentir dans la société que dans l’individu isolé; alore

même que la société compte un très-grand nombre d’individus mal nourris, mal vêtus, mal

logés, elle ne veut que ce qu’elle peut acheter; et comme nous l’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)

canmanage to procure themeans 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.76

***

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 ormoney

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 L’Amérique espagnole, ou aucun obstacle n’empêche point plus introduction

des marchandises Européennes, où la guerre, allumée dans toutes les provinces,

consomme beaucoup et produit peu, où de fortes passions populaires, excitées en

même temps, font consacrer les capitaux, au lieu des revenus, à l’achat des armes et

desmarchandises que fournit L’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-mêmes l’argent avec lequel leurs marchandises ont été

achetées et consommées par les étrangers, et comment, depuis qu’ils ont cessé de

prêter à leurs chalands, ceux-ci ont cessé d’acheter.”77 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’à la différence des agriculteurs leur subsistance tout entière dépend des

échanges.” (Sismondi (1827) page 405).

77 Sismondi (1827) page 415.
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Section 5. Malthus: Costs cannot buy value78

Principle of Population: needed food supply vs production

In his 1798Essay on the Principle of Population,ThomasMalthus (1776 – 1834) developed

the idea of mankind being a predator, while food (grains, plants, animals) was the

prey.Mankind canmultiply 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

increasednumber of humans,who grow“geometrically”.79While thismechanism is

rabiate in principle, its practical operation is less so. Significant work is undertaken

early and invisibly by “preventive checks”. Peoplemarry 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, theymay even sometimes pave theway to a transitorilymore 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 therewill be hunger revolts and hundred

thousand or millions of desperate adults robbing and killing each other for food or

even cannibalism,80 nor does it “apologetically” justify such horrors.

“Checks”, though, therewill be, and in anunequal society, like ours, theywill 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 withmore providence, and for “checks” on humans

born who will suffer hunger, become ill, andmay die early and whomay 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 A fall in price can sink the value of a product below the cost of production. SeeMalthus (1820)

chapter 7 sect. 3, page 355

79 “…I say 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 inMalthus’ 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, andmisfortune.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 alreadywent 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 thepopulationof a country to the level of its actual supplies. It is nowmyobject

to shew what are the causes which chiefly influence these supplies, or call the pow-

ers ofproduction forth into the shapeof increasingwealth.”81Heuses thedistinction

between the potential and the real to frame his investigation. Actual productionwill

always be lower or at best equal to the maximum potential of production.Where it

ends upmatters greatly.There is, says Malthus, “scarcely any inquiry more curious,

or, from its importance,moreworthy 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 at least would furnish themeans of a great and abundant increase

of produce and population”.82

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 theoreticalmaximum.He shows

that these factors, individually and jointly, are unable to achieve this result both in

theory and by experience.

To beginwith, 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”83 demand.Aswe 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 theproducewhenobtained is of greater value than the labourwhichob-

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.”84 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.”85

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 themotive to accumulation,

and still further to distress the capitalists…”86 Rather: “Thefirst thingwanted 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 thosewho are able andwilling to pay an adequate

price for them…”87

For the third factor, Malthus relies on Alexander von Humboldt’s reports on the

Spanish dominions andMalthus’ 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”88Malthus quotes vonHumboldt saying, with reference to the banana: “Je

doute qu’il existe une autre plante sur le globe qui, sur un si petit espace de terrain,

puisse produire une masse de substance nourrissante aussi considérable.”89 Sim-

ilarly, “la fécondité du thaolli ou mais Mexicain est au-delà de tout ce que l’on peut

imaginer enEurope”90 and vonHumboldt calculates that half a hectare plantedwith

bananas can feed 50 people,while half a hectare plantedwith corn can feed two peo-

ple91 or that a maize harvest below 130 to 150 times the seed is considered as bad

around Valladolid in Mexico.92 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.93 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., bymanufacturing.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 être cherchée dans le manque des consommateurs, et dans les entraves

que les inégalités du sol opposent au commerce intérieur des grains, surtout à leur

transport vers les côtes qui sont baignées par lamer des Antilles”.Malthus supports

this view: “…themain and immediate causewhich 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 theywant, for theuseof their land.”94 “Except in theneighborhoodof

themines 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. l. iv. c. ix page 28, quoted after Malthus (1820) page 382.

90 von Humboldt (1811) tom. i. l. ii. c. v page 358, quoted after Malthus (1820) page 385.

91 von Humboldt (1811) tom. iii. l. iv. c. ix page 28, quoted after Malthus (1820) page 382.

92 von Humboldt (1811) tom. i. l. ii. c. v page 358, quoted after Malthus (1820) page 385.

93 von Humboldt (1811) tom. ii. l. ii. c. vii page 37, quoted after Malthus (1820) page 386.

94 von Humboldt (1811) tom. iii. l. iv. c. ix page 89, quoted after Malthus (1820) page 392.
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cultivation…”95 Accordingly, only sufficient foreign commerce, e.g., trade with the

mother country, he notes, could “give value to the raw produce of the land.”96

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….”.97 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

AsMalthus argues in the sixth section ofChapterVIII of hisPrinciples ofPoliticalEcon-

omy, a “union”only of the “powers of production”,which includes the four factors ex-

amined previously,with “means of distribution”, can help us tomove actual produc-

tion to its theoretical technical maximum. A certain “due proportion” is needed.98

“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.”99

Three factors inparticular serveas “occasioning” for an improveddistribution100:

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 seqs.

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 peoplewith pur-

chase power, distribution, and valuemove together and become almost the same.101

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.Valuebeingascribed to commodities in thiswayvindicates the

entrepreneur’s investment.The economy is in “proportion” (wemay 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.Themore products enjoy this favorable situation, the more the social

production will approach its maximum.102This is, however,mostly not so, and “this

deficiency must have arisen from the want of an adequate stimulus to continued

production”.103

WhenMalthus 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

whoare able andwilling topayanadequateprice for them”,104 henever allows for any

doubt not only concerning the costs of production,but also about the entrepreneur’s

profit, whichmust both be covered by the sales price. A “commodity will not be pro-

duced, unless the estimation inwhich 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 beenmade for its attainment, but likewise to pay the usual profits upon

those advances”.105

***

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 themdecay 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

Malthuswas a close personal friendofRicardo.For the sake of faster progress in eco-

nomic theory, itmight have been better if the two had become enemies andMalthus

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 reasonswhy salesmarkets re-

jected the absorption of the produce,106 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 couldbe explainedwith 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.”107 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 LawofSay ismost commonly stated as “supply creates its owndemand”,108 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 Mill109 instead (not to be confused with James Mill, a direct Ricardian) or even

to modern statements, e.g., by B.M. Anderson.110 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 l’économie politique (first ed. 1803). Here, Say actually deals with

“débauchés.”111 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: “L’homme dont l’industrie s’applique à donner de la

valeur aux choses en leur créant un usage quelconque, ne peut espérer que cette

valeur sera appréciée et payée, que là ou d’autres hommes auront les moyens d’en

faire l’acquisition. Ces moyens, en quoi consistent-ils? En d’autres valeurs, d’autres

produits, fruits de leur industrie, de leurs capitaux, de leurs terres: d’où il résulte,

quoiqu’au premier aperçu cela semble un paradoxe, que c’est la production qui ou-

vre des débauchés aux produits.Que si unmarchand d’étoffes s’avisait de dire: ce ne

sont pas d’autres produits que je demande en échange des miens, c’est de l’argent,

on lui prouverait aisément que son acheteur n’est mis en état de le payer en argent

que par des marchandises qu’il vend de son côté. ‘Tel fermier’, peut-on lui répon-

dre, achètera vos étoffes si ses récoltes sont bonnes; il achètera d’autant plus qu’il

aura produit davantage. Il ne pourra rien acheter, s’il ne produit rien.”112 “L’argent

n’est que la voiture de la valeur des produits”.113 Money fulfils only an “office pas-

sager”.114 “C’est donc avec la valeur de vos produits, transformée momentanément

en une somme d’argent, que vous achetez, que tout lemonde achète les choses dont

chacun à besoin”.115 “Lors donc qu’on dit: la vente ne va pas, parce que l’argent est

108 E.g., for an Austrian adherent of Ricaordo’s Law of Say see Hazlitt (1959) page 35.

109 Mill (1848) Book III, 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 I, “Ses Débauchés”, contains, in particular, some very important principles, which, I

believe, were first explained by this very distinguished writer” (Ricardo (1961) page 7).

112 Say (1803) chap. XV 3rd and 4th para.

113 Say (1803) chap. XV 5th para.

114 Say (1803) chap. XV 11th para.

115 Say (1803) chap. XV 6th 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.”116 Say goes

on to explain that this also applies to classes that do notmaterially reproduce them-

selves, such as clergymen, lawyers, or state functionaries: “C’est pour cela qu’une

bonne récolte n’est pas seulement favorable aux cultivateurs, et qu’elle l’est enmême

temps aux marchands de tous les autres produits. On achète davantage toutes les

fois qu’on recueille davantage. Une mauvaise récolte, au contraire, nuit à toutes les

ventes.”117 “Un homme à talent, que vous voyez tristement végéter dans un pays qui

décline, trouveraitmille emplois de ses facultés dansunpaysproductif, où l’onpour-

rait employer et payer sa capacité.”118 “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.”119

Now, these quotes are impeccable and correct, by and large, 120 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 therewill 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 étant ainsi, d’où vient, demandera-t-on, cette quantité demarchandises qui,

à certaines époques, encombrent la circulation, sans pouvoir trouver d’acheteurs

? Pourquoi ces marchandises ne s’achètent-elles pas les unes les autres ?

Je répondrai que des marchandises qui ne se vendent pas, ou qui se vendent

à perte, excèdent la somme des besoins qu’on a de ces marchandises, soit

parce qu’on en a produit des quantités trop considérables, soit plutôt parce que

d’autres productions ont souffert. Certains produits surabondent, parce que

116 Say (1803) chap. XV 7th para.

117 Say (1803) chap. XV 13th para.

118 Say (1803) chap. XV 18th para.

119 Say (1803) chap. XV 19th 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 àmanquer. 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 l’emploi de leurs moyens de production, ou bien

parce que ces moyens leur ont manqué.”121

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 haddifficulties in either employing theirmeans of

productionorbecause theydidnothavemeansofproductionorbecause theydidnot

have salary incomes at all. In other words, the lack of esoteric demand and because

prospective demanders lackmeans of payment (orways 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 remedied122 by shifting production,123 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 14–16th para (bold print added).

122 It is actually 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?

It is 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 shewn124, that there is no amount of capital

whichmay 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,”125 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 nobodywanted to be too

closely associatedwith Ricardo’s Law of Say126 and that everybodywanted 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, thatwas history and the “en-

combrement général de tous les marchés de l’univers, où l’on porte incessamment

desmarchandises que ne se vendent à perte”127 was reality.Ricardo’s Lawof Saywas,

thus, irreconcilable with reality from the very day of its invention.The Communist

Manifestowas 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. XXI, 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 àM.Malthus, Lettre première, 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 andwhat

was then called the “ThirdWorld” 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”128 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 Protestantismhad been in the religious civil wars of the 16th and

17th centuries; believers in economic liberty defended it as fervently asCatholics 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 anymore.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.129 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 Lawof 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 “siècle des lumières”, 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

as I =S?), amechanical transmissionbelt, like a lawof gravity, amagic ormystical re-

lationship, somemath, or whatever.Why not quantum entanglement? It also could

be a Platonic idea (ante res or in rebus)… –we are not told.130

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

andwith all involved.Thefollowing can also be stated:Not onlymust a first firmfind

customers who attribute some esoteric value-in-use to its commodities – which is

obvious,without value-in-use-attribution theywould not attribute any value-in-ex-

change–,but there is a quantitative issue, too.The esoteric value-in-use-attributers

must attributemore 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 themwith 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 l’économie politique adopter en Angle-

terre un langage chaque jour plus sentencieux, s’envelopper dans des calculs plus difficiles

à 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 aworld 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 c and v and

his splitting-up of M’ into c, 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 firm’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 atM or for c plus v.What if the firmswere to sell atM’, hence

at the profit s? Now, the aggregate of c-outlays and v-pay-outs can never suffice to

buyM’ (asM’ >M or as c + v + s > c + v); we saw this already in Proudhon (“costs cannot

buy value”), Sismondi, and Malthus.131 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 themselveswere also to use the prof-

its from their produce for this purpose, then thewhole produce should be sellable for

M’ i.e., even with the profit M’-M or s.132

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 firmsM’-M crosswise. In the latter

case, then, the precondition for all capitalists getting their intended M’ would be

that they all spend their entire profits (theirM’-M) tomutually 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 fromM–C–M’

itself.We have seen thatM 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

clearinghouse.133 As a fourthmeans, ifworse comes toworst, theymight evenbarter

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 themalign 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; theywill, thus, only ascribe value-in-use and value-in-ex-

change to otherfirms’produce, it they expect to be able to use it for their ownprofits.

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

tomaintain 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 expectedM’-M to it.

If we, accordingly, begin with assuming that supplier firms andworkers “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 ofmacroeconomics only in a new form: Can capitalismmaintain

something like a permanent moderate bubble?

***

133 There are many historic examples of such practices. E.g., as Sismondi (1827) chap. VII, page

74 et seq. reports, the merchants of Lyon settled payments amongst them only four times

a year.
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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 crucial134 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, includingMarx, Keynes, Kalecki andMinsky,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 themotions 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 simplemechanistic bottom-up causation, pattern reflec-

tion, e.g., of the “commodity form” into law or art, or a conspiracy-like purposeful

instrumentalism or other transmission forms.135 As, in a world of dialectic, it was

remarkable that therewas 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 cœur: 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 themeantime become a widely acceptedmoment of

modern social sciences.136

Marx’s approach to economics is also rich in two other regards: First, he saw

grandiosity in capitalism; he found it great andugly, enormously productive andde-

structive, a god and a devil. Second, his approachwas close toQuesnay systems view

without falling victim to Quesnay’s pre-ordained axiomatic harmony.Third, via his

social theory and historicalmaterialismhe projected the idea of a contradictory sys-

tem evolving over time.137 Fourth, as already expressed, a first crucial step of Marx

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 opusmagnum, but as a huge and crucial mistake.We shall treat this flaw of the

theoretical giant rathermercilessly. 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, seeWächter (1983) page 161 et seq.;Wächter (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-adviserW.W. Rostow, who wrote a worth-

while economics book in 1960 (Rostow (1990).



244 Gerhard H. Wächter: The Capitalist Economy and its Prosthetics

ready-made fromRicardo and attached the exploitation theory thereto.138 Ashis 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 economicMarxism 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 betweenNewton andHegel and to detect contradictions at the

deepest possible level, yet on the other side, he also pursued revolution andneeded a

theory withmoral and political appeal to workers and other progressive circles. But

both goals conflicted, and inMarx, in the end, the politicianwon 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-

ingmight otherwise be easily explained, and thereby render sound explanations im-

possible.Wherever it finds a little space, themade-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 thismillstone 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; asmuch as two third of their

energy may have gone into this.139

138 Marx, as Schumpeter says, didmuch 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 themiraculous 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” c, and surplus value s in central places, but substituted

themwith “exploitation-neutral” notations. “The formulaC = c+ v + s”, he wrote

“turns into the formula C = k + s, that is, the commodity-value = cost-price +

surplus-value”140; later “… the formula C = c + v + s = k + s turns into the for-

mula C = k + p, or the value of a commodity = cost-price + profit.”141 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.Hewrote: “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.”142

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

abundanceof fascinatingdevelopments andcrises forMarxist 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 18th 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 III chap.

XXIIII). This law says in principle: If the so-called technical and organic composition of capi-

tal increases with the growing use of machinery, c will grow relative to v, whatever s/v does,

the rate of surplus value s/c+v will tendentially go down (↑c/v ↓s/(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 III chap. I.

141 Marx, Capital volume III chap. I.

142 Marx, Capital volume III 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, themost important country of the history before the industrial rev-

olution, and still themost 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, inmany countries, of deliveringdwelling, food andmany 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 inHilferding’s or Lenin’s the-

ory of imperialism or in Rosa Luxemburg’s contribution, nor even in the orthodox

theory of “state-monopolistic capitalism.”143

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 appearmuch smarter than it really was.Marx offered aweak 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 19th century to the 1960ties (Mandel (1972) page 11). He asked: “Wie kann die wirkliche

Geschichte der kapitalistischen Produktionsweise der letzten hundert Jahre als die Geschich-

te der Entfaltung der inneren Widersprüche dieser Produktionsweise, d.h. als letztes Endes

durch ihre “abstraktenBewegungsgesetze” bestimmt, dargelegtwerden?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 bymeans 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 Ökonomie” (1859), “Theorien über den Mehrwert” (1861–1863), Capi-

tal volume I (1867) to the writings that Engels would later condense into volumes II

and III 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 über denMehrwert” 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 themany remaining years?Marx’s unfortunate recurringperiods of illnessmay

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 socialismand 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-

derstandand it becameabelief functionally comparable to theCatholics’ 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 fromHighgate Cemetery in London.

***

Marx’s economics offers threemainpoints of departure,whichMarx couldhaveused

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 Konsumbeschränkung der Massen

gegenüber demTrieb der kapitalistischenProduktion,die Produktivkräfte so zu en-

twickeln, als ob nur die absolute Konsumtionsbeschränkung der Gesellschaft ihre

Grenze bilde”144 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 whatmerchants know intuitively or expressly and what reli-

giousmen,philosophers, socialmovements 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 Malthus145 and even Keynes is much closer to M–C–M’ than he

admitted in the GeneralTheory.146

Some, theM–C–M’-players, exchange with a profit, their complementary coun-

terparties, C–M–C’-players, don’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 ofM–C–M’.M–C–M’, aswe saw,has a segregating

effect. It generates and accumulateswealth 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)

transferwealth to units predominantly playingM–C–M’ (entering transactionswith

the goal tomake 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 don’t; the other sidedispatches value-in-exchange to thefirst

– 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 firmwhomade 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”147 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 productionwill never suffice to buy the pro-

duce at a profit from the capitalist. This is an important insight, which we already

owe to Sismondi andMalthus andwhich is themoment of truth in the 3rd interpre-

tation of Ricardo’s Law of Say.148

Theentrepreneur,yet,doesnotwant to only getMback forM.Heplans to receive

M’.Hewants to close the circuit withM’,withmore 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’twork.But production creates somethingnew. If

we take into considerationnot 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.149 The workers buy the v/M’- part of their produce,

147 Proudhon’s statement ignores other suppliers, who receive c,M = c+ v.

148 See on page 240 et seq

149 Note this possibility is independent of the pricing by firms. Those who receivedM 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 c/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.150 Assumefirst, the entrepreneurwould 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 intomoney 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-

readymentioned, old-fashioned possibility for entrepreneurs (after having sold the

c/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 “tâtonnement” 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 ownproduce, e.g., by virtue of the samemechanism, repay the

loans.Theprerequisite for this is again that the buying colleaguesmutually attribute

value to their products and that banks have money and do loan out money.151 With

allowingbanks to provide liquidity,wehave opened thedoor to usingmoney coming

fromoutside 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, thismay suffice to set intomotion

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 ursprünglich hineinwarf ..., weil er größernWarenwert hineinwirft, als er ursprünglich

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. II., 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.152 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 ofM–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,153 will they generate the necessary additional employment-gen-

erating spending to close all their circuits (the expectation of which induced them

to initiate the circuits). Closing this reasoning,we note thatmuch of it, now coming

out of M–C–M’, was already recognizable in our attempt tomake sense of Ricardo’s

Law of Say in its third interpretation.154

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 theymove throughM–C…C’–M’-transformations (it makes sense to use the ex-

tended version here, with C…C’ representing production).

152 SeeMarx, Das Kapital, vol. II., 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 reproduction.

153 Of course, one capitalist can also sell to a factor of production of another capitalist if there

is a settling “repurchase” somewhere else.

154 See page 240 et seq.
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We already know the names of these notable and special spiritual characters,

which transcend the phases of the “valorization process”. The first one is “constant

capital” or c, the second is “variable capital” or v. They not only move but prolifer-

ate and give birth to a new third character, already in the intermediate production

phase C…C’; the result is the “surplus” s, which we also already know. A part of M,

the money which the capitalist will use for the purchase of equipment and invento-

ries, not only already knows its future, bears a stamp coming from its future use,

but Marx also allows it to already transubstantiate: This part of the money M, the

constant capital c, is already its future –in the form of equipment and inventories, then in

commodity-form and at the end inmoney-form again. It ismoney aswell as non-money

as well as later money again. This subject c remains the same and only changes its

form in its journey through M–C–M’. In the second stage, after the money bought

equipment and inventories as input-commodities, it appears as machinery, oil, en-

ergy and chickens; c is then no longer a part of themoneyMbut a part of C as equip-

ment and inventories.155 Follows production, and the constant part-subject of Cnow

transforms into a part of the output,which is still physical produce in kind, a part of

C’ in commodity-form. C’ is, on the one side, physically different from C as value-in

use.We may have less chickens and less oil for heating and salt and pepper in stor-

ing facilities but chicken sausage instead.There will also be wear and tear. After the

productionwe shall have less functioning equipment; parts of themachines are bro-

ken or torn down. But luckily, these parts have transubstantiated intomore chicken

sausage. Furthermore, the part ofM,whichwas “variable capital”, themoney,which

was meant go into salary payments, and did go into salaries, was eaten up by work-

ers, but it also, as sweating human labor physically produced new tangible or in-

tangible values-in-use. Capitalists, of course, were only induced to enter into these

complexities by the hope that third parties would later attribute value-in-use and

value-in-exchange to the result C’, which is higher than the total costs of their c-in-

puts and v-inputs. This is, at least, the way non-believers in the labor value theory

could describe it.156

155 Remember the capital letter C stands for commodities in M–C–M’ and is not to be confused

with c for constant capital.

156 Marx and other believers in the labor value theory will describe the gain of value-in-ex-

change over the initially purchased equipment and inventories as accruing to the produce

not via value-attribution by prospective customers, but as result from the specific capacity of la-

bor to create value-in-exchange. That is the crucial difference. Marx also stresses that already

C‘ – not only M’ after a sale– represents a higher value-in-exchange than C and reminds us

that C’ and C are also not only representing values-in-use but also values-in-exchange. We

could, hence, instead of the customary expression M‘-M = s also write C‘-C = s. Non-believers

in the labor-value-theory may even agree with the observation that value-in-exchange may

already be present in the produce before it is sold (if it can be sold later), rather than only in

the sales proceeds. But they cannot agree how this gain of value-in-exchange originated in
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In Marx, in the aggregate, our supra-individual subject c, the used-up energy,

the used-up oil, the chickens and the used-up part of machinery (or wear and tear,

depreciation157), have wandered into the chicken sausage at exactly the same value-

in-exchange. After all chicken sausages have hopefully been sold, the capitalist sits

on the money M‘, collected sales proceeds or revenues on his bank account or in his

cashier.Our chas changed its formoncemoreandresurrected inmoney-form,again

without a change in quantity, for every future use.158 The same is true for the “vari-

able capital” v.Thesalaries paid became sweatinghuman labor, then this labor incar-

nated in the switch from chickens to chicken sausage, and then they were recovered

in their full amount in cash. Surplus value s, which did not already exist at the first

stage M or in the first transformation M–C, of course, must have a different biog-

raphy. Its generation, the surplus-creation, occurred in production C…C’. In terms

of value-in-use, it consists in the physical difference between chickens and chicken

sausage; in terms of value-in-exchange it consists in the additional value-compo-

nent s in the produce C’, which joins c and v. According to Marx’s belief, whether

the capitalist succeeds to sell C’ and collect M’, nothing changes at the level of value-

in-exchange. If the capitalist manages to sell the whole produce, the surplus-value

s, which was already in C’ has only transformed from the commodity-form to the

money form. Marx calls this swap, in which the capitalist is crucially interested,

rather than keeping his output in kind, “realization” of surplus value. If the capi-

talist can’t sell the whole produce, he has a “realization problem”, but it is important

for Marx that, as the labor-power has already been applied in production and ex-

ploitation has already happened (v + s > v), surplus value already sticks in the unsold

(or even unsellable) produce.

We have so far observed two supra-personal subjects, “constant capital”159 and

“variable’ capital”160 travel together from the beginning and being joined by an “in-

fant element” s, which they beget in production.161 But in Hegel and Marx, supra-

the produce (value-in-exchange-attribution by prospective customers vs value-in-exchange-

imbuement by workers).

157 The term “depreciation”, of course, comes from accounting and taxation and is not Marxian.

But it meets the Marxian intention pretty close.

158 We name four stages here as we have split up C into C…C’.

159 To repeat: “constant”, as it remains the same in value-in-exchange notwithstanding the al-

teration of its value-in-use-appearance.

160 To repeat: “variable”, as it only carries the magic wand or sperm to create s.

161 Capital, inMarx, is not only a supra-personal subject, but a process, a dynamic, a relationship

in action, a moving and processing contradiction. The up-coming comparison of variable

and constant capital with males and females, jointly giving birth to babies in the barn of

factories, in fact, even overrates the role of constant capital in Marx. The female gender is

certainly regarded as fertile in biology and the earth is mythically celebrated as “mother

earth”; however, constant capital in Marx, while it is almost always present in production,

does not possess such attributes. He often calls it “dead labor” as opposed to “living labor”.
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personal spirits cannot only transubstantiate and proliferate but also “double”, and

after they have moved around separated for a while, re-unite. While c and v oper-

ate in production as machines, oil and chickens, c also travels to suppliers of equip-

ment and inventories as their money revenues, while v in addition to make chicken

sausage out of chickens as sweating labor, also travels to workers as their wages in

money form. The ghosts c and v, thus, have doubled and gone different ways: c is not

only there as equipment and inventory and vnot only as living labor in the sphere of

the capitalist, but c is also there as cash in the suppliers’ cashiers and v in the work-

ing-class family’s purses. If dancing couples split up on a dance floor, the partners

move lonely for some time, the couples should be able to find their partners again.

What splits up can also re-unite in the dialectical dances of Marx’s spirits. The c in

money-form in the pockets of the supplier firms and the v in money-form in the

worker families’ purses are ready to re-unite by buying parts of the chicken sausage.

We have already seen how this happens, the c, which is inmoney form in the sphere

of suppliers, purchases the c-part of the produce, the v, which is in money form in

the sphere of theworkers,purchases its v-part.The twodancingghosts, thereby,also

confirm in amystical sense, that there should be no problem, in the aggregate, to sell

the M-part of C’ (or C) and to collect the M-part of M’.

The M’-M-part, though, or the C’-C-part, i.e., s, so far remained out of the pic-

ture. Let us see whether Marx’s dialectics generates new insights this baby-ghost,

and whether it, too, can double and whether the surplus can be realized. “Those

economists”,Marx wrote in theGrundrisse, “who, like Ricardo…were heedless of the

barriers to consumption or of the existing barriers of circulation itself… – supply

without regard to demand–have…grasped the positive essence of capitalmore cor-

rectly and deeply than those who, like Sismondi, emphasized the barriers of con-

sumption and of the available circle of counter-values,162 although the latter has bet-

ter grasped the limited nature of production based on capital, its negative one-sid-

edness.”163 So both have their point, “the formermore its universal tendency, the lat-

ter its particular restrictedness”.164 Marx then works his way through these contra-

dictions:165 “The whole dispute as to whether overproduction is possible and neces-

162 A good expression for the problem: “barriers of the available circle of counter-values”!

163 Marx (1973) page 410.

164 Marx (1973) page 410.

165 He is aware that he is analyzing amodel, which is incomplete and abstracts fromwealth out-

side of the considered circuits and credit. “The point here, of course, is not yet to develop

overproduction specifically, but only the predisposition to it, such as it is posited in prim-

itive form in the capital relation itself. We must also, therefore, omit here any regard for

the other possessing and consuming etc. classes, which do not produce but live from their

revenue….”. This abstraction takes place here although these classes, in Marx’ own words,

“are most important for the historic formation of capital.” Marx also admittedly abstracts

from “[t]he entire credit system, and the over-trading, over-speculation etc. connected with
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sary in capitalist production revolves around thepointwhether the process of the re-

alization of capital166 within production directly posits its realization in circulation

whether its realization posited in the production process is its real realization.”167

Marx calls Ricardo as witness: “Ricardo himself has a suspicion that the exchange

value of a commodity is not a value apart fromexchange, and that it proves itself as a

valueonly in exchange…”.168Marxallows the contradiction to survive for themoment

and adds that “Sismondi… emphasizes… the encounter with the barriers” and “their

creation by capital itself…”.169 Then he returns to the dialectical dance floor: “So far

in the realization process, we have only the indifference of the individual moments

towards one another; that they determine each other internally and search for each

other externally; but that theymayormaynotfindeachother”170 “…Still,wearebyno

means finished. The contradiction between production and realization – of which

capital, by its concept, is the unity –has to be graspedmore intrinsically thanmerely

as the indifferent, seemingly reciprocally independent appearance of the individual

moments of the process, or rather of the totality of processes…”.171Marx now shows

how capitalism imposes (“posits”) a condition on dancers, which complicates their

re-uniting; they may only come together again, if they have a baby, profit, and that

baby also needs to find somebody else to unite. To find a match for the baby is the

“barrier” to the re-union of the parents.We will forgiveMarx here that he expresses

his thoughts enchained in his theory of labor value and exploitation.He says “…cap-

ital forces the workers beyond necessary labour to surplus labour (the baby in Marx

theory of labor value,G.W.).Only in this way does it realize itself, and create surplus

value. But on the other hand, it posits necessary labour only to the extent and in so

far as its surplus labour and the latter is realizable as surplus value. It posits surplus

labour, then, as the condition of the necessary, and surplus value as the limit of ob-

jectified labour, of value as such. As soon as it cannot posit value, it does not posit

necessary labour… It therefore restricts labour and the creation of value – by an ar-

tificial check… – and it does so on the same grounds as and to the same extent that

it, [which] rests on the necessity of expanding and leaping over the barrier to circulation and

the sphere of exchange.” (Quotes from Marx (1973) page 419, 416)

166 Marx normally uses “realization” in connection with surplus for the sale of the M’-M-part of

the produce or the transformation of the surplus part of the produce into cash.

167 Marx (1973) page 410 et seq.

168 Marx (1973) page 411. Marx appears to be, and actually is, very close to giving up the labor

theory of value: “The exchange value of a commodity is not a value apart from exchange”

and the exchange value “proves itself as a value only in exchange”.

169 Marx (1973) page 411.

170 The c-dancer and v-dancer find complementary partners of the other sex, the s-dancer must

dance with another s-dancer.

171 Marx (1973) page 415.
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it posits surplus labour and surplus value. By its nature, therefore, it posits a bar-

rier to labour and value-creation, in contradiction to its tendency to expand them

boundlessly…”. 172

The preceding quotations are rendered difficult and uncustomary not only be-

cause of their dialectics but also because of their focus on labor and labor time.

Gratefully,Marx also expresses the same substance in termsof values–in–exchange,

which is easier to come to grips with for non-believers in the theory of labor value:

“In one and the same moment, it [capital, G.W.] posits the values on hand in cir-

culation – or, what is the same, the proportion of values posited by it to the values

contained in it and presupposed in circulation–as the barrier, the necessary barrier

to its value-creation; on the other hand, its productivity as the only barrier and cre-

atrix of values.”173 There is no guaranteed baby-dancer waiting for the baby. There-

fore: “Overall, capital has a “tendency… to relate to every limit on its self-realization

as to a barrier.The boundless enlargement of its value – boundless creation of value

– therefore absolutely identical here with the positing of barriers to the sphere of

exchange, i.e., the possibility of realization – the realization of the value posited

in the production process.”174 Or, Marx writes, capital “posits the exchange of sur-

plus values as the barrier to the exchange of necessary value”175 “…overproduction”,

had Marx said before, is “the sudden recall of all these necessary moments of pro-

duction founded on capital; hence general devaluation in consequence of forgetting

them.”176

So much for Marx’s dialectical treatment of M–C-M’, c, v and s, or “capital”. We

now see more clearly that in Marx M–C-M’, c, v and s are moments in capital’s mo-

tion and that it lies in the nature of the “over-ghost”, which capital is, that, while it

is able to transubstantiate, split up and to re-unite, to be also caught in conflict, in

particular, by relating “to every limit on its self-realization as to a barrier”.177 In particular,

capital – as the relation and process, which has taken control of the economic sys-

tem,“…posits the values on hand in circulation…as the barrier, the necessary barrier

to its value-creation”.178 In the end, Marx’s analysis here has no definitive answer

where capitalisms’ barriers are exactly “posited”, how they operate and, whether, in

particular, they generally exclude the realization of the surplus part of the produce

and, thereby, stand in the way of circuit closure and capitalist integration. The di-

alectics ofM–C–M’, thus, confirm that the realization of the surplus part of the pro-

172 Marx (1973) page 421.

173 Marx (1973) page 423.

174 Marx (1973) page 422.

175 Marx (1973) page 423.

176 Marx (1973) page 416.

177 Marx (1973) page 422.

178 Marx (1973) page 423.
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duce is the critical issue, which can lead to overproduction and crisis. Integration is

not impossible, but conditional upon babies finding a mate.What about the babies

coupling and dancing with other babies?

The Theories of Surplus Value: Marx’s critique of Malthus theory

of “mutual swindling”

TheMalthus-Section of Marx’sTheorien über denMehrwert,written between 1861 and

1863, also deals with barriers to production posed by capitalism itself. As already

stated,Marx adores capitalism for it beingpowerful, forward-drivingdynamics,be-

fore he unveils it as contradictory, ugly and in need to be overcome. He has an aes-

thetic preference to first embrace paradoxical situations before he dissolves them

by dialectics. Even though Marx “inverted” Hegel’s idealistic dialectics by putting it

“on its feed”, he could not protect himself against Plato’s notional idealism, which

stuck in Hegel.This, and Ricardo’s labor value theory, which both resemble “realist”

Catholicism, alienated Marx from the nominalist catholic tradition, in whose foot-

steps Malthus, a sober Anglican clergyman, who satisfied his spiritual desires out-

side of economics, was travelling. Marx expected and liked the central moment of

capitalism to be sitting at a deeper level; hence, pivotal surplus or profit could not be

a trivial mark-up on costs, which capitalists would discretionarily add out of greed,

if they had the power, and which their victims would only endure because of their

weakness. Rather than being a swindle or pushed through by force, surplus value had

to be a miracle.Thismiracle,Marx himself aspired to solve. Already for these aesthet-

ical reasons,Malthusmust have greatly displeasedMarx before he had even studied

him thoroughly and he generally portrayed Malthus in an negative and aggressive

way:Malthuswas a plagiarist of Sismondi179 andMarxused the arsenal of “ideology-

critique”onhim,e.g.by debunkinghimas an apologist of landedwealth.180Theneg-

ative attitude remains present, even if Marx sometimes follows Malthus’ thoughts

with evident interest and applause and joins Malthus’ for a part of his voyage.

Marx, particularly, treats with disgust what Malthus had to say on profit in his

section onMalthus in volume 3 of theTheories of Surplus Value.We quote extensively:

“In fact”, Marx writes, “it comes to this: the value of a commodity consists of the

value paid for it by the purchaser, and this value is equal to the equivalent (the value)

of the commodity plus a surplus over and above this value, surplus-value.Thus, we

179 Marx, Theorien über den Mehrwert, MEW 26.3, page 8, similar on page 47. While Marx

blamed Malthus for a “skillful” plagiarism of Sismondi. Sismondi himself did not raise any

accusations against Malthus, but treated him as an equal in a joint battle against Ricardo

and Say. “…mais presque tous les hommes d’affaires se conduisent d’après les principes ex-

posés par M. Malthus et moi…c’est le débit qui leur parait être la cause immédiate de leur

prospérité ou de leur souffrance…” (page 410). He even apologized for an early criticism of

Malthus population theory (See Sismondi (1827) page 388, 389, 409, 410).

180 Marx, Theories of surplus value, chap. XIX, 14.
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have the vulgarized view that profit consists in a commodity being soldmore dearly

than it was bought.”181 It is worthwhile to look at this argument in more detail. To

repeat the quotation: “it comes to this: the value of a commodity consists of the value

paid for it by the purchaser [hence, the price paid, G.W.], and this value [still the price

paid,G.W.] is equal to the equivalent (the value [thismust be less than the price paid,

G.W.]) of the commodity plus a surplus over and above this value [this must, again, be

less than the price paid, G.W.], surplus-value”.182 Marx is, thus saying: In Malthus,

the value equals the value plus the surplus value – but he is not following up on this

contradiction (not even in a book onTheories on Surplus Value) – somuch he despised

Malthus.Now, of course, inMalthus, the value does not equal the value plus the sur-

plus value added in production.Malthus adheres to a subjective theory of value (in-

use and in-exchange), which is attributed by customers. And, as there is more than

one subject in the world, there can be different values.This applies in a specific way

in a sale.A sale being concluded proves instantly that, at thismoment, the subjective

value-in-exchange of the seller is not higher than the sales price and that the subjec-

tive value-in-exchange of the buyer is at least the sales price.The subjective value-in-

exchange of the seller may either come from either keeping the sales object and us-

ing its value-in-use (e.g., a car, an apartment house) or by selling it at a certain price

or by renting it out to somebody else.The subjective value-in-exchange of the buyer

comes either from a rather discretionary attribution of value-in-exchange based on

his consumptive desires, e.g., from the qualities of the commodity as a positional

good, or from the money he can draw by using it as a money-making machine. Ul-

timately, neither the costs of production nor the time of application of a specific

productive force (such as labor) matter on any side of the trade to determine value-

in-use or value-in-exchange. Setting values-in-exchange for a commodity is, thus,

an independent act of themarket, and if nobody attributes higher value-in-exchange

than the costs, there is no possibility to make a profit.

Marx also obviously gets the emotional andmoral connotationwrong.Thenega-

tive touch connected tohis interpretationofMalthus’ viewas “profitbymutual swin-

dling” (violation of iustitia commutativa) is unjustified. Sellers who sell at a margin

seek a profit, true –but that has nothing to dowith “swindling”. A seller or producer

181 Marx, Theorien über den Mehrwert, MEW 26. 3, page 14 (translation taken from https://ww

w.marxists.org/archive/marx/works/1863/theories-surplus-value/), italics added. We repeat

for reasons of precision that profit arises by selling at a value-in-exchange, attributed by

customers, which, as hoped by firms, is higher than their costs. This is so as the value-in-ex-

change attributed by customers reflects their attributed value-in-use. Hence, whether there

is surplus value or profit in the produce is not predetermined by anything, but if it emerges

ou of what markets can use the produce for. It is the difference between properties of the

produce, which reflect costs, and later and externally attributed value-in-exchange.

182 Quotation above, emphasis and comments added.

https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/
https://www.marxists.org/archive/marx/works/1863/theories-surplus-value/


Chapter VII. The structural deficiency of employment-generating spending 259

is only openly asking for an advantage,whichhe stipulates as a condition for a trans-

fer of a commodity of his. Marx is concerned that by acknowledging this – profit in

capitalism being based on owner power – the apparent “objective level” of the analy-

sis, which Ricardo brought into play with his theory of labor value, and whichMarx

could use so conveniently to explain capitalismwith exploitation,was disappearing.

Howdifferentwould the history of economic thoughhave been ifMarx had accepted

the dismay of this false deep structure!

Marx believed to be able to show that the idea of amark-upwasparticularly non-

sensical if capitalists sold commodities to other capitalists: “But if the purchaser

is himself a capitalist, a seller of commodities, and his money, his means of pur-

chase, represents only goodswhichhavebeen sold, then it follows that bothhave sold

their goods too dearly and are consequently swindling each other,moreover they are

swindling each other to the same extent, provided they both merely secure the av-

erage rate of profit.”Marx tries to show the consequence to be “…that each loses as a

buyer what he gained as a seller.” No profit can bemade,Marx believes, if capitalists

merely mutually “swindle each other”. Accordingly, profit by “swindling” could only

be made by selling to the working class. “The only exception is the working class.” It

cannot “counter-swindle” as it does not sell commodities to capitalists (other than

their labor) to capitalists. But there is another problem with it. “Since the price of

the product is increased beyond its cost, they can only buy back a part of that prod-

uct…” – here Marx, quite correctly, meets Proudhon, Sismondi and Malthus – but

that cannot be sufficient. “… as profit arises precisely from the fact that the workers

canonly buybackpart of theproduct, the capitalist…cannot realize [his profit] by ex-

changing thewhole product against theworkers’wage, but rather by exchanging the

whole of the workers’ wage against only part of the product.” We have: Contrary to

Malthus, capitalists can’t make a profit by exchanges with capitalists by “swindling”

as they mutually “counter-swindle” and they also can’t make a profit in exchanges

withworkers asworkers,while there is no risk of “counter-swindling”, have too little

salary income. After all, Marx refutes Malthus’ theory of profit, which uses owner’s

power to get customers to paymore than the producers’ costs for value-in-exchange

attributed beyond these costs, on false grounds.

StillMarx continues to followMalthus’ argument. “…additional demand and ad-

ditional buyers apart from the workers themselves are… necessary, otherwise there

could not be any profit”. Accordingly, Marx asks within the parameters of Malthus’

thinking: “Where do they come from? If they themselves are capitalists, sellers, then

themutual swindlingwithin the capitalist classmentioned earlier occurs, since they

mutually raise the nominal prices of their commodities and each gains as a seller

what he loses as a buyer. What is required therefore are buyers who are not sellers,

so that the capitalist can realize his profit and sell his commodities ‘at their value’.

Hence the necessity for landlords, pensioners, sinecurists, priests, etc., not to forget

theirmenial servants and retainers.How these ‘purchasers’ come into possession of
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their means of purchase, how they must first take part of the product from the cap-

italists without giving any equivalent in order to buy back less than an equivalent

with the means thus obtained,Mr.Malthus does not explain.”183

Marx believes to have found here – aside the disliked subjective theory of value

– a second reason to refute Malthus: If circuit closure depends on some ominous

“third class”, how would this class finance its spending? Unfortunately, Marx plays

unfair here: Malthus is working hard to understand the operation of a system of

goods provision to society,which depends on profit-enablingM–C–M’-drives.Only

suchproductionwill takeplace,whichpromises sufficiently profitable revenues; and

only such production will generate employment for non-owners. Yet, theremay not

be enough of such required revenues/spending in the system. Malthus ponders if

anything could close the gap – and finds something like what we call “prosthetics”.

Marx now skips the part whether Malthus is right with his discovery of the defi-

ciency of circuit closure and shifts the attention only to the question that the artifi-

cial means may not be sufficient (“Mr. Malthus does not explain.”). Yet, even if they

were not sufficient, the importance of the original discovery of Malthus – that they are

needed –would not be affected.

Still, Marx continues to pivot around Malthus’ problem for some time, and

even rather often, notwithstanding his negative attitude to Malthus, gives au-

thentic accounts of Malthus reasoning: “It is difficult to understand”, he writes,

“how any profit at all can be derived if those who engage in mutual exchange sell

their commodities by overcharging one another at the same rate and cheating one

another in the same proportion.” But then “This incongruity would be remedied if,

in addition to exchange by one class of capitalists with its workers and the mutual

exchange between the capitalists of the different classes, there also existed a third

class of purchasers184 — a deus ex machine — a class which paid the nominal value

of commodities without itself selling any commodities, without itself playing the

same trick in return; that is a class which transacted one phase only: M—C, but not

M—C—M; [a class] which bought not in order to get its capital back plus a profit,

but in order to consume the commodities: a class which bought without selling. In

this case the capitalists would realize a profit not by exchange amongst themselves

but 1) by exchange between them and the workers, by selling back to them a portion

of the total product for the same amount of money as they paid the workers for

the total product (after deducting the constant capital) and 2) from the portion of

luxuries as well as necessaries sold to the third sort of purchaser.…The profit would

be made in dual fashion by selling as little as possible of the total product back to

the workers and as much as possible to the third class, who pay ready money, who,

without themselves selling, buy in order to consume.”This cannot be read otherwise

183 Marx, Theorien über den Mehrwert, MEW 26. 3, page 14–16, italics added.

184 Onemight add, a third class who functions like the cl. des proprietaries in Quesnay’s tableau.
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than as Marx at least being in agreement with the logic in which Malthus poses

his problem. He goes on: “But buyers who are not at the same time sellers, must

be consumers who are not at the same time producers, that is unproductive con-

sumers, and it is this class of unproductive consumerswhich, according toMalthus,

solves the problem. But these unproductive consumers must, at the same time,

be consumers able to pay, constituting real demand, and the money they possess

and spend annually must, moreover, suffice to pay not only the production value of

the commodities they buy and consume, but also the nominal profit surcharge, the

surplus-value, the difference between the market value and the production value.

This class will represent consumption for consumption’s sake in society, in the same

way as the capitalist class represents production for production’s sake, the one rep-

resenting ‘the passion for expenditure’, the other ‘the passion for accumulation’.185

The urge for accumulation is kept alive in the capitalist class by the fact that their

returns are constantly larger than their outlays, and profit is indeed the stimulus to

accumulation. In spite of this enthusiasm for accumulation, they are not driven to

over-production, or at least, not at all easily, since the unproductive consumers not

only constitute a gigantic outlet for the products thrown on to the market, but do

not themselves throw any commodities on to the market, and therefore, no matter

how numerous they may be, they constitute no competition for the capitalists, but,

on the contrary, all represent demand without supply and thus help to make up for

the preponderance of supply over demand on the part of the capitalists.”186

Unfortunately, thereafter Marx reverts to the old killing argument: He lets the

fact thatMalthus did not convincingly explain where the financing of the prosthetic

purchases is to come from, fire back on Malthus’ discovery of the problem. Here is

Marx’s second reprisal, we quote at some length: “But where do the annual financial

resources of this class come from? There are, in the first place, the landed propri-

etors, who collect a great part of the value of the annual product under the title of

rent and spend the money thus taken from the capitalists in consuming the goods

produced by the capitalists, in the purchase of which they are cheated.These landed

proprietors donot have to engage in production anddonot on the averagedo so. It is

significant, that insofar as they spendmoney on labour, they do not employ produc-

tive workers butmenial servants,mere fellow-consumers of their fortune,who help

to keep the prices of necessaries up, since they buywithout helping to increase their

supply or the supply of any other kind of commodity. But these landed proprietors

do not suffice to create “an adequate demand”. Artificial means must be resorted

to. These consist of heavy taxation, of a mass of sinecurists in State and Church,

of large armies, pensions, tithes for the priests, an impressive national debt, and

185 Marx quotes Malthus’ Principles of Political Economy, [second ed.,] page 326.

186 Marx, Theorien über den Mehrwert, MEW 26. 3. Page 44 et seq. (translation taken from htt

ps://www.marxists.org/archive/marx/works/1863/theories-surplus-value/).
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from time to time, expensive wars. These are the “remedies”“.187 Marx continues:

“The third class, proposed by Malthus as a “remedy”, the class which buys without

selling and consumeswithout producing, thus receives first of all an important part

of the value of the annual product without paying for it and enriches the produc-

ers by the fact that the latter must first of all advance the third class money gratis

for the purchase of their commodities, in order to draw it back again by selling the

third class commodities above their value, or by receivingmore value inmoney than

is embodied in the commodities they supply to this class. And this transaction is

repeated every year.”188 “At any rate, what follows from this189 is his plea for the great-

est possible increase in the unproductive classes in order that the sellers may find

a market, a demand for the goods they supply. And so it turns out further that the

author of the pamphlet on population preaches continuous over-consumption and

themaximumpossible appropriation of the annual product by idlers, as a condition

of production. In addition to the plea arising inevitably out of this theory, comes the

argument that capital represents the drive for abstract wealth, the drive to expand

its value,which can only be put into effect bymeans of a class of buyers representing

the drive to spend, to consume, to squander, namely, the unproductive classes, who

are buyers without being sellers.”190

Marx, torn apart between polemics and honest interest, ultimately misses the

gist of Malthus’ argument: If a “third class of purchasers” is needed, but cannot not

be found in a Quesnay-like insatiable and annually re-financed class des proprié-

taires, that by no means speaks against the analysis that such third class or its spending is

needed!Malthus, like Sismondi,dissected,whatwould be required in the abstract for

a circuit closure (what alreadyQuesnayhadshown implicitly),butMarx,althoughhe

seems to understand the argument, convulsively declines to accept it as fact. Marx

rejects to acknowledge that Malthus is primarily giving a theory of a problemwhich is

independent on whether Malthus’ considered prosthetic solutions for it can work,

in particular be funded. But Marx uses the lack of prosthetic solutions in Malthus,

sufficiently convincing to Marx, to rebury the statement of the problem altogether.

Quite remarkably, Marx also fails to see that he is actually not so much criti-

cizing Malthus but, indeed, mainly his admired Quesnay. For it was Quesnay, who,

without justifying why, simply ordained that the cl. des propriétaires would exactly

do what Malthus saw what had to be done if the capitalist circuits were to close. In

Quesnay, the cl. des propriétaires was financed by the cl. productive – under the la-

bel of rent, hence based on ownership power–and the cl. des propriétaires used this

187 Marx again quotes Malthus’ Principles of Political Economy, [second ed.], page 408 et seq.

188 Marx, Theorien über den Mehrwert, MEW 26. 3, page 44 et seq.

189 Emphasis added.

190 Marx, Theorien über den Mehrwert, MEW 26. 3, page 14–16.
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rent, very noteworthily, fully and immediately for employment-generating spend-

ing – and thereby closed the productive circuits. Quesnay, thus, avoided the prob-

lem,Malthus was after.Malthus stipulated in contrary, that circuit closure does not

emerge by itself. Rather, prosthetics are needed, and even then, it may not work.

Marx should accordingly have recognized Malthus as a brother in arms, who, while

accepting the great systemic framework of Quesnay that spending of the one is in-

come of the other, challenged Quesnay’s axiomatic harmonic outcome and sought

to understand the conditions under which, if at all, a solution could arise. Instead

of appreciating this valuable contribution of Malthus, though, the political beast in

Marx went down on the clergymen and foreclosed another chance for progressing

with a sober and realistic understanding of capitalism.Marx’s treatment ofMalthus

was another great opportunity lost.

The labor theory of value and employment-generating spending

In order to examinewhether the Ricardo-Marx labor theory of value, notwithstand-

ing its essential fallacies, can still contribute to a theory of employment-generat-

ing spending, it must be set apart from two similar concepts. Labor, as other fac-

tors of production, carries costs; hence, there is a possibility of a labor cost theory of

value. Furthermore, if you own commodities, you can trade them against labor just

as against other commodities or money (as remuneration). Some commodities will

trade against more labor than others or they “command” more labor. Hence, there

is also a possibility of a labor commanded theory of value. Both are different from the

Ricardo-Marx labor theory of value, which is a labor quantity employed theory of value.

Value as costs of labor employed?

Not much is needed to determine the costs of production.They can be counted and

added up. Wages will account for a significant share of the costs. Furthermore, if

equipment and inventory are used inproduction (inMarxiannomenclature both are

constant capital or c), a significant share of the costs of equipment and inventory are

salaries for the production of this equipment and inventory.This is so as what from

the perspective of a capitalist buying equipment and inventory is c dissolves itself

into c + v+ s fromtheperspectiveof the supplying capitalist.Yet,howfar this analysis

may ever be pushed, it will remain in the realm of costs calculation, on the supply side,

and, it will therefore remain a “labor theory of costs”. True, if an entrepreneur knows

his costs of production, he may use this knowledge to calculate what sales prices he

needs for a profit – but that does not give us a theory of value.

Sometimes it is argued that the value of a commodity is the total of all claims for

a share of the sales price of a commodity or the total of all incomes derived from it for the
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involved “stakeholders” (wages, rent and profits).191 However, the investment of any

amount of costs combinedwith hopes to recover the costs plus a profitmark-up does

by no means ascertain that the commodity can be sold at such price. A producer

learns about his costs of production, when he makes the investment. Whether the

produce is attributed enough value-in-exchange to allow a profit, he only learns if

he brings the product to the market. Accomplices of a planned robbery incur costs

to prepare it, which they “invest” (together with the risk to later go to prison); they,

then, also mostly expect a certain value of the loot and of their share. But these ex-

pectations do not bring about or determine the loot. Equally, the expectation of a

capitalist (or of all factors of production jointly) to obtain a satisfactory sales price

in themarket does neither create value-in-use nor value-in-exchange.Wemay only

say that a robbery/productionwouldnot have takenplace had the “accomplices”/fac-

tors of productionnot expected a certain value of the loot/produce enabling a proper

reward. But that is a theory of investment, not a theory of value.

Value as labor commanded by exchange?

Subjective theories of value look at the opposing side of the market and observe

whether buyers with purchasing power attribute value-in-use and, hence, value-in-

exchange. If they desire to buy a thing, but do not have the money, then this can be

expressed by saying, as we do, that they attribute “esoteric value”. Yet, the only rel-

evant way through which to attribute value comes from people who also have the

money to pay.This is why, as we have already seen, the attribution of value to a thing

can often almost be equatedwith purchasing the thing.Value, then, is nothing other

than the expectation “will be bought for x very soon” or “will be bought in such a near

future that the discounted present value is x.”192 Value is the anticipated reachable

price, a prognosis at t1 of a price received at t2. To use the notion of value, hence, al-

ways implies bridging the present and the future, and always has a speculative mo-

ment.

Now, money is normally the unit in which the expectation or hope is expressed

and by which it is made measurable. If the expectation is measured in terms of la-

bor units instead (commanded by the commodity offered for exchange:men at such

and such qualification will work 10 hours in exchange for my product), then this is

only a negligiblemodification; it is like expressing an expected sales price in Dollars

rather than in Euros and remains fully within the subjective theory of value, which

expresses the value of a thing by what people will give for it, if no longer in terms of

money, but in terms of labor.

191 “Wages, profit and rent are the three original sources …of all exchangeable value” (Smith

(1776) chapter VI).

192 See already footnote 4 on page 40.
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Value as quantity of labor employed: the Ricardo-Marx labor theory of value

Wehave nowarrived at the “real”Ricardo-Marx labor theory of value,which has pre-

occupied so many minds and which is as different from the theories treated previ-

ously as it is wrong.

Marx wanted his theory of value to explain surplus value or profit. As we have ob-

served, a mere theory of costs can never do this.Therefore, he is also not interested

in the costs of the labor employed (the salaries), but in the amount,mass,quantity,of

volume, i.e., in the time and quality, of the labor employed, or, as is sometimes rightly

stressed, in the sociallynecessary amount of such labor employed.193Marx said that la-

bor power is the single commoditywhose value-in-use has the “eigentümliche” (par-

ticular) property to be a source of value in-exchange.194

We first, impolitely, note that the mechanism of value generation in this labor

theory of value is one-sided (suppliers or producers alone exert control), autistic and

reified; value comes over a thing in a similar way to how the holy spirit imbues awor-

shiper or as water fills a bottle. Marx’s general conviction that value, the “commod-

ity form’”, capital, and so forth are social relations remainswholly invisible at this core

place of his economics.Subjective theories of value, on the contrary, look at prospec-

tive buyerswith their attributions of value-in-use and value-in-exchange in the first

instance; they are relational up to observations of the 2nd or 3rd, degree (reflections

of reflections,and reflectionsof reflectionsof reflections).Second, a credence is often

attached to the Ricardo-Marx labor theory of value, which is that commodities will

not only have, inconsequentially, such or such amount of value “in them” because of

the labor incorporated within them, but that they will indeed exchange according to the

amount of labor with which they were endowed. Marx called this the “Wertgesetz” (“Law

of value”), which he sometimes even labels as “ehern”195 (“brazen”).Theories of value

themselves decide on their claim as to their reach – and the labor theory of value is

challenged at this point: Does it, in combination with the “law of value”, only mean

that commodities exchange at their labor value, if they exchange at all? Alternatively,

does the labor theory of value in combination with the “law of value” mean that it is

pre-ordained at a deep level of economics that everything what has labor value will

exchange at its labor value? If the latter is true, then we ought to understand the

labor theory of value in conjunction with the “law of value” also as a theory of effec-

tual demand. In fact, it would be a theory, which in essence re-states Ricardo’s law of

193 On labor embodied vs labor commanded, see also: Keen (2011) page 419.

194 Marx, Das Kapital, vol. I., MEW 23, page 181.

195 Marx, Das Kapital, vol. I., MEW 23, page 12. Marx speaks there of “Naturgesetzen der kapita-

listischen Produktion” as with “eherner Notwendigkeit wirkenden und sich durchsetzenden

Tendenzen”, i.e. of “natural laws of capitalist production” as “trends operating and prevailing

with brazen necessity”.
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Say, that therewill always be sufficient employment-generating spending. If the lat-

ter applies, then themost importantmacroeconomic question (will there be enough

employment-generating spending to buy the produce?) would have become a non-

issue and, the prerequisite of economic integration could be taken for granted as

a corollary from the theory of value. As we have already seen, Ricardo fathered “the

LawofSay”.Wehavenowfoundanadditional reasonwhya“law”with this substance

should have been particularly convincing to the labor-value-theorist, which he was:

It can be directly derived from his labor theory of value! We saw that Say’s original

statements only said, quite correctly that produce buys produce, without commit-

ting to the view that this produce would buy all produce. Ricardo’s labor theory of

value could have been the hiddenmissing link,which induced him to promote Say’s

innocent and correct observations to Ricardo’s Law of Say. Why would produce be

able to buy all other produce? It is because it all contained labor and was therefore

valuable! Marx was an express opponent of Ricardo’s Law of Say; however, through

his labor theory of labor value, at least combining it with a “brazen law of value”,

he found himself on a slippery, downhill path and could have glided into something

very close to Ricardo’s Law of Say himself.

Marx’s parade against gliding into Ricardo’s Law of Say:

value creation vs value realization

But Marx was too good an observer of real capitalism to fall into that trap. Much

like how he had done elsewhere, the historian and critic saved the speculative eco-

nomic thinker and, in the end, he avoided the labor theory of value and the “Law of

value” from flipping into Ricardo’s Law of Say. He did so by introducing a distinc-

tion between value creation and value realization. Labor can create value, but that does

not already mean that the value will always exchange itself against other value.This

can already be shown through M–C…C’–M’. The surplus value, created by labor, is

already there in C’ (C’ expresses value in the form of commodities, which is higher

than the amount C). Hence, the surplus value (C’-C) exists in the commodities pro-

duced before they are sold, if this ever comes to pass. If commodities endowedwith

labor value cannot be sold, but instead rot in storehouses, then surplus value has

still been produced (value creation) but it cannot be “realized” (no value realization).

Marx, thereby, kept the labor theory of value and the “law of value” separate from the

macroeconomic theory of demand and of employment-generating spending.What

remainedwas the claim that if commodities exchange, then they exchange at prices

somewhere near the “deeper level” labor values. Hereby, Marx himself declared his

labor theory of value and the ”law of value’” as irrelevant to a theory of demand or

employment-generating spending.
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Marx’s exploitation theory and employment-generating spending

Marx’s exploitation theory

What about Marx’s exploitation theory? Does it open a path to understanding the

problems of circuit closure?Marx had regarded his own “general formula of capital-

ism”M–C–M’ (or M–C…C’–M’) as being too unspecific. In his opinion, it did not yet

fully express the essence of capitalism, given that it allowed us to conceive of sur-

plus value only as a mark-up that sellers were able to get buyers to pay because of

their owner’s power. Yet, Marx wanted the difference between M’ and M to not be

created only in exchange, but already in production. And hewas also looking for an-

other reason why M’ would be greater than M; the reason should not only trivially

be owner’s power but better suit his superior taste for theory design: The searched

for explanation had to operate at a deeper level, in a Newtonian or, even better, a

Hegelian style.

The industrial revolution had developed the productive forces and had allowed

for a larger surplus produce than ever before. Marx moved this observation, from

the realm of values-in-use into the realm of values-in-exchange, and combined it with

the Ricardo-Marx labor theory of value for his exploitation theory. Thus, he could

progress from M–C–M’ or M–C…C’–M’ in the 1st section of the 4th chapter of vol-

ume I ofCapital volume I to the 3rd section of the 4th chapter ofCapital volume I.We

have already quoted Marx as stating that labor power is the single commodity the

value-in-use of which has the “eigentümliche” (peculiar) property of being a source

of value in-exchange.196Marx now added that “the specific value-in-use of this com-

modity [labor power, G.W.] [is] to be source of value,197 and of more value than it has

itself.”198Theold insight that a new value-in-use is created by laborwas conquered by

value-in-exchange-thinking and the new, physical or otherwise, properties result-

ing from the employment of laborwere demoted to only being one side of the result.

Themore important aspect became the imbuement of the product with abstract la-

bor power as a creator of new value-in-exchange. As we have already touched upon

several times, for this purposeMarx splits up the value of finished commodities into

three parts representing the used-up equipment and inventories,which he calls con-

stant capital c, the wages for labor,which he calls variable capital v, and, finally, surplus

value s, which is the value-in-exchange expression for the surplus produce, which

has been created during production.He can now easily show that while labor power

was purchased at its value, the variable capital v, its use or application, due to the

196 Marx, Das Kapital, vol. I., MEW 23, page 181.

197 Marx, Das Kapital, vol. I., MEW 23, page 208, translation by author.

198 Marx, Das Kapital, vol. I., MEW 23, page 181. Italics added.
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aforementioned fantastic “eigentümliche” property, not only reproduces its ingoing

value-component v (its costs or the wages), but also generates surplus value s.199

In this terminology Marx, thus, arrives at c + v + s as the value of the whole pro-

duce, which corresponds to his M’. Accordingly, he can point to the surplus value s

as the new part, which is identical with M’-M, and can argue that, as labor was only

applied in production, that smust also have been created by labor in production.He

has achieved what he wanted to achieve. He can now provide a theory for the ob-

servable fact that M’>M, which relies on production and not on exchange, and does

no longer need owner’s power to explain surplus value or profit as a discretionary

mark-up. From there, he moves forward to draw banal corollaries in mathematical

forms. E.g., he can now express degrees of exploitation as “exploitation rate” s/v200

or as “profit rate” s/(c + v),201 etc.

Marx’s exploitation theory and employment-generating spending

Marx’s labor exploitation doctrine, based on theRicardo-Marx labor theory of value,

was tobecomeMarxism’sbrandessenceand is often seenasMarx’s greatest achieve-

ment. What is more surprising is that Marx, as little as he tried to use M–C–M’ for

this purpose, made a serious effort to unfold this exploitation theory into a theory

of employment-generating spending of business cycles, of crisis, or into a theory

of trends in capitalism (with one minor exception, which will be discussed in due

course). In Quesnay, the system had been in sync and there was unity between the

exchange relations in the tableau: e.g., the Livres 2 bn., which the cl. des propri-

etaries received, enabled it to crucially purchase the respective parts of the produce

of the cl. productive and of the cl. stérile. In Proudhon and Sismondi,where the sys-

tem was not in sync; the exploitation, which they observed, naturally transformed

into insufficient employment-generating spending. One might have expected that

Marx would also make an effort to use his more elaborate exploitation theory with

this intent. E.g., he could have expressed Proudhon’s, Sismondi’s, orMalthus’ skep-

ticism in terms of v not being sufficient to buy v plus s. Alternatively, he could have

used c+v/c+v+s to try to examine quantitatively how exploitationmust leave workers

without sufficientmeans to buy the produce and to show that itmust, thus, backfire

on capitalists’ attempts to sell their whole produce. But Marx did not do that. We

may, onemore time, attribute this omission to the fact that his historical knowledge

199 Remember: In Marx, the value of the equipment and inventories is only reproduced in pro-

duction in the amount of the value of the ingoing equipment and inventories; therefore,

equipment, and inventories called “constant” capital c. The labor input purchased for v, in

contrary, does not only re-appear in the same amount v in the produce, but causes a new

value-component, the surplus value s, to emerge; therefore, it is called “variable” capital v.

200 Marx, Capital, volume I chapter 7.

201 Marx, Das Kapital, vol. I., MEW 23, page 428, footnote 150 and Capital, volume III, chapter

II. We do not need to pursue this issue any further.
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and intuitive understanding of capitalism was better than his labor value and ex-

ploitation theory.That compliment for the beardyman, but not for his pet-theories,

may, yet, not please him very much.

Many Marxists from later generations would probably explain the omission by

arguing that it was not at all the purpose of the exploitation theory to evolve into a

theory of demand or employment-generating spending. But, what purpose, then,

did the exploitation theory have beyond anchoring who is the good guy and who is

the bad guy in history? And we might also ask: Should we not be entitled to expect

such an effort from a theory that goes after the core contradictions in capitalism?

Marx is often credited byMarxists for having spared them the troubles of a “pauper-

ization theory”. But whether the result would have been pauperization, or whatever,

could we not expect, from somebody who claimed to have discovered the “laws of

motion of capitalism”, at least a roughdescription ofwhere the journeywill go? Ifwe

are told to live in a non-Quesnayianworld, inwhich things are not in sync and not in

good order but where evil exploitation rules, should we not be told where its alleged

wrongwill drive the economy? It is quiteweird,but in away,Marx leftMarxismopen

to the same criticism that Minsky and others raised against neo-classic economics:

It cannot explain depressions and crisis. In the case of Marxism, this is even more

difficult to understand as it has forged all sorts of tool, which appear to bemade for

the purpose, but which are left idle.

Marx’s “Law of the tendential fall of the profit rate”

and employment-generating spending

There is a section on the “tendential fall of the profit rate” in what Engels would later

publish as Capital volume III. DoesMarx give us a theory of employment-generating

spending or of a trend of capitalism here? In the end, he does not.

The “tendential fall of the profit rate” is a mathematical corollary from the for-

mula for the profit rate under conditions of an ongoing development of productive

forces. Profit is nothing other than the surplus value s, but now it is put in relation

to constant capital plus variable capital rate, s/(c+v). The continued development of

productive forces will unavoidably increase the mass of equipment and inventories

applied inproduction in relation to labor,first onavalue-in-use-level.Marxcalls this

an increased “technical composition” of capital.The trend can also be looked at from

a value-in-exchange perspective, then called an increased “organic composition” of

capital; this means that c will go up relatively in terms of money outlays in relation

to v202 when capitalists purchase the inputs for production. E.g., if producing 1,000

shirts bymanual labor in amanufacture costs amanufacture owner 70money units

for labor v and 30money units for equipment and inventory c, in a mechanized fac-

tory the same 1,000 shirtsmay cost himonly 30moneyunits for labor v but,perhaps,

202 Marx, Das Kapital, vol. I., MEW 23, page 640.
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40money units for equipment and inventory c. If robots are used, then 5,000 shirts

may be produced at the cost of only 15 money units for labor and maybe 50 money

units for equipment and inventory c etc.Hence, the applied input of variable capital

“tendentially” falls in relation to the constant capital applied and it also falls relative

to output. Increases of productivity cut back on the mass of “living labor” v used,

which alone, as we know by now, has the property to be source of surplus value and

profit.

Marx thought a lot about causes of all sorts, including superficial, individual,

and unsystematic causes (whereby he methodologically almost dropped his prefer-

ence for “deep structure”-causes), whichwould counteract the “law of the tendential

fall of the profit rate”, and he listed a significant number of such “factors” (e.g., a rise

in the exploitation rate s/v, a fall in prices of constant capital inputs…). In the end,

though, the profit rate s/(c+v)must still fall tendentially.Nevertheless, he once again

did not attempt to use this ”law of the tendential fall of the profit rate” as an entry

route into a general theory of demand,employment-generating spending,or of cap-

italist development (cycles, crises, long-term trends). This precaution did not keep

Marxist writers from pointing out that the “law of the tendential fall of the profit

rate” was Marx’s most developed concept, which not only contained all of the ele-

ments found in his exploitation theory (c, v, and s coming out of v), but was also

already formulated on the level of the “process of capitalist production as a whole”

(subtitle of volume III of Capital). E.g.,RudolfHickel once argued that the “law of the

tendential fall of the profit rate” should be the “corner pillar” of the Marxian theory

of crisis:203Marxismderives the need to overcome capitalism from capitalism’s con-

tradiction to the development of productive forces.The “tendential fall of the profit

rate” expresses exactly this kind of conflict. The productive forces, which drive to-

wards a higher “technical” and then “organic” composition of capital, turn against

the relations of production, a capitalist profit economy, as they spoil profit genera-

tion by forcing capitalists to apply lower and lower relative inputs of “living labor”,

which can only give rise to profit.204 However, Marx and Marxists after him made

no serious effort to develop the limits of themarkets to absorb production out of the

203 This argument is made in Hickel (1979) page XXXVII – LV.

204 There was a nice discussion in Marxism on whether the “law of the tendential fall of the

profit rate” resides in the “production-sphere” or in the “circulation-sphere”. Hickel supports

the view that it already operates in the production sphere: The same output of goods, which

capitalists can produce more easily, due to higher organic composition of capital, contains

less surplus value as fewer workers have touched it with their magic wand of labor value cre-

ation. (E.g., 1,000 shirts produced in a mechanized factory contain much less surplus value

than 1,000 shirts produced at a manufacture). Capitalists react by increasing the absolute

labor input, which means that they also have to increase their absolute output. They, thus,

try to solve the contradiction, which emerged in the production sphere, in the circulation

sphere (Hickel (1979) page XXXVII – LV.)
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tendential fall of the profit rate.205 They deny the benevolent operation of Ricardo’s

Law of Say, but they do not use the tendential fall of the profit rate to explain to us

why.

We, thus, as already happened with the Marxian theory of labor value and the

exploitation theory, abort our attempt to detect useful insights for a theory of em-

ployment-generating spending in the “lawof the tendential fall of the profit rate”.All

these theories are inconsequential rump theories, useful to draw young trade union

members into communist parties, but not to explain capitalism.Wemove further to

the famous reproduction schemes.

Marx’s macro transmissions – the reproduction schemes

and employment-generating spending

WhenMarx died in March of 1883, he left behind him a major stack of unpublished

drafts. Engels reports that shortly before his death, Marx had told his daugh-

ter Eleanor that Engels should make “something” out of them.206 Engels did and

volume II of Capital, with its chapters 18–21 (roughly 170 pages) containing the

reproductions schemes,was published in 1885.207 In the “reproduction schemes”, or

as they may also be called, “accumulation schemes”,208 Marx undertakes a serious

and interesting effort to come to grips with the question whether at all and under

what preconditions capitalist reproduction or accumulation is possible. In a way,

this was only a consequential step after having conceived the main motion in cap-

italism as M–C–M’ and after having split up M into c + v and M’ into c + v + s.Given

this, the task was to examine who can purchase the constituents c + v + s, once they

exist as produce in kind, with the moneys either received as original investment

pay-outs M (c + v) or with the expected profits M’-M (s).

We have already seen a propaedeutic effort in Marx’s dialectical treatment of

how the ghosts of c and v candouble, separate,dance, and re-unite again in theGrun-

drisse.209However,working thisout inamore systematic andmath-likeway required

distinguishing between different departments of capitalists and between the sce-

narios of simple reproduction (stagnation) and of extended reproduction (growth,

205 There is, by the way, another method by which capitalists could have logically reacted to

the law of the tendential fall of the profit rate, namely by simply blocking the progress of

productive forces. The theory of labor value, if it were true, should have driven capitalists

into machine-wrecking. Obviously, that is not what happened.

206 Engels (1885) page 12).

207 Marx, Das Kapital, volume II, MEW 24, page 351–520. Marx’s legacy also encompassed what

was later edited as the third volume of Capital, the Grundrisse, and the Theorien über den

Mehrwert.

208 Hoffmann (1971) page 75.

209 See page 251 et seq.
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accumulation).This led directly to the reproduction schemes.They requiremore in-

tellectual work than watching dancers, they are more of a number cruncher’s job.

The result of Marx’s analysis appears broken-off, unfinished, and without an

express conclusion. It still shines through that he would have probably answered

the question, whether extended reproduction is possible in capitalism, even if only

employment-generating spending is consideredwhich is generated in the observed

production itself, in the affirmative. Yet, once more, he made this dependent upon

preconditions, now in particular of a proportionality being observed. As little as

Marx attempted to use M–C–M’ as such as a means to examine whether capitalism

can generate sufficient employment-generating spending, does he, though, seek to

use the reproduction schemes, which evolve out of M–C–M’, for this purpose. He

neither announces that he will pursue this question, nor does he in fact undertake

this. He evenmissed several clear opportunities to expand his analysis in the direc-

tion. Furthermore, if he had regarded his reproduction schemes as possessing fun-

damental relevance, concerning the closure of capitalist circuits (and hence undis-

turbed dynamical evolution or crises of capitalism), then why did he not publish

them during his lifetime?210

Departments, sub-departments and flows in the reproduction schemes

Thedescriptionof capitalism in the reproduction schemes found inCapital volume II

ismore concrete than thedescriptionofM–C–M’ found inCapitalvolume I.M–C–M’

allowed us to observe howM grows into M’ and, from the perspective of circuit clo-

sure, to deal with Malthus’ question “how can costs buy value?” in the more evolved

way of “how can M buy M’?” For this purpose, M was split up into c and v and M‘-M

or s, and it became possible to pursue these value-components distinctly in circula-

tion.The further treatment of this in the reproduction schemes is based on certain

axioms: First, there are no other classes or categories whomake purchases or supply

labor or produce except for capitalists and workers; hence, there are only two units,

not three. Second, only income earned in the observed circuits themselves, i.e., from

investment outlays to factors of production, other capitalists supplying equipment

and inventories, or fromwages outlays toworkers can be used to buy produce.Third,

it is yet still assumed that enoughmoney is technically available (in the right places)

for the initial M-outlays, including if production is extended, i.e., in growth, to buy

the additionally generated produce.Other financialmeans, pre-existing oldwealth,

210 The author continues to remain unconvinced of the story that Marx’s illness kept him from

finalizing Capital volumes II and III. Engels tells us that Marx filled the pause, when Marx

suffered from illness between 1870 and 1877, with studies of e.g., the “money market and

banking,…natural sciences…geology and physiology, and namely autonomous mathemati-

cal works” (MEW volume 24, page 12, translation by author). If that is true, why did he not

continue his economic work?
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or wealth generated outside of the observed circuits is not a factor. Fourth, it is also

still assumed that physical labor power and natural resources are available in the

volumes needed for simple or extended reproduction; the reproduction schemes in-

volve no theory of the origination of natural resources or of population and do not

imply a restriction of production from either of these vantage points. Fifth, the ex-

clusion of wealth not being generated in the observed circuits (the aforementioned

exceptions notwithstanding) implies that workers also have no other means of sub-

sistence than the wages they draw; furthermore, it is assumed that they spend their

wages wholly and completely. Laborers receive what they need for their subsistence

and reproduction, and they neither save nor invest.

Marx gives up his prior only “formelle Manier der Darstellung” (formal man-

ner of presentation) in the reproduction schemes and now acknowledges the view

that the movements are actually “nicht nur Wertersatz, sondern Stoffersatz”.211 He

does not go so far to distinguish different branches and trades (mining, agriculture,

manufacture, transport, services, foreign trade, etc.), but, based on Smith,212 he uses

one specific value-in-use-related distinction, namely the one between the produc-

tion of means of production and the production of means of consumption.213 The tableau-

like-character of the reproduction schemes comes from this in conjunction with

the splitting-up of M’ into c, v, and s. There is, thus, capital producing means of

production and capital producing means of consumption. The means of produc-

tion are purchased by other capitalists, consumption goods are not purchased by

either capital producingmeans of production or by capital-producing consumption

goods,but only by consumers,whether it be capitalists orworkers.214Marx speaks of

two “Abteilungen” or “departments” and baptizes the producers of investment goods

“Abteilung I”, (department I), and the producers of consumption goods “Abteilung II”

(department II); investment comes first.

A further differentiation follows that gives even more of a tableau-character to

the reproduction schemes: The production of investment goods for the production

of investment goods can be conceived of as occurring in a distinct sub-department

I.a. of department I and the production of investment goods for the production of

211 Marx,Das Kapital, vol. II., MEW 24, page 393. Marx gives up the “formal manner of presenta-

tion”. The movements are “not only a substitution of value, but also of material” (translation

by the author).

212 Marx, Das Kapital, vol. II., MEW 24, page 365–369 ff. Notice that the distinction had already

been implicit in Quesnay, where the “classe sterile” depended on the cl. Productive with

regards to raw materials and the cl. Productive on the cl. Stérile with regards to equipment

and tools.

213 Marx, Das Kapital, vol. II., MEW 24, page 394.

214 Hence, one cannot tell from the good’s physical properties what category it belongs to.

Chickens may be consumption goods or production goods, depending on their use.
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consumption goods can be conceived as occurring in its sub-department I.b. Further-

more, the production of luxury consumption goods for capitalists and ofmoremun-

dane consumption goods for workers can also be conceived of as occurring in two

different sub-departments of department II; the production of luxury consumption

goods for capitalists happens in sub-department II.a. and the production of consump-

tion goods for laborers in sub-department II.b.215 The distinctions mentioned previ-

ously are partly explicit and partly implicit in Marx. Marxian literature has some-

times further elaboratedupon them. Itmayuse twoor three departments or twode-

partments with each two sub-departments, as this book mostly does. Finally, while

Quesnay did not make a distinction between the laborers and the capitalists in the

cl. productive and the cl. stérile, Marx made this distinction at least implicitly. We

believe that it is helpful, which results in eight elements216 and the following asym-

metric flows between them:

• Money will flow for means of production from department I.a-capitalists to

department I.a-capitalists (themselves), from department I.b-capitalists to

department I.a-capitalists, and from department II.a and II.b.-capitalists to

department I.b-capitalists;

• Money will flow for luxury means of consumptions for capitalists from capitalists of

all departments (I.a, I.b., II.a and II.b) to II.a.-capitalists;

• Money will flow for necessary means of consumption for workers from laborers of all

four departments to department II.b.-capitalists;

• Money will flow for wages from capitalists of all departments (I.a, I.b., II.a and

II.b) to laborers of all departments (I.a, I.b., II.a and II.b).

Beginning with M–C–M’, splitting up M into c + v and M’ into c + v + s, the notation

can easily be applied to the twomain departments, i.e., I (c + v+ s) and II ( c + v + s), or,

to the two sub-departments as well, i.e., I.a (c + v + s), I.b (c + v + s), II.a (c + v + s), and

II.b (c + v+ s). Alternatively,wemight speak, asMarx sometimes does, of c1 + v1 + s1 or

create sums of values of different departments, e.g., c1 + c2, or of c1a + v1a + s1a or of

c1a+ c1b, (subscriptArabicnumbers and letters indicate thedepartments).Similarly,

equations can be given, e.g. I (v + s) = II c which is the same statement as v1 + s1 = c2,

215 The borderline between the two categories is rather unclear: Is the distinction based onwho

buys the produce (capitalists, workers) or on the qualitative nature of the produce (e.g., sim-

ple necessary means of reproduction or luxury goods)? Given that it is possible for the same

firms to partly belong to I.a. and partly to I.b. or even partly to department I. and partly to

department II., there is, of course, no problemwith one firm partly being in sub-department

II.a and sub-department II.b.

216 This is the maximum number that can be derived from Marx who, apart from treating the

laborers mostly as one class, has sometimes two and sometimes three or, implicitly, four

departments. Kalecki uses three (with one single department for investment goods).
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the latter setting out the requirements for balanced reproduction, as we shall see.

While Marx did not use a special notation for the different departments’ workers,

we have amended the notation in this regard and name the workers of the four sub-

departments L1a, L1b, L2a, and L2b.The following flow graph is the outcome of this

process:

Figure 12: Marx’s reproduction schemes (graphic by author)

Simple reproduction

Simple reproduction means reproducing a stationary economy without accumu-

lation, which goes on by operating on the same level forever; it could also be called

no-growth or stagnant. In real life, there is mostly growth or, sometimes, shrink-

age; therefore, simple reproduction is more of a theoretical starting point than it is

a practical thing.The existing production facilities, equipment, and inventories are

only “refilled” out of production in simple reproduction, but equipment or inven-

tories are never increased beyond what has been used up, or needs repair or sub-

stitution. In bookkeeping terms, we may say that only the amount of depreciation

of equipment is re-invested and that the working capital is kept at the same level.

When looked at from the other side, thismeans that the part of the annual produce,

which is not needed for the substitution of the used-up equipment and inventories,

is consumed (unproductively), e.g., eaten up, worn as clothing, sacrificed to gods,



276 Gerhard H. Wächter: The Capitalist Economy and its Prosthetics

destroyed in wars, or otherwise annihilated or at least taken out of the productive

context and transferred into the wealth economy.

Here,Marx’s reproduction schemes alreadymake us aware of interdependences

in the sense that certain quantitative relationships will prevail (as a tautology or

identity) ormustprevail (as a requirement) if simple reproduction is to function fric-

tionlessly. First, the sales by the department II.b-capitalists, of necessary consumer

goods to workers, will automatically be equal with the total of the wages received by

all laborers (hence of workers of both departments or of the four sub-departments

I.a., I.b., II.a. and II.b., i.e., by the laborers L1a, L1b, L2a and L2b., all being the same

thing).Thismustbe the case,given that thewages received (whetherwe refer to them

as I v + II v, v1 + v2 or as v1a + v1b + v2a + v2b) are everything that the workers receive

and is all they can spend, given that they have no further wealth. It follows that all

paid-out salaries will end up with the department II.b.-capitalists because we have

also assumed that workers spend their wages completely and exclusively on con-

sumption and because the workers of all departments (L1a, L1b, L2a and L2b), while

they receive wages from four different sources, have only have one address in which

to spend them.The purchases from II.b.-capitalists, hence, must be equal with the

total ofwages earned.Accordingly,wemust conclude that if the II.b-capitalistswere

to produce more necessary means of consumption for workers than the total of all

wages, then they would not be able to sell them – at least not at the planned prof-

its. Department II.b-capitalists can only collect what all capitalists together pay to

their workers L1a, L1b, L2a, and L2b aswages. All of these relationships are logical or

tautological conclusions from our axioms that reflect identities.

Second, the total sales of I.b-capitalists of investment goods for the production

of consumption goods to II.a and II.b-capitalists will automatically be equal with

the total purchases by II.a and II.b-capitalists. There is, simply and per definition,

nobody else to possibly buy investment goods from for the production of consump-

tiongoods; this is yet another logical or tautological conclusion from the axioms that

reflects an identity.

Third, the total sales of I.a-capitalists of investment goods for the production of

investment goods will automatically be equal with the sum of their own purchases

(by I.a-capitalists) and of the purchasesmade by I.b.-capitalistswhoproduce invest-

ment-goods for department II.a and II.b; this is yet another logical or tautological

conclusion that reflects an identity.

Fourth, we now come to the critical relationship, which is no longer a logical or

tautological conclusion from axioms reflecting an identity appearing as automa-

tism,but is actually a requirementoraprecondition for the flows to integrateand to reproduce

the state of the economic departure in simple reproduction. It can bemet or notmet and

there will be simple reproduction, friction, shrinking or growth of the economy de-

pending on that.This requirement expresses a cross-relationship between the depart-

ments: All capitalists and workers of the investment department I, taken together
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(the capitalists I.a and I.b and workers La1 and La2) can only receive as income that

which department II-capitalists, without department II-workers,217 purchase from

department I.Marx stated the requirement as:

Iv + Is = IIc or

I(v+s) = IIc.

The requirement of this equality, which must be fulfilled for the flows to integrate

without friction, can also be written:

v1+ s1 = c2,

which is even more transparent and which we know already.218 Marx com-

mented: “Es ergibt sich, daß bei einfacher Reproduktion die Wertsumme v + m

desWarenkapitals I (also auch ein entsprechender proportioneller Teil des Gesamt-

warenprodukts I) gleich seinmuß demebenfalls als proportioneller Teil des gesamten

Warenprodukts der Klasse II ausgeschiednen konstanten Kapital IIc; oder I(v+m)

= IIc.”219 “Der Tausch I(v+m) gegen IIc bezeichnet die ökonomische Klammer, die

beide Abteilungen zusammenhält.”220

Summarizing simple reproduction, then, the surplus value of department

I-capitalists (i.e., their profit, which, in simple reproduction, they consume com-

pletely) plus the wages (or “variable capital”) of department I-workers must be

217 This is because department II-workers, like all workers, only purchase from department II.b.-

capitalists.

218 Following Hofmann (1979) page 69. Marx’s equations were possible for Marx because he con-

sidered the value sums of his expressions as equal. In Marx, this was so by necessity, given

that the respective values-in-exchange either came out of production while the same val-

ues that had gone into production (c, v), or had originated in production (s). However, the

reproduction schemes do not become futile for non-believers in the labor value theory if one

assumes that the value attributed by the market to the processed commodities is c + v + s (or

M’). Always remember that the notations can easily mislead a reader: The express values-in-

exchange incorporated in values-in-use, e.g., c2, in the last version of the equation, points to

goods that, before they have been sold to department I and transformed intomoney, exist in

the physical form of consumption goods (department II only produces consumption goods) even

though the subscript “c” stands for constant capital, equipment, and inventory, i.e., means of

production. v1+ s1 = c2means that the value-in-exchange of these consumption goods produced

by department II is equal with the value-in-exchange of the investment goods needed by de-

partment II, against which they will exchange.

219 Marx, Das Kapital, vol. II., MEW 24, page 401. Italics added.

220 Quoted according to the concise summary of Hofmann (1979) page 67. In the German lan-

guage “m” stands for “Mehrwert” which is surplus value or s.
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equal to the “constant capital” produced by department I-capitalists and purchased

by department II-capitalists. Less technically phrased, we might say: That which

department I-capitalists produce beyond what they need to maintain their level of

equipment and inventory must be equal to that which department II-capitalists

need to maintain theirs and it must exchange against what department II-capital-

ists produce as a means of consumption beyond what they need themselves; this

excess must also suffice to feed and otherwise provide subsistence to all members

of department I, capitalists and workers alike. Rosa Luxemburg quite correctly

observed that this quantitative relationship applies to every and all economies, includ-

ing pre-capitalist ones. The amount of labor must always be distributed between

producing investment goods and producing consumption goods in such a way

that enough consumption goods are being produced for those preoccupied with

producing investment goods; nobody else can do it apart from those producing

consumption goods. The amount of investment goods produced by the producer

of investment goods must be sufficient for those producing investment goods and

consumption goods. So, what Marx found was that Iv + Is = IIc or I (v+s) = IIc or v1+

s1 = c2 expresses a “general absolute fundament of social reproduction”.221Thetribes

of the Neolithic must have had some method, e.g., by tradition or myth, to allocate

their labor accordingly; otherwise, even if there are no floods, no droughts, and no

locusts and even if the weather was good, they would have suffered hunger at first

or not have had the necessary tools or seed later.Of course, ifmore is produced than

required, disregard for the “general absolute fundament of social reproduction”will

be less detrimental; it will onlymean that unnecessary excess production took place

in the respective department.

We can already say that it is quite nice to be able to express this abstract econom-

ically and socially necessary relationship,which gained prominence inMarxian the-

ory, in math – but will it also help us to understand whether enough employment-

generating spending is generated?Beforewe think about a conclusion,wemust look

at “extended reproduction”.

Extended reproduction

We know that M’-M or ΔM in the M–C–M’-notation is equal to s, Marx’s surplus

value. In simple reproduction itwas assumed that capitalist behave likeworkers and

completely “eatup” sor theirprofitsor that they,at least, refrain frominvestingapart

of them in additional equipment, inventory, or labor in the next circuit. In extended

reproduction, capitalists change this behavior and reinject a part of s into the next

circuit as c or v. There may be different reasons for why this is. They may have be-

come less attached to luxury,more parsimonious for religious reasons (in the sense

ofMaxWeber’s “protestant ethics”), greedier to increase their future profits, or they

221 Luxemburg (1966) page 56.
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may have been forced to do so to remain competitive. Whatever the reason, re-in-

vestment of parts of prior profits in additional equipment, inventory, and labor is

good news for employment and for the productive economy. Technically, s is then

split up into three parts, one part which goes into new additional equipment and in-

ventory,222 one part which goes into additional labor, and the remaining part which

they still consume.

This shift to extended production (accumulation or growth) puts the basic equa-

tion of simple reproduction, whichwe already know, (Iv + Is = IIc, or I (v+s) = IIc or v1+ s1

= c2), which defines the preconditions for integration in simple reproduction, under

stress.Theobvious question is whether a similar integration of flows can be achieved

in extended reproduction. In order to examine this, we give labels to the aforemen-

tioned threeparts of s,whoseuse changes:223Thefirst part, thepart capitalistsmight

add to investment in additional equipment and inventory beyond the old level c, is

sac (ac standing for accumulated constant capital, s reminds us that surplus value is

being used).The second part, the part of s that capitalistsmight use for additional la-

bor, i.e.,wagesbeyond theold level of v, is sav (avnowstanding for accumulated vari-

able capital). Finally, the third part, the reduced remainder of capitalist consump-

tion funds,which the capitalistswill continue to use for consumption (or at least not

reinject) in the subsequent circuit, is scr (cr standing for consumption remainder).

We can now insert this split-off with the new labels into the produce of department

I before accumulation begins. Instead of c1 + v1 + s1 this becomes:

on a departmental level:

c1 + v1 + sac1 + sav1 + scr1 (for department I) and

c2 + v2 + sac2 + sav2 + scr2 (for department II) or

on a sub-departmental level:

(sub-department I.a): c1a + v1a + sac1a + sav1a + scr1a

(sub-department I.b): c1b + v1b + sac1b + sav1b + scr1b

(sub-department II.a): c2a + v2a + sac2a + sav2a + scr2a

(sub-department II.b): c2b + v2b + sac2b + sav2b + scr2b.

222 As already noted on page 273, the reproduction schemes assume that requirements for

money, labor, and materials, etc. resulting from their operation will be available; hence, an

increase of production by capitalists will not be frustrated by a shortage ofmoney, materials,

or labor.

223 We use Hoffmann’s notation here, see: Hoffmann (1971) page 69. Please remember once

more that the produce of department I, including v1 + s1, is always “physically” (“stofflich“)

existing in the form of means of production and the produce of department II, including c2 +

s2, is always “physically” existing completely in the form of means of consumption.
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We can now also describe what happens when departments I and II attempt to ac-

cumulate or grow, hence to reproduce at an extended scale; we will do this on the

sub-departmental level.While the sub-departments do not absolutely have to accu-

mulate simultaneously, we shall initially assume that they try to do so. As stated,we

do not assume a shortage in natural resources,money, or labor,whichwould impair

this attempt:

Department I: Department I.a continues to buy its means of production, equip-

ment, and inventors, which must be substituted, c1a, as in simple reproduction,

from itself, i.e., also from within department I.a – there is no other place from to

buy them. However, it buys more from itself than it used to by the amount of sac1a

because it wants to grow in this circuit. In total, it thus buys c1a + sac1a.Department

I.b. also likes to grow in the same circuit. For this purpose, it would also have to buy

more fromdepartment I.a; it would buywhat it also bought in simple reproduction,

c1b, but in order to grow, it would have to increase its purchases by sac1b to obtain

c1b + sac1b. Furthermore, the two sub-departments of department I would have to

hiremore workers; they would, in addition to v1a and v1b, have to also spend sav1a +

sav1b on salaries for workers L1a and L1b; the workers, who receive these increased

salaries, stand ready to spend them in department II.b. Finally, the capitalists from

department I.a and I.b consumeat the reduced amounts of scr1a and scr1b by buying

luxury consumption from department II.a.

Altogether, department I would have funds available for purchases fromdepart-

ment II (added up on the aggregated departmental level) of v1 + sav1 + scr1.224

Department II: Department II cannot accumulate or grow except with the pur-

pose of producing more consumption goods, either for workers (department II.b)

of for capitalists (department II.a). For this purpose, department II-capitalists hire

new workers for both sub-departments II.a and II.b. and pay additional wages for

the (now larger) number of workers L2a and L2b. The amounts of single reproduc-

tion of v2a and v2b will, thus, be increased by sav2a plus sav2b. To pay these addi-

tional wages, department II-capitalists must reduce their own consumption by the

same amount of sav2a plus sav2b.Of course, the additional workers need additional

equipment and inventory and department II.a and 2.b-capitalists will, beyond c2,

spend more money for the means of production by which to produce the means of

consumption.The additional amount, which they intend to purchase from depart-

ment I.b.-capitalists, will be sac2a plus sac2b. Department II.a and II.b-capitalists

will continue to consume, but less; their consumption is reduced to scr2a and scr2b.

These lesser amounts flow to department II.a. Altogether, department II will have

224 V1 + sav1 + sr1 = v1a + v1b + sav1a + sav1b + sr1a + sr1b. The original or accumulated v-payments, of

course, flow there via the workers of department I who used them for the purchases of con-

sumption goods in department II.b.
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funds available left for purchases from department I of c2 + sac2 on the aggregated

departmental level.225

We have now set out the capitalists’ program from both departments who want

to accumulate simultaneously andwill go on to investigatewhether this fits together

without conflict or friction crosswise: As observed previously, department I would

have v1, sav1 and scr1 left in the physical form of the means of production, while de-

partment II would have c2 and savc2 left in the physical form of consumption goods.

Accordingly, v1, sav1 and scr1,which aremeans of production, still in the hands of de-

partment I-capitalists, would have to exchange against c2 und sac2, which are con-

sumption goods that are still in the hands of department’s II-capitalists. Marx ex-

pressed this necessity of extended reproduction, which is now neither an identity or tau-

tologynoranautomatism,but a true requirement, inwhathe called thebasic equation

of extended reproduction:226

v1 + sav1 + scr1 = c2 + sac2.227

Here comes the problem:

First,what department Iwishes to give away in kind asmeans of production (the

left side) goes down in extended reproduction; it is reduced by what department I it-

self wishes to use more of its self-produced means of production, hence, by sac1.

However, what department II wishes to buy in kind as a means of production (the

right side, its demand) goes up by the additional investment it desires to carry out

by purchasingmoremeans of production for the production of means of consump-

tion, hence, by sac2.There is, thus, a conflict: Department II wants more means of

production in kind; department I wants to give away less.

Second, what department I desires to buy as consumption goods goes down in

extended reproduction. In simple reproduction, department I bought consumption

goods in the value of v1 + s1 or of v1 + sac1 + sav1 + scr1. However, department I’s

capitalists now only want to consume scr1. Even if they must enable their workers

to consumemore than in simple reproduction, v1 plus sav1, there remains an overall

reduction of department I’s consumption by sac1228 (the same amount which de-

partment I invests in more additional means of production) in the end.

225 c2 + sac2 = c2a + c2b + sac2a + sac2b.

226 See Hoffmann (1971) page 69.

227 It corresponds to the basic equation of simple reproduction of Iv + Is = IIc, see on page 276

et seq.

228 Department I’s reduced consumption is redirected; there is an increase in the share of work-

ers’ consumption going to department II.b. and a (greater) loss of capitalists’ consumption

going to department II.a.
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And there is a third conflict as well: Department I wants lessmeans of consump-

tion in kind; department II wants to give awaymore.That is not then end of trouble:

Fourth, department II wants more means of production for means of consumption

from department II.b, but more resources are already absorbed within department

I by department I.a. the production of means of production for the means of pro-

duction.

There is, thus, conflict, friction, and stuttering everywhere instead of smooth

accumulation and growth. We shall leave the issue here for the moment and will

consider how bad the problem really is only later.

Russian revolutionaries, Rosa Luxemburg, and the reproduction schemes

The issue of whether, beyond analyzing proportionality matches, the reproduction

schemes could be used to examine limits to capitalist circuit closure became promi-

nent particularly in Russia at the turn from the 19th to the 20th century. Given the

underdeveloped state of its capitalism, Russian revolutionaries doubted whether it

could ever find sufficient employment-generating spending to take off and to grow.

The poor peasantry was not capable of buying a significant mass of products from

capitalist factories; the layers of capitalists themselves and the bureaucracy of the

tsar were too small. Hence, the narodniki believed that Russian capitalism would

need foreign markets or it would fail.Woronzov claimed the futility of capitalism in

Russia because of a lack of exportmarkets.Nikolai-on,a personal friend of bothMarx

and Engels, even observed that the role played by workers and by peasants as con-

sumers had decreased because of a reduction in the labor force and because capital-

ist production had deprived peasants of income opportunities from side activities.

He too considered foreign exports as a necessity, but doubted that Russian products

could be so well-positioned as to find sufficient buyers.229 Some Russian Marxists

also supported reasoning of this style with Marx’s reproduction schemes.

Russian “legal Marxists” opposed this view and believed in a successful develop-

ment of Russian capitalism. Struve believed that a sufficient number of “third per-

sons” existed, between capitalists and laborers, who would buy the products repre-

senting the surplus value, thereby allowing sufficient profit for capitalists. Bulgakov

also believed inRussian capitalism’s ability to develop independently of foreignmar-

kets.He tried to support this with the same reproduction schemes that the narodniki

hadused for the opposite purpose.Heparticularly pointed to the increase of depart-

ment I relative to department II,whichwould render capitalismpartly independent

of demand for consumption goods and set into motion a self-sustaining closed cir-

cle, in which “the solemarket for the products of capitalist productionwould be this

production itself”.230

229 Luxemburg (1966) page 244 – 260.

230 Bulgakov (1897) page 238, quoted after Luxemburg (1966) page 276, translation by the author.
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However, Bulgakov, does not, as Rosa Luxemburg remarks, explain where suffi-

cient buyers for themeans of production,whowould have to substitute the produce

of department II, are supposed to come from.231 Michail Tugan-Baranovsky, a third

Russian “legal Marxist”, even went beyond Bulgakow and saw Marx’s reproduction

schemesas theproof that “capitalist productioncreates amarket for itself”.232 Crises

in capitalism could, thus, ultimately only result from a lack of proportionality in ac-

cumulation.233 Baranowsky, thus, almost came close to reading Ricardo’s Law of Say

into Marx’s reproduction schemes.This called Rosa Luxemburg to the forefront. She

mocked “legalMarxists”who “showed the capacity of capitalist development in Rus-

sia so thoroughly that, by the same token, they proved the possibility of it existing in

perpetuity.”234

RosaLuxemburg, instead,proposeda theory,which sheplaces between thenaro-

dniki and Sismondi on the one side and theRussian “legalMarxists” andRicardo and

Say on the other.235 Both groups, she argued, did not explain “for whom extended

reproduction takes place”.236 She answers this question that, even if other theoreti-

cians “up to Marx” assumed the opposite, “the to-be-capitalized part of the surplus

value… cannot possibly be realized by the workers and capitalists themselves”.237

Rather the “romantic” skeptics of the possibility of capitalist accumulation had the

right feeling to look for “third persons”, for feudal landowners, militarism, the lib-

eral professions, or for foreign trade as “safety relief valve.”238 The “solution lies …

in the dialectical contradiction that for its movements capitalist accumulation re-

quiresnon-capitalist social formations as its environment,progresses inpermanent

metabolism with them and can only exist as long as it finds this milieu.”239 Luxem-

burg, thus, in the end240 explains the limits towhat,withMarx, she calls the “realiza-

231 Luxemburg (1966) page 269, 280.

232 Tugan-Baranovsky (1901) page 25, quoted after Luxemburg (1966) page 281, translation by the

author.

233 Tugan-Baranovsky (1901) page 231, quoted after Luxemburg (1966) page 283.

234 Luxemburg (1966) page 296, translation by the author.

235 Luxemburg (1966) page 338.

236 Luxemburg (1966) page 299.

237 Luxemburg (1966) page 320, 321.

238 Luxemburg (1966) page 321.

239 Luxemburg (1966) page 338, translation by author. She emphasizes also that the products

sold or “abgesetzt” outside of the two departments (op. cit. page 325) in a “non-capitalist

social environment” (op. cit. page 338) may take any form and will “correspond to the needs

of those non-capitalist circles, which help to realize it”, e.g., it may equally appear as cotton

or material for railways (op. cit. page 325). Luxemburg runs into the problem of how to dis-

tinguish “inside capitalism” from its outside environment; see e.g., op. cit. 322–324, 327–329.

240 To Luxemburg this limitation appears to be valid only with regards to the produce represent-

ing surplus value in extended reproduction, not to such produce in simple reproduction. In

her view, in “extended reproduction” all surplus value must be realized “abroad” or “outside
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tion” of a part of “the surplus value” with a limited absorption capacity of capitalists

and workers.241 This is, indeed, close to the interpretations provided by Sismondi

andMalthus.

The reproduction schemes and employment-generating spending

We now return to the reproduction schemes and ask: Can the challenges of the

mental exercises, which they entail, in extended reproduction in particular, ul-

timately teach us anything new about employment-generating spending beyond

what M–C–M’ could not? More specifically: From the study of M–C–M’ we learned

that if capitalists buy from each other that which represents the selling capitalist’s

surplus product, and pay for it by that which represents the buying capitalists’

surplus product, there would be no shortage of employment-generating spending.

This was confirmed by the study of simple reproduction at a more sophisticated

level, using split-offs of M’ into c, m, and s. Only in extended reproduction things

got more complicated because extended reproduction proved impossible in all

departments at the same time

But what happens if we jettison the assumption that accumulation or extended

reproduction must take place simultaneously? What happens if different depart-

ments or sub-departments are allowed to accumulate in an oscillating sequence? And

what if a certain amount of friction is admitted? Assume e.g., that sub-department I.a

has a technical lead and sub-department I.b. has to wait until department I.a. is

ready to sell its higher output to sub-department I.b.; why should that be a high-

caliber-problem? Furthermore, if, while department I, as a whole, accumulates and

employment-generating spending from department I to department II shrinks for

some time (resulting in an overproduction of consumption goods in department II

in the amount in which both departments refrain from consumption, i.e., by sac1 +

sac2), why should this shortfall of demand for consumption goods not possibly be

recuperated later after department I-capitalists have become more consumption-

friendly again? Even if some overproduced food is to rot, so be it!

In the end, it thus appears that Marxists have exaggerated the additional prob-

lems of circuit closure in extended reproduction (beyond the problem which also

exists in M–C–M’ and in simple reproduction) and, in a way, fallen victim to their

own strict mathematized notation. It is true that the observation of exchanges in

the reproduction schemes is less abstract than in M–C–M’ and that there are more

of capitalist circles” (op. cit. pages 339, 330), while the produce representing “constant’ and

variable” capital may not necessarily have to have the problem (op. cit. page 338, 339, 330)

241 Immediately after it was published, Rosa Luxemburg’s “Accumulation of Capital” got bad

grades from the most famous Marxist theoreticians of her time, e.g., Bucharin, Lenin, Hilferd-

ing, and Bauer. She answered in her “Antikritik”, written in prison, which was only published

in 1921, after her death.
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possibilities of conflicts and frictions. However, do we not know – even without the

exercise of the reproduction schemes – that baby animals can only grow into adult

animals by eating more and breathing more and that their stomach, digestion or-

gans, and lungs somehow manage to grow, even if not completely in lockstep, but in

some zigzag-motion? Systems do comeunder stresswhen they grow and they, thus,

need the capability to grow in a fluctuating, and unequal way and to endure transi-

tory overcapacities at one place and under-capacities at others.Why should the ex-

tremely resilient capitalismbe an exception? It is also an evident fact that capitalism

managed extended reproduction quite well, did it not? After all, whileMarx’s repro-

duction schemes are helpful as a mental exercise in Quesnayian analysis, Marx was

right not to try to use his departmental analysis to close the door for circuit closure.

***

At the end of our treatment of Marx we conclude that neither his labor value and

exploitation theory, nor his theory of the tendential fall of the profit rate, but his

early “general formula of capitalism” and his notationM–C–M’, whether in the split

up of M into c + v and of M’ into c + v + s, and in the language of the reproduction

schemes or not, offer the best connection point to a theory of employment-generat-

ing spending.These notations at least allows to phrase the problemhidden byQues-

nay’s axiomatic numbers, which surfaced in Sismondi’s and Malthus’, and which

was chewed back and forth in the third interpretation of Ricardo’s Law of Say, in a

more concise way: In a two-classes-model, capitalists must mobilize their expected

M’-M themselves in order to pay for their collectiveM’-M or profit; in a two-classes-

world, they are the only ones who can do this. From here we jump after the Great

Depression.

Section 8. Keynes: Firms’ deficient employment-generating spending
as deficient remedy for consumers’ deficient employment-generating
spending

John Maynard Keynes

With John Maynard Keynes, Michal Kalecki, andHyman P. Minsky we come to the final

part of our journey through historic contributions to the theory of employment-

generating spending. The three authors jointly treat firms’ productive investment

spending as the critical component and determinant for the activity in the economy

and employment.Their theories have to deal withmicroeconomicmotives, expecta-

tions, and decision making because individual firms, entrepreneurs, or capitalists

decide upon their investment based on their individual profit considerations.
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Keynes provided a macroeconomic basis by working out a novel liquidity-pref-

erence-theory of interest derived from uncertainty. Kalecki and Minsky enriched

and specified Keynes’ insights. Minsky, in particular, emphasized the relevance

of a broader spectrum of alternative investment opportunities and by adding his

financial instability hypothesis; therefore, today, Minsky probably represents the

most advanced theory of firms’ productive investment spending. Although all three

writers mainly think of the productive economy, and expect employment-gener-

ating spending and employment from it, all three have no sufficient distinction

between thewealth economy and productive economy or between investment in the

productive economy and investment in the wealth economy. For this reason, their

efforts do not come to full fruition.

Since the author got his first copy of theGeneralTheory in a bookstore in Shibuya

(Tokyo) in 1986, he has always enjoyed reading Keynes. He felt included in an in-

tellectual dream of another person with a great mind where ideas flow easily and

generously. Yet, unfortunately, as happens after dreams, it later often turns out that

not everything was as clear as it had appeared in the dream. Perhaps a bit sadly,

it also turned out that Keynes was, in fact, sometimes too easily satisfied with the

first treacherous clarity or he was so deeply in love with his spontaneous and cre-

ative thoughts that he did not want to expose them to the suffering brought about

by tough scrutiny in the cold light of day. Keynes was a man of great intelligence;

he lived a privileged, affluent, and respected life in a dandy-world amidst his at-

tractive Russian wife (a ballerina dancer, who had been painted by Picasso), elite

social groupings, such as the “circle”, occasional top level political responsibilities

and sometimes, so they say, gay love affairs. He may, thus, have considered him-

self relieved from the pedantic standards of schooled consistency which apply only

to lesser minds. What Hegel called the “Anstrengung des Begriffes” (roughly “no-

tional toiling”) and to what Marx appeared to have subjected himself desperately in

his search of recognition from the official academic world, was not something with

which LordKeynes preoccupied himself a lot,242 in fact, not even in a book,which he

calledTheGeneralTheory of Employment, Interest andMoney andwhich he announced to

shatter the science of economics. So, Keynes’GeneralTheory became yet another un-

finished great work, like Mahler’s 10th symphony, Heidegger’s Sein und Zeit or, yes,

Marx’s Capital. But what a great unfinished work it is!

Rightwing libertarian,Austrian economists,vonMisesand vonHayek,243 opposed

the General Theory from the beginning. Henry Hazlitt, an Austrian economist and a

leadingUSeconomic journalist of the time,attacked it fervently ina systematic com-

242 King (2015) page 77, writes “Keynes was never greatly interested in economic theory for its

own sake…”

243 E.g., von Hayek (1944).
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mentary in 1959.244Having livedaprofessional life as a trial lawyer, theauthor cannot

but appreciate argumentation which combines surgical attentiveness to detail with

a killer instinct and the application of heavy weaponry where circumstances allow.

That iswhatHazlitt did toKeynes (leavingmalevolentmisunderstandings,whichare

also there, aside). AfterHazlitt was donewreaking carnage onKeynes’ opusmagnum,

it looked as if an irondoor had fallen onto it.Unfortunately, apparent followers, such

as JohnR.Hicks,were notmuchmore helpful to the reception of Keynes’work.Hicks’

influential interpretation of Keynes, which appeared a year after the GeneralTheory,

only served to pull Keynes back into the neoclassical camp.This direction,whichwas

further pursued by AlvinHarveyHansen in the US, indeed, remained themain line of

Keynes-interpretation even if, somewhat embarrassingly,Hicks largely revoked the

IS-LM-diagram,245 the main result of his Keynes-interpretation, himself.246

With a view to notional, logical, argumentative consistency, admirers of Keynes,

HymanMinsky for instance, did not givemuch better grades toKeynes than his arch-

enemy Hazlitt had. Keynes’ work was partly “muddled”,247 Minsky wrote and his

“seeds never reached full fruition”. Instead, Keynes “embryonic scientific revolu-

tion was aborted”.248 Or: “The General Theory is a very clumsy statement. Much of

the old theory is still there, and a great deal of the new is imprecisely stated and

poorly explained.” Apart from a general lack of consistency, several other moments

at the time were not favorable to Keynes as a theoretician. States had always “inter-

fered” in the economy, even in the earliest days, e.g., in ancient Athens, Rome, and

China, long before programs of state interference had been systematized into “cam-

eralism” or “mercantilism”. Heavy state interference did not disappear in the hey-

days of British economic liberalism, but went together smoothly alongside British

Colonialism.249 Equally, the mass slaughter of World War I had only been possi-

ble because of massive state intervention in the economy and in what states mostly

did, on the international and national scenes, after World War I, e.g., the repara-

tion obligations in the Versailles treaty or the German government’s policies favor-

ing inflation,250 continued that route. World War I had discredited the liberal po-

244 Hazlitt’s work was published in 1959. Keynes had already died by 1946.

245 Hicks (1937) pages 147–159.

246 Hicks (1976) pages 135–151 (quoted after Minsky (1977) page 70, footnote 10). Hicks (1980)

page 139. The IS-LM-diagram is, nevertheless, still taught in many textbooks of today. See

Keen (2011) page 229–242.

247 Minsky (1975) page 67.

248 Minsky (1975) page 3.

249 As we shall see on page 394, even Smith praised the protectionist “Navigation Act”.

250 Piketty writes “…l’inflation est dans une large mesure une invention du XXe siècle. Au cours

des siècles précédents, et jusqu’à la Première Guerre mondiale, l’inflation était nulle ou

quasi nulle. ” Even after the introduction of new currencies, such as the Dollar in 1776 or

the mark in 1873 “…une foi les parités métalliques fixées, plus rien ne bouge. Au XIXe et au
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litical world view; rebellious mass movements grew, and the social catastrophes of

the German/Hungarian inflation 1923 as well as of the Great Depression in 1929251

encouraged more traditional political parties to shrug off limitations of economic

liberalism. In fact,many state bureaucrats had never fully believed in economic lib-

eralism in the first place. All of this evolved independently of Keynes’ book.The UK,

the US, imperial Japan as well as Hitler’s Germany and even the Soviet union,which

Keynes visited both,252 would have applied Keynes’s recipes, or similar ones, if the

General Theory had never been written. This widespread acceptance of Keynes’ pro-

posals rendered any in-depth scrutiny of his analysis superfluous–or at least, it was

not undertaken.War came.The practice of state-sponsored deficit-financed spend-

ing, thence, did not longer consist in innocently burying bottles with bank-notes

and digging them up again,253 but in destroying and burying cities (which would

only later be rebuilt again), all of this occurred in a tenfold, probably, “investment”-

volume than Keynes may have hoped for. A lot of things, thus, becamemore urgent

than checking the consistency of Keynes’ theory.That remained so until afterWWII

was over, but Keynes’ recipes appeared now to be vindicated by the state-led recon-

struction of the economies of the war-participants. The upcoming Cold War also

necessitated new, massive state interventions in the West and in the East. Shortly

before the Cold War was won, anti-interventionist or less interventionist or differ-

ently interventionist concepts, Monetarism, Thatcherism, Reaganomics, and Neo-

liberalism, raised their heads and Keynesianism ran out of steam. It lost its popu-

larity for the same reasons that it had gained it forty years previously, because it no

longer worked politically for the elites in a world of financialization and globaliza-

tion. Keynes was already dead for a long time and could not do anything about it.

So once more, there was no push towards “hammer(ing) out” a “transition from

the clumsy original [of Keynes’ theory] to the better, more elegant, and polished

statement of the new theory”,254 which Minsky had aspired. Nevertheless, Hyman

Minsky now basically took over the responsibility himself to “fill out what Keynes

début du XXe siècle, chacun sait bien une livre sterling vaut environ 5 dollars, 20 marks et

25 francs.” (Piketty (2013) page 171, details page 174).

251 In the Great Depression, Chicago-economists argued for expansionist monetary and fiscal

policies without this being integrated into the formulation of a theoretical concept of the

capitalist process (Minsky (1975) page 5).

252 Harrod (1982) page 365, 394 and 478. Keynes visited the Soviet Union together with his Rus-

sian wife in 1925, 1928, and 1937.

253 Keynes (1936) page 129. Keynes also mentions earthquakes and pyramid and cathedral build-

ing (pages 129, 131) and points to a problem of modern substitutes, which underly a more

functional rationality: “Two pyramids, two masses for the dead, are twice as good as one;

but not so two railways from London to York.” (page 131).

254 Minsky (1975) page 12, 13.
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discussed in a fragmentary and casual manner”.255 Keynes, he said, had changed

the focus of economic analysis. He had shifted it from a pre-crisis perspective on

resource allocation to the problems of aggregate demand.256 Keynes had found that

until full employment rules, aggregate demand defines the ratio of employed to em-

ployable resources257 and that investment demand, i.e., firms’ employment-gener-

ating spending, is the crucial part of aggregate demand.The“level of output and em-

ployment as a whole depends on the amount of investment,” said Keynes and Min-

sky labels investment in Keynes as “causa causans”.258 Or, as Minsky claims: “…the

core ofThe General Theory is the theory of investment”.259 This insight brings the fi-

nancial system into play.Thefinancial system is necessary for “capitalist vitality and

vigor” and “translates entrepreneurial animal spirits into effective demand for in-

vestment” (or it does not).260Therefore, inMinsky’s view, beyondwhatMarx did,we

need to take a step back to behind the investment M–C to the very procurement of

the moneyM in the M–C–M’-sequence, and to pass over from a mere “investment

theory of fluctuations in real demand”, as helpful as it already is, to a “financial the-

ory of fluctuations in real investment”.Minsky, thus, accentuated the role played by

wealth owner’s “desired portfolio composition and …financial relations in general”

and elevated portfolio composition to the “areas of decision where changing views

about the future can most quickly affect current behavior”.261 This is what Keynes

was already aiming at when taking a “Wall Street-perspective” or by resting his the-

ory “on a speculative-financial paradigm”.262 Accordingly, uncertainty must enter

into the argument, not only with regard to investors’ views concerning the prospec-

tive yields of the newly produced capital assets but also, and possiblymore crucially,

with regard to the liquidity preference and interest rate and their influence on al-

ternative investment opportunities and portfolio decisions.263We aremainly inter-

ested in the aggregate theoretical contribution of the thoughts of Keynes, Kalecki,

and Minsky (rather than in separating out their individual innovations), but shall

still begin with Keynes’ original argument.

255 Minsky (1975) page 60.

256 Minsky (1975) page 2, 7.

257 Minsky (1975) page 8.

258 Keynes (1937) page 221, reprinted in: Collected Writings XIV page 109 et seq.

259 See also Minsky (1975) page 92.

260 Minsky (1975) page 11.

261 Minsky (1975) page 55 and (1986) page 133.

262 Minsky (1975) page 55.

263 Minsky (1975) page 55.
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Entrepreneur economy, capitalism, and M–C–M’

Keynes starts his investigation, which he connects to Book VII of Malthus’ Princi-

ples,with the “economic organization” of society as it really is. It consists, as he says,

“on the one hand, of a number of firms or entrepreneurs possessing a capital equip-

ment and a command over resources in the shape ofmoney, and, on the other hand,

a number ofworkers seeking to be employed.”264 Keynes refers to this situation as an

“entrepreneur economy”.265 In the entrepreneur economy, “the starting up of pro-

ductive processes largely depends on a class of entrepreneurs who hire the factors

of production for money and look for their recoupment from selling the output for

money…”266 Or: “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 process.”267 In other words: “The firm…

hasnoobject in theworld except to endupwithmoremoney than it has startedwith.

That is the essential characteristics of an entrepreneurial economy.”268

WhatKeynes describes here hardly differs fromwhat Smith,Ricardo,Sismondi,

Malthus, and Marx had more customarily (and in a little less friendly a tone) called

“capitalism”; nevertheless, Keynes’ observations are utterly correct. Indeed, Keynes’

definitionof the essential characteristics ofhis entrepreneur economy is very close to

Marx’s M–C–M’-analysis.While Keynes kept a clear distance fromMarx in theGen-

eral Theory or even overstated his distance – his main reference was negative –269,

in lectures held in 1932, he more frankly acknowledged his theory’s material par-

allelisms with Marx’s: “The distinction between co-operative economy and an en-

trepreneur economy bears some relation to a pregnant observation made by Karl

Marx… He pointed out that the nature of production in the actual world is not, as

economists often seem to suppose, a case of C–M–C’, i.e., exchanging commodity

(or effort) for money in order to obtain another commodity (or effort). That may be

264 Keynes, Collected Writings, volume XXIX, page 63 et seq.

265 Keynes was partly working on a set of classifications for economies, such as barter-economy,

real wage economy, real-exchange economy, cooperative economy, entrepreneur economy,

etc. shortly before he published the General Theory, which he did, however, not use in the

end. See Keynes, Collected Writing, volume XIII, page 382 et seq., 408 et seq.; XXIX page 63

et seqs. 76 et seq., 87 et seq., 101 et seq.

266 Keynes, Collected Writings, XXIX, volume page 77.

267 Keynes, Collected Writings, volume XXIX, page 78.

268 Keynes, Collected Writings, volume XXIX, page 89. This forces Keynes to allow for the pos-

sibility of “a situation in which the marginal utility of output is greater than the marginal

disutility of effort”, which he regards as “a failure of organization which prevents a man from

producing something, the equivalent of which he would value more highly than the effort

it cost him” (loc. cit. page 101).

269 Keynes (1936) page 32 (“…underworlds of Karl Marx”).
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the standpoint of the private consumer.But it is not the attitude of business,which is

a case of M–C–M’, i.e., with parting with money for commodity (or effort) in order

to obtain more money.”270

Keynes “entrepreneur economy”271 andMarx’s “capitalism”, thus,both seefirms,

entrepreneurs, or capitalists as complementarily intertwining consumption-driven

C–M–C‘-circuits with a second type of circuit, i.e., profit-driven M–C–M’-circuits,

with a different entry point. They also both look at the circuits dynamically and on

a time axis. Moreover, in Keynes as in Marx, the entrepreneur’s first practical ac-

tivities are M–outlays for equipment and inventories or to workers. They also still

agree that the capitalist or entrepreneur make their M-outlays to receive the rev-

enues of M’ in return. Yet differences develop at this point. Keynes is much more

interested in the exact calculus, which operates in the entrepreneur mind and all

circumstances whichmay be of relevance here.Marx, of course, knew that not every

investment is profitable and even if surplus value was generated in production, that

it only physically “stuck” in the produce and still had to be “realized” through a sale,

i.e., turned into money form. Marx knew about crises too; he had lived through a

few of them in London, analyzed them, and was aware that they had to do with ex-

cessive production in relation to demand. Nevertheless,Marx’s capitalists were ba-

sically only focused on exploiting laborers, on increasing the technical composition

of capital, on increasing the absolute and relative surplus-value, etc. and they were

not too concerned about selling their produce, ultimately. Keynes had just experi-

enced theGreat Depression of 1929, a category of crisis thatMarx had notwitnessed

and saw the entrepreneur’s mind as the critical place: How would this mind func-

tionwhen the entrepreneurmadedecisions about investments?Howwouldhe build

his expectations – including on the salability and profitability of his produce? How

would he benchmark his expected profits against alternative investment opportu-

nities? Keynes developed a new theoretical repertoire to attack these questions; he,

270 Keynes, CollectedWritings XXIX, page 81. The omitted part of the quotation reads “– though

the subsequent use to which he put this observation was highly illogical”. Even though we

have omitted it, as Keynes obviously refers to the theory of labor value and exploitation,

which Marx uses to explain the M’-M gap, we fully agree with Keynes’ critical insertion. A

good rule of thumb to identify truth in economics might be: Look out where Malthus, Marx,

and Keynes agree! Steven Keen holds that if Keynes had used this argument from his lec-

ture in the General Theory that his argument against “Say’s Law” would have been so much

stronger that this could have changed Keynes’ reception and avoided the “Hicksian neoclas-

sical counter-revolution” (Keen (2011) page 218). Keen’s book appears to be the strongest left-

wing economics book in decades.

271 The fact that Keynes, eventually, did not mention the influence of Marx’s M–C–M’ in the

General Theory induces the comment that Kalecki and Minsky were equally rather shy to ad-

mit Marx’s influence upon their thinking – sometimes to a degree that violates scientific

rules and good taste. (Of course, a gentleman by the name of McCarthy or similar fears may

explain this). Keen (2011) page 218 makes a similar remark.
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in particular, had a “marginal efficiency of capital (m.e.c.)” battle against “liquidity

preference” leading to a strong or weak “inducement to invest”.

Keynes’ theory of firms’ investment: the inducement to invest

Rejection of “Say’s law”

In Book I of the General Theory, Keynes refers to what we called “Ricardo’s Law of

Say”. He calls it conventionally “Say’s law” and summarizes it as “supply creates its

own demand”.272 As this law was “equivalent to the proposition that there’s no ob-

stacle to full employment”,273 Keynes needed to do away with it to gain the space to

develop the GeneralTheory,which was exactly to examine and explain what happens

if the alleged law does notmiraculously generate full employment. Ricardo’s victory

over Malthus (and, hence, the triumph of “Say’s law” 274), said Keynes, was as com-

plete “as theHoly Inquisition conqueredSpain”.275 Keynes sidedwith losingMalthus

and deplored the results of Ricardo’s victory: “The great puzzle of effective demand

with which Malthus had wrestled vanished from economic literature…It could only

live on furtively, below the surface, in the underworlds of Karl Marx, Silvio Gesell,

or Major Douglas”.276 Keynes then preoccupied himself with what would have been

a non-issue under the dismissed law: “the pure theory of what determines the ac-

tual employment of available resources”, which has only “seldom been examined in

great detail.”277 On this journey, Keynes redefined, asMinskywould put it later, “the

problems of economic theory as the determination of aggregate demand”.278

272 Keynes (1936) page 18. He quotes John Stuart Mill’s, Principles of Political Economy, Book III,

chap. Xiv § 2: “What constitutes themeans of payments for commodities is simply commodi-

ties. Each person’s means of paying for the productions of other people consists of those

which he himself possesses. All sellers are inevitably, and by the meaning of the word, buy-

ers.”

273 Keynes (1936) page 26, Collected Writings XXIX, page 78.

274 Keynes (1936) page 18 et seq See also Keynes, CollectedWritings XIII page 422; CollectedWrit-

ings XXIX page 256 et seq Keynes wrote to Lerner on 16 June 1936 concerning an article by

Lerner on the General Theory: “There are two points which layed a considerable part in my

ownmental development, which you scarcely touch on. The first of these concerns the break-

ing away from the assumption in some shape or form of Say’s law. This could be described

as a re-discovery of there being a problem of the equilibrium of the supply and demand of

output as a whole, in short of effective demand” (Keynes, Collected Writings XXIX page 215).

Keynes also referred to the “powerful arguments” made by Malthus both inside and outside

of the General Theory, e.g., Keynes, Collected Writings XXIX page 81.

275 Keynes (1936) page 32.

276 Keynes (1936) page 32.

277 See Keynes (1936) page 4. Exceptions include Sismondi and Malthus. See on pages 221 and

seq. and 227 and seq.

278 Minsky (1975) page 2, 7.
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The marginal propensity to consume, the consumption gap, and investment

as a (dubitable) savior

If demand cannot be assumed to be available in sufficient volume per se,Keynes asks:

where does demand come from?279 Keynes begins with consumption demand: “The

outline of our theory can be expressed as follows.When employment increases, ag-

gregate real income is increased.Thepsychologyof the community is such thatwhen

aggregate real income is increased aggregate consumption is increased, but not by

so much as income…”.280 Increase in workers’ incomes, be it because formerly un-

employed people are brought into jobs or because of salary raises, will pretty much

wholly go into increased consumption spending, formore and better food, presents

to kids, new cars, furniture, travel, etc. If incomes fall, consumption spending will

be equally directly reduced. “Dis-hoarding depends”, Keynes rightly observes else-

where, “not on businessmen trying to get out of money into goods but on widows

trying to evade starvation”.281 Yet, well-earning humans will unlikely buy a second

or third gourmet dish per day, or a fourth, sixth or seventh private computer, car,

yacht, or residence etc., if their incomes rise, which will loosen the connection be-

tween rising income and rising consumption.

Now,what should the recipients of income increases,whodonot consumemore,

do with their additional money? Keynes’ answer is: They should make investments.

279 Particularly in Books I and III of the General Theory.

280 Keynes (1936) page 27.

281 Keynes, Collected Writings XIII, page 33. Keynes almost appears to wish to define what the

community is expected to consume and to invest as its “effective demand”. Why is expected

demand effective demand? It is because only expectations have effects on the investments

of entrepreneurs who derive their business plans and production plans from it. These are

the most important and quite real effects of expectations. What the community, sometime

later, in the C–M’-metamorphoses really buys or does not buy only vindicates (or not) the

amount of past investment, but has no more effect on past employment or unemployment.

That understanding of “effective demand” would, hence, be more specific than only point-

ing to the fact that purchase power must join the esoteric desire to consume a commodity

or service. In this book, we have decided to use “effective demand” and “effectual demand”

with two different meanings: “Effective demand” is expected demand only with effects on

business and production plans, investment-outlays M, and employment at the beginning of

a circuit. “Effectual demand” is real demand at the end of the circuit which vindicates (or

does not) such investments. Its “effectual” effects are the procurement of M’ or of the cash

in the entrepreneur’s pocket at the end. There are several clues that Keynes may have un-

derstood “effective demand” in this sense too. “The demand, which determines the decision

to employ people must necessarily concern itself with expectations” (Keynes, CollectedWrit-

ings XIII, page 602) or “Effective demand on this reflects the current expectation of actual

amount...” (Keynes, Collected Writings XIII, page 603); however, we do not insist to impute

our uses of “effective” and “effectual” demand onto Keynes who was neither seriously inter-

ested in notional issues nor, normally, consistent in the use of his terms.
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“Thus, to justify any given amount of employment there must be an amount of cur-

rent investments sufficient to absorb the excess of total output over what the com-

munity chooses to consume…”282 Investment demandmust fill the gap.Effective de-

mand D, says Keynes, is “the sum of two quantities, namely D1, the amount which

the community is expected to spend on consumption, and D2, the amount which it

is expected to devote to new investment”.283 “Hence the volume of employment in

equilibrium depends on (i) the aggregate supply function Φ, (ii) the propensity to

consume, x, and (iii) the volume of investmentD2.This is the essence of the General

Theory of Employment.”284 Keynes elaborated on this issue quite often. On 16 June

1936, hewrote to Lerner: “The second point whichwas important tomy own thought

was the discovery that, as income increases, the gap between income and consump-

tionmay be expected to widen…A higher level of income will only be possible with-

out loss to the entrepreneur, if the widening gap between income and consumption

can be filled. This can only be filled by investment. Yet it is evident that the requi-

site volume of investment is not necessarily there.”285 In 1934, Keynes wrote: “Con-

sequently, our habit of withholding from consumption an increasing sum as our in-

comes increase means that it is impossible for incomes to increase unless either we

change our habits so as to consume more or the business world calculates that it is

worthwhile to produce more capital goods.”286 Keynes attributed the great depres-

sion to a lack of investment.He lectured in Chicago in 1931: “…I feel, then, no serious

doubt or hesitation whatever as to the causes of the world slump. I trace it totally

to the breakdown of investment throughout the world.”287 However, entrepreneurs

being as they are, he also lectured in Chicago in 1931: “If our object is to remedy un-

employment it is obvious that wemust first of all make businessmore profitable. In

other words, the problem is to cause business receipts to rise relativity to business

costs.”288 Or: “And nothing, obviously, can restore employment which does not first

restore business profits. Yet nothing, in my judgment, can restore business profits

which does not first restore the volume of investment, that is to say … the volume of

orders for new capital goods”.289 Or, in February 1935 he wrote: “My solution, put in

a sentence, it is that, given the propensity to spend, demand is a function of the amount

of investment.”290

282 Keynes (1936) page 27.

283 Keynes (1936) page 29.

284 Keynes (1936) page 29.

285 Keynes, Collected Writings XXIX, page 215.

286 Keynes, Collected Writings XIII, page 490.

287 Keynes, Collected Writings XIII, page 358.

288 Keynes, Collected Writings XIII, page 362.

289 Keynes, Collected Writings XIII, page 355.

290 Keynes, Collected Writings XIII, page 516, emphasis added. In Keynes, thus, investment is

the savior of demand. But what if investment does not fulfil its responsibility as, e.g., “the
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Keynes is aware that a very serious problem is attached to trying to solve the con-

sumption gap with investment.We may only be kicking the can down the road. He

acknowledged: “Each time we secure to-day’s equilibrium by increased investment

we are aggravating the difficulty to secure equilibrium tomorrow”.291 Themore in-

vestment is used to create demand in order to maintain employment, the more it

will later crucially surface that investment ultimately serves consumption only; the

equipment and inventories produced may be hopelessly excessive compared to the

necessities of consumption and of producing consumption goods. Now, we must

ask: Is not this dilemma touched upon by Keynes here, so high-caliber and so poi-

sonous that it fatally renders all hope in investment as savior obsolete? Keynes left

this question, as others, unanswered, and did not venture further into this night-

mare scenario. He ignored that he had ultimately not solved the problem.Would it

not have to be paid forwith later brutal drops of employment at the day of reckoning

–when firms find no buyers for the increased volume of consumption goods,which

they will have to try to produce with the additional investment goods some day? Is

investment, thus, only an unsustainable, short-term strategy, that comes at a high

price?292 A concept not thought-through? Keynes moves on without ever answering

these questions.

In the entrepreneur’s mind before his investment decision

The General Theory describes circuits and there are several points at which circuits

can be entered. In book III, Keynes chooses an entry point a bit earlier than Marx.

In his “general formula of capital” M–C–M’, Marx picked the moment at which the

capitalist or entrepreneur departs with a sum of money as an investment, his M;

Keynes goes a step back towhen the entrepreneur ponders aboutwhat to dowith his

money293 and looks into the entrepreneur’smind before the entrepreneurmakes the

propensity to invest has been chronically weak”? Martin Wolf, in a Financial Times-commen-

tary, then points at “the bottom 90 percent” of the society and at “persistent fiscal deficits”

to do the job, both requiring to be “fueled by debt” (Wolf, Inequality is behind central bank

dilemma, in: Financial Times of 22 September 2021). We are back, where Keynes started: The

consumption gap results from the marginal propensity to consume with increasing income,

investment is the savior, but does not do the job, so we revert to those who have a high

marginal propensity to consume (approaching 100 %) but lack money and procure them

with money via debt.

291 Keynes (1936) page 105.

292 In this sense, Foley argues, with reference to Rosa Luxemburg, that: “Investment in produc-

tive capacity can be justified in the end only as way of producing consumption goods”. How-

ever, as workers’ “consumption becomes less and less important relative to total production.

How …can we imagine that capitalists will continue to invest large sums of money to create

productive capacity to meet shrinking final demand?” (Foley (1986) page 151).

293 Keynes is primarily thinking of an investment in the productive economy. This is apparent

when he speaks of “current investment” as “current addition to the value of capital equip-
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money-outlays.294 Humans, to make decisions, need a rationale underneath which

they can subsume information.The rationale for a merchant hero is to make profit

and to accumulate wealth. Starting with a money amount M, which is available to

him, he will venture through the oceans of values-in-uses (equipment, inventories,

labor), only to return homewith his ship filledwithmore cash,M’.295When he plans

this mission, he will have to deal with uncertainty and interest twice. Higher inter-

est raises the costs of the investmentby increasinghisfinancing costs and,generally,

raises the price level of supplies.Uncertainty affects the revenues of the venture and

its relation to the costs of the investment, Keynes’ m.e.c. However, uncertainty and

interest will also play a second role as the interest, which the investor could draw by

loaning out the equity-part of M and which he foregoes by investing it in his productive

business (risk adjusted), will benchmark the attractivity of his results, e.g., by dis-

counting future surpluses.296Thus, higher rates of interest work twofold against in-

vestment in the productive economy.

ment which has resulted from the productive activity of the period.” (Keynes (1936) page 62).

When he has “exchanges of old investment” cancel each other out, and defines “investment”

as “increment of capital equipment, whether it consists of fixed capital, working capital…”

that, too, confirms his general view of investment in the sense of a producive, employment-

generating investment. However, the above quoted expression reads in full “…increment of

capital equipment, whether it consists of fixed capital, working capital or liquid capital”

(Keynes (1936) page 75), which renders things less clear again. What is, in particular, “liquid

capital” supposed to be? Normally any money injection into a firm would qualify as “liquid

capital”, yet a money injection could also be used to merely buy a pre-existing asset. Un-

fortunately, we encounter this opacity at exactly the worst moment in Keynes, namely in

chapters 11 and 12 of the General Theory, which are elementary for his theory of investment

and his theory of firms’ contribution to producive spending.

294 We shall see that Minsky begins his observations even further backwards by examining of

how an entrepreneur got the money for prior investive drives.

295 With reference to Slotederdijk (2005) page 134: “Als Ware wirft sich das Geld auf das offene

Meer der Märkte und muss, vergleichbar den Schiffen, auf das glückliche Einlaufen in den

Heimathafen, das Besitzerkonto, hoffen; in der Warenmetamorphose is die Erdumrundung

latent mitgedacht…Durch die Rückkehr des schwimmenden Kapitals von der Fernreise wird

der Expansionswahnsinn zur Profitvernunft. Die Flotte des Kolumbus und seiner Nachfoger

besteht aus Narrenschiffen, die zu Vernunftschiffen umgerüstet werden.”

296 “It seems”, according to Keynes, “then, that the rate of interest onmoney plays a peculiar part

in setting a limit to the level of employment, since it sets a standard to which the marginal

efficiency of a capital-asset must attain if it is to be newly produced.” (Keynes (1936) page

222). Turgot already knew that investors in the productive economy will demand a surplus of

profit equivalent to their effort and risk over e.g., a sterile investment in land. See Faccarello

in: Faccarello/ Kurz (2016) page 76.
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Marginal efficiency of capital (m.e.c.): the numerator of the fraction

While Marx’s M–C–M’ departs from individual commodities, Keynes thinks big-

ger. In book IV of the GeneralTheory, he deals with machines who spit out M–C–M’-

circuits straight away, i.e., with investments in assets that already generate a series

of yields or quasi-rents.297 Once planning for such assets is completed,Keynes com-

pares the costs (which he calls the “supply price”) of the production of the M–C–M’-

machine or assetwith the expected future “annuities” resulting from the investment

(which he calls the “demand price” of the asset).298 Compared to Marx, Keynes’ two

money amounts, a smaller one, which is outflowing, and a larger one, which is in-

flowing, are aggregated and are capitalized to present values.299 Keynes then calcu-

lates the rate, by which the value (Keynes’ demand price) of the investment can be

discounted to its costs (Keynes’ supply price) and calls the calculated discount rate

the “marginal efficiency or capital”, often abbreviated as “m.e.c.”, including by Keynes

himself.300

Uncertainty, liquidity preference and interest rate:

the denominator of the fraction

While knowing them.e.c. of an investment may already suffice for an entrepreneur

to say “this sounds good – let’s go ahead” or “this is poor – let’s forget it”, Keynes,

though, adds a very significant moment. In book IV of the General Theory, he as-

sumes that investors’ decision-making is normally more complex than that. Before

they come to a definite conclusion, they also consider alternative investment op-

portunities. This obviously corresponds to today’s valuation theory, and here, once

more, Keynes moves beyond Marx. In the General Theory, Keynes’ considers mainly

that an entrepreneurwill benchmark hism.e.c. against receiving interest for loaning

outmoney (mainly the equity-part of hisM): “It is here that the rate of interest comes

in.The series of annuities in prospect canbe compared,after allowance for risk,with

the series of annuities over a similar term which could be obtained by lending out a

sum of money at interest.”301

In order for interest to take the crucial role it is afforded in Keynes’ work, the

theory of interest, though, had to be revolutionized:The classical school (in Keynes’

297 Although this is not explicit, we shall continue to assume that Keynes mostly means invest-

ments in the productive economy.

298 Keynes’ terms are a bit unfortunate and misleading. In our terminology, they would be costs

or value, if derived from Malthus, or M or M’, if derived from Marx.

299 This is also true for the asset’s “supply price”, at least if a new business is founded, as that

will take time and require a discounting of the costs as well. The discounting effect is less

material here.

300 Keynes, Collected Writings, volume XIX, page 113.

301 Keynes, Collected Writings XIII, page 452.
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use of the word) had held that the supply of capital and demand for capital regu-

late the interest rate as the price of capital. If economic activity was slow, such as

when in a slump, then demand for capital would drop, supply would increase and,

accordingly, interest rates would eventually fall.The classical school, thus, assumed

a benevolent built-in negative feedback-mechanism, through which a downturn itself in-

duceda recovery.Keynes challenged this idea of self-correctionwithhis novel theory

of interest.Hebeginsbydistinguishingdifferentmotives forwhypeopleholdmoney

in cash (which bears no interest). There is a transaction motive (people may need the

cash at times for transactions), there is a precautionarymotive to hold reserves in case

planned incoming cash flows do not arrive in time, but commitments from finan-

cial obligations must still be met.There is also a third, Keynes’ most important and

critical motive, which he called speculative motive. It attaches itself to a third part of

moneys, the part which is held in reserve in the expectation that financial assets drop in

value. This part of cash holding protects not only against suffering losses, but may

also allow for profit. He who has uncommitted money available in a slump has the

means to buy assets at fallen prices – in the hope to profit from a later rise in the

price level. Keynes calls the advantage of holding this cash, although it does not earn

interest or other cash inflows, liquidity premium, and he calls the inclination to hold

money for the speculativemotive the propensity tohoard or to save.Now:Thehigher the

uncertainty, the higher the advantage of holding cash (in the expectation of falling

asset prices); the higher the liquidity premium, the higher the liquidity preference

and the higher the interest rate will be too. Liquidity preference at a moment in time de-

termines the interest rate.Hence, in a slump, only a decrease in the liquidity preference

could pave the way to new investment. Quite unfortunately, though, liquidity pref-

erence increases in a slump (at least until the bottom has definitively been reached).

This is the most important point for Keynes. It gives his (formerly actually rather

conventional and non-controversial) theory of investment a surprising and worry-

ingmacroeconomic turn: ↑uncertainty↑liquiditypreference↑interest rate↓induce-

ment to invest.302 It follows that depressions and unemployment can become rather

stationary. In fact, positive feedback downwards can build up.The classical school’s

benevolent self-healingmechanism is an illusion, it needs a drop of liquidity prefer-

ence for a recovery. Uncertainty, in this context, is a purely qualitative phenomenon

that is affected by social psychology and all sorts of weird reflexive mechanisms. It

is not as foreseeable as risk is (which can be dealt with via expectation values and

302 We also mentioned the first effect of higher interest rates, which Keynes placed less empha-

sis upon. This effect, though – increasing the cost of the investment or M – will also reduce

the m.e.c. thereby also reducing the inducement to invest: ↑Uncertainty ↓expected future

excesses ↓m.e.c ↓inducement to invest.
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probability math303), but knows abrupt discontinuous changes; it is strictly nonlin-

ear and, if not outright chaotic, at least potentially fast-moving.304

The inducement to invest: the value of the fraction

In the GeneralTheory, the famous “inducement to invest”305 is the place in which the

marginal efficiency of capital (m.e.c.), representing the expectedprofitability of the pro-

ductive investment consideredmeets the interest rate, representing theprofitability of

the best alternative debt-investment (granting a new loan, buying an existing loan,

or possibly other alternatives). It can be seen as a ratio or as a fraction.Them.e.c. is

the numerator and the best possible alternative debt-investments, the benchmark,

is the denominator. Keynes has his entrepreneur, accordingly, calculate the value of

the fraction:

m.e.c

interestrate

That can be seen as a simple governor:The higher the value of the fraction, themore

likely theentrepreneurwill be toventure into the contemplated investment (ofwhich

Keynes primarily thinks of as a productive economy investment306).Keynes does not

elaborate on by howmuch the fraction must increase over 1 for there to be an effec-

tive or strong inducement to invest, so we leave it with ↑m.e.c. / interest rate ↑in-

ducement to invest.

The General Theory only and solely treats the interest rate as the denominator of

the fraction, but why should a prospective productive economy investor only look

at loaning out money at interest (or at buying existing debt) as possible alternative

investment, even though there are clearly several other sterile investment-alterna-

tives? For instance, why would he not consider purchasing pre-existing assets such

as land, real estate, stock or businesses, art, antiques, gold, crypto, etc. and benchmark the

rentability of the contemplatedproductive investment against their surpluses?Min-

sky will later make this point very big. He will argue that Keynes, in the GeneralThe-

ory, still “phrased his argument in terms of interest rates”, instead of “introducing

both the price of capital assets and the terms of money loans in his discussion…”.307

303 See Keynes (1937) page 109 et seq., page 112 et seq.

304 Keynes (1936) page 154–159.

305 Keynes (1936) Book IV. Obviously, there must be a risk adjustment in the calculation of the

planned surpluses leading to the marginal efficiency of capital.

306 To repeat: Keynes is not being very clear and consistent on this. See footnote 293 on page

295.

307 Minsky (1975) page 67.
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But Keynes himself, as Minsky acknowledged, would already somewhat move into

this direction very shortly after the GeneralTheorywas published.

Keynes’ evolution of the inducement to invest in the Viner-Rebuttal

In November 1936, only months after the General Theory first appeared, Jacob Viner

published a review in theQuarterly Journal of Economics.308 Keynes rebutted the argu-

ment in the same journal in February 1937.309 On this occasion he also shaped his

theory in the direction thatMinskywould later want him to go in. Accordingly,Min-

sky makes a great deal of Keynes’ response and refers to it as the “Viner-Rebuttal”.

But it is true,Keynes indeed gives a clear signal of the need for an evolution, a broad-

ening, of the “inducement to invest” in this rebuttal.

Viner had read Keynes’ novel theory of liquidity preference and interest against

the background of the conventional quantity theory of money. Based on it (M*V =

P*T;M=money volume,V = velocity, P = price level and T = number of transactions),

Viner interpretedKeynes in the sense that the liquidity preferencewould block some

money and that, consequently, the price level would fall according to the math of

this quantity theory.There was, then, according to Viner, not much new in Keynes.

Keynes replied that his point had not been that the propensity to hoard or the liq-

uidity preference would necessarily stock up idle money amounts as hoards, which

would only operate through the quantity of money-theory. Rather, his mechanism

would operate in a differentmanner: “(F)luctuations in the degree of confidence are

capable of having quite a different effect, namely, not inmodifying the amount that is

actually being hoarded, but the amount of the premiumwhich has to be offered to induce

people not to hoard.”310 Keynes would not expect “somuch in increased hoards”, but

that increased hoards would be avoided by “a sharp rise in the rate of interest”. “A

rise in the rate of interest is a means alternative to an increase of hoards for satis-

fying an increased liquidity-preference.”311 The effect or increased uncertainty and

higher liquidity premium and interest rates, hence, is that “…securities fall in price

until those,whowouldnow like to get liquid if they could so at the previous price, are

persuaded to give up the idea as being no longer practicable on reasonable terms.”312

On the occasion of this clarification, Keynes generally rephrased his argument

in terms of “asset prices”, as demanded by Minsky, by “introducing both the price

of capital assets and the terms of money loans in his discussion”, at least in part.
313 Keynes now sees rising interest rates’ influence on investments in the produc-

308 Viner (1936) page 109 et seq.

309 Keynes (1937) page 209 et seq.

310 Keynes (1937) page 216. Italics added.

311 Keynes (1937) page 211. Italics by Keynes.

312 Keynes (1937) page 211.

313 Minsky (1975) page 67.
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tive economy in an indirect way not yet mentioned in the General Theory. Compara-

tively high market interest rates would not only compete against productive econ-

omy investments, through the fractionm.e.c. / interest rate (assuming the alternative

investment would consist in making a loan or buying debt), but they would also force

assetmarket prices of pre-existing assets down, not somuch the prices for competimg in-

vestments in the denominator, but the prices for the considered investments in the

numerator, expressed in them.e.c.Keyneshad calculated them.e.c. as the “rate of dis-

count which wouldmake the present value of the series of annuities given by the returns

expected fromthecapital-assetduring its life just equal to its supplyprice”,314 henow

added that the present value of the annuities couldnever behigher than the “market cap-

italization” or the “prices of capital-assets”315 and, thus, allowed the fall of market prices

to indirectly influence them.e.c. “Themischief is done”, Keynes said in the Viner-Re-

buttal, “when the rate of interest corresponding to the degree of liquidity of a given

asset leads to amarket capitalization of that asset which is less than its costs of pro-

duction”.316 Or: “Capital assets are capable…of being newly produced. The scale on

which they are produced depends …on the relation between theirs costs of produc-

tion and the prices,which they are expected to realize in themarket.Thus, if the rate

of interest taken in conjunction with opinion about their prospective yield raise the

prices of capital-assets, the volume of current investmentwill be increased; while if,

on the other hand, these influences reduce the prices of capital-assets, the volume

of current investment will be diminished.”317

Hence, if present market asset prices fall, due to an increase of interest rates,

then the lowered asset prices will operate like a “ceiling” or a “cap” for the present

value of the future yields and the present value of the series of annuities will be lim-

ited by the present prices of capital assets.318This has the effect that loweredmarket

prices of pre-existing old assets demotivate new productive investment, even irre-

spective of their nominal future yields.Keynes, thereby, opens a newdevastating in-

road for rising interest rates to depress investment, not only via a competing higher

rentability of loaning out money, or another sterile investment in the denominator,

but already through a poorerm.e.c. in the numerator.

314 Keynes (1936) page 135. Keynes’ “supply price” is equal to “replacement costs” or production

costs of the investment, see ibidem. Italics added.

315 See Keynes (1937), to which we have also referred to as the “Viner-Rebuttal”, on page 211.

Keynes refers to “the prices, which they are expected to yield in the market” when the deci-

sion of the investment was made (ibidem).

316 Keynes (1937) page 211.

317 Keynes (1937) page 217, 218.

318 He also made the formal change to switch from comparing rentabilities to comparing asset

prices to costs. This formal change had no relevance as the old equation m.e.c. / interest rate

could also have been expressed as a fraction between two present values.
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The investment multiplier k

Yet another famous term found in Keynes’ General theory is the “multiplier” or “in-

vestmentmultiplier k”.We saw that Keynes believed that consumption does not suf-

fice to reward investment and employment. When employment does increase, he

wrote, “aggregate consumption is increased, but not by so much as income.”319 Ac-

cordingly, he was looking for ways for the “unused” income to return and to raise

demand. He came, like the Russian “Legal Marxist” Tugan-Baranovsky,320 probably

without Keynes awareness, to hope for capitalists’ exuberant investment demand

to substitute ailing consumption demand. However, Keynes added an interesting

idea here: Might investment not contain a turbo-charger-like mechanism, a positive

feedback-mechanism which would enable a small increment of investment to, ulti-

mately, bring aboutmuchmore income,more consumption, andmore investment?

Reasoningof this type is plausible and justified inprinciple because the economy

is a reflexive system in time. Exchanges may not exhaust their effects with the con-

sumption, and early small differences may, indeed, induce larger differences later.

Let us seewhatKeynesmakes out of his idea: If there is increased income, then some

part of the increase goes into consumption. Initially, Keynes appears to see this part

as the best one (if all income went into consumption, as in the case of Quesnay’s

classe des propriétaires, then circuit closure was guaranteed). Keynes defines the ra-

tio between this more beneficial, albeit deficient, consumption increment and the

whole increment of income as “marginal propensity to consume” (mpc).321This is a frac-

tion with a value < 1. He then takes this mpc to derive his “investment multiplier k”

from it.Thismultiplier is simply the inverse of the shortfall ofmpc to 1, i.e., 1/(1-mpc).

We note that the multiplier is, thus, defined by a moment coming out of the past,

which is relatively constant and which does not change much from circuit to cir-

cuit.322The investment multiplier’s effect on aggregate investment, hence, depends

on (i) the relatively constant marginal propensity to consume and (ii) the volume of

investment. Accordingly, in Keynes’ words, the multiplier “tells us that if there is an

increase in aggregate investment, income will increase k times the amount of the

increment of investment.”323

319 Keynes (1936) page 27.

320 See on page 283 et seq.

321 Keynes (1936) page 115. He sometimes also uses themarginal propensity to save; themarginal

propensity to consume and the marginal propensity to save add up to 1 (mps = 1 – mpc; mpc

= 1 – mps).

322 We can also foresee that the investmentmultiplier kwill fall with increasing income because

we already know that the marginal propensity to consume falls with increasing income; this

is less relevant in our argument, but it remains relevant for Keynes’ original idea.

323 Keynes (1936) page 115. Note that while the original problem is a shortfall of consumption

to income, a further increase of income is considered as solution. However, we know that

this secondary increase of income will only go into consumption to an even lesser degree as
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Let us, first, try to draw corollaries from this statement: If firms spend c-outlays

for equipment and inventories to supplier firms and v-outlays, salaries, to workers

(we assume that Keynes’ investment encompasses both), then it is evident that the

income of the two recipients goes up – by the precise amount of either c or v. The

multiplier can only operate if workers and firms do something with their addition-

ally received incomes in new circuits. In the first circuit, firms may give income to

other firms and workers. In the second circuit, the receiving firmsmay give income

to other firms324 and to other workers. Workers, with their incomes from the first

circuit, may also give secondary income to firms, but workers give no income to

other workers. There is, thus, asymmetricity. Workers only play ping-pong at one

table; firms play at two tables. The overall value of the multiplier must yet capture

the aggregate effect, which results from these asymmetrical exchanges (intra-ex-

changes being possible for one class, but not for the other) over a series of circuits.

Themultiplier k has to express the aggregate income effect that investmentwill have

over time or over a series of consecutive circuits, indeed over all future circuits, ad

infinitum.

Thismeans that everything is pure causality, like a wave leads to smaller consec-

utivewaveswhich add up to a certain series ofmovements or in video “Theway things

go”. Nothing has to do with the anticipation of the future, teleology. Moreover, the

Keynes’ multiplier appears to unspecifically apply to all kind of “investment”. Every

Pound, Dollar, Euro, Yen, or Renminbi seems as good as any other and there is no

care for the qualities of the investment, e.g., whether it is in newly produced goods

or whether it consists in purchases of stock, land, or debt, etc. (in our terms, it does

not matter whether the investment is in the productive or sterile economy).

Keynes’ statements about the quantitative power of the multiplier are mixed.

He partially says that the investment multiplier might multiply the initial increase

of investment in employment, as salary income,325 by a factor around 2, 3, or 5326 and

might theoretically go up to 10.327 Firms, hence, could create an additional amount

of income of 20, 30, 50, or even 100million money units by employing new workers

for 10millionmoney units; this is verymaterial. Such a leveragewould, indeed, flow

multiplier-generated income will not have a higher mpc, but a lower one. (The issue is not

crucial for our argument).

324 One must here abstract from the possibility that the first firm, where everything started,

makes a new additional investment, which sets into motion a second wave extending from

this firm. That second wave would have to be captured by applying the multiplier again,

which should be kept separate from the observation of the first wave’s journey.

325 Keynes speaks of the multiplier being 2 or 3 times the employment provided by a specific

new investment. Keynes (1936) page 121 et seq.

326 Keynes (1936) page 121 et seq., 128.

327 Keynes (1936) page 116.
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from thepockets ofworkers into consumption and,even ifKeynes lacks that distinc-

tion, it would also largely go into employment-generating consumption spending.

On other occasions, Keynes is more skeptical about the multiplier’s effect. Just as

Marx domesticated his “tendential fall or the rate of profit”,328 which pointed to dis-

aster in order to accommodate it to the fact that capitalism was visibly not collaps-

ing,Keynes domesticated hismultiplier,which points to salvation, to accommodate

it to the inverse fact that capitalism had, in the Great Depression, not shown the

powerful self-healing capacity which the investment multiplier promised. Certain

“adverse reactions”,he argued,often keep the “average value of themultiplier”much

lower than 2, 3, 5, or 10.Hementions increases of the rate of interest, confused psy-

chologyof thepublic, the incrementgoing to thebenefitof foreigncountries, the loss

of debt service of re-employed workers after they come out of debt-financed unem-

ployment, the lower propensity to consume of entrepreneurs, or even the worker’s

propensity to consume falling quickly with raising income as examples of such ad-

verse effects.329 He also says that the investment multiplier will work the better, the

lower the saving rates are, or the “poorer” the society is; thereby he reduces expecta-

tions as to what the multiplier can do for more developed countries, like the UK or

US, e.g. to avoid a second Great Depression.330

Another point is worth noting here: Whilst one would expect that the invest-

ment multiplier, to the extent that it works at all, should primarily increase income

following original private investment, Keynes mainly mentions it in connection with

public investment. So, he appears to consider his multiplier-mechanism not so much

as a mechanism of capitalist self-healing (which would render prosthetic public in-

vestment less necessary or obsolete), but as a mechanism that adds fuel to the fire

power for (the obviously still necessary) prosthetic state intervention.That leads to

the question of whether the multiplier applies to original, private investment at all.

This question must be answered in the positive (why not?). If so, though, Keynes

would be telling us something like: Support from the multiplier notwithstanding, which

creates more than the same amount of income out of an original increment of orig-

inal, private investment, investment in capitalism, is not powerful enough to close

the gap left by deficient consumption. However, the same multiplier still, which is

insufficient when applied to private investment, is a significant help to additional

“artificial” public investment. Is that what is left over? Finally, Keynes emphasizes

that themultiplier multiplies only the increment of investment, and the overall effect

may, thus, remain a “comparatively small amount of the national income”.331 After

this, the investmentmultiplier k remarkedly transmutes fromabig theoretical thing

328 See Marx, Capital, volume III, chapter 13 et seq.

329 Keynes (1936) page 119, 120.

330 Keynes (1936) page 120, 121, 127.

331 Keynes (1936) page 122.
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and great promise into amodest amplification of the benevolent effects of public in-

vestment.

We shall still take a further look at “the multiplier” to see what is wrong with it,

including at a deeper theoretical level. We refer to our examination of instances in

which economic units spend money.332 We saw that in order for an economic unit

to make the sacrifice of spending money, at least two conditions must be simulta-

neously met; the unit must have money and it must have esoteric demand which

involves the attribution of sufficient value-in-use to a commodity. It should be clear

that, except for money creation, money does not multiply in circulation, neither on

the way from a normal emitter to a recipient nor during its stopovers in the pock-

ets of either of them. There are things that multiply, i.e., which can be retained by

the emitter, but can still be forwarded to one or several recipients, e.g., knowledge,

information, infections, or illness. They can be given to others, but can still be re-

tained by the dispatcher. Even life can be shared without its emitters having to die,

but money cannotmultiply or propagate. It is an “either I have it or you have it” type

of thing. Actually, as systems theoretical sociology points out, this limitation alone

enables money to fulfill its function of dealing with scarcity.333 Payments increase

money-scarcity on the side of the emitter and reduce money-scarcity on the side of

the recipient;334 the sender loses the purchasing power in exchange for a commod-

ity; the same purchasing power is picked up by the receiver. Accordingly,wemay say

that money, in one circuit, has a “multiplier” of exactly 1.

Now,money canof coursebeusedand ismeant tobeusedmany timesbydifferent

people to enable a series of transactions, one after another, in sequence. What can

bemultiplied, is the frequency of the use of an existingmoney-stock.Themultiplier could,

thus, work via keeping money active for a greater number of circuits, in which it

serves, or by re-activating idle money.Themultiplier would, accordingly, be greater

where money is channeled into uses with more income-generating follow up re-uses. We

might also say that a multiplier might work through an increase of the “velocity of

money” (which obviously depends not on the physical travelling speed of coins, bank

notes, or of creditmoney entries, but on the quickness of the decisions to relaunch them

over several decision points or holders). This quickness in decision-making, how-

ever, depends upon properties of the recipients ofmoney after each circuit, on their

332 See on page 39 through 54.

333 Only money creation is an exception. Commodity money can be created by finding and min-

ing or by otherwise procuring gold or silver; credit money can be created by merchants or

private banks or the central bank and fiat money can only be created by the state or cen-

tral banks. If that happens, then money multiplies; beyond that, its stock and the spending-

enabling capacity of money, cannot multiply.

334 Luhmann (1988) page 194 et seq.
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“propensity” to forwardmoney quickly to other units.335 Had Keynes thought along

these lines (which appears to be the only sound option), he ought to have to search

for the “rapid-re-dispatchment units” and into whatmakes them inclined to re-dis-

patch money fast. As such, by examining fast re-dispatchment-favorable and em-

ployment-favorable uses, he might have discovered what this book calls employ-

ment-generating or producive spending, and unfavorable uses in what this book

calls sterile spending.However,Keynes doesnot offer a distinctionbetween employ-

ment-generatingandsterile spendingandhecannotuse it to explaindifferent veloc-

ities of money, from which a meaningful idea of a multiplier could be derived.That

is also why Keynes does not attempt a systematic analysis of why and how an incre-

ment of initial investment is supposed to bring about significant additional quanti-

tative effects. He cannot do this because he has no tools for that and he has no such

tools as he does not possess anything similar to ourMatrix I (on page 23) (consump-

tive-investive and sterile-producive). Furthermore,Keynes blocked himself off from

seeing the issue through theway he structured hismodel: As everything depends on

society’s aggregate “propensity to consume”,which comesout of thepast, and,while

it is slowly falling with increased income, remains rather constant for the moment,

there is just noplace for expectations andmotivations of entrepreneurshere.Keynes

greatly emphasized the role played by expectation (anticipation, prognosis,motiva-

tion etc.) as the engine of the economic system elsewhere, yet,with hismultiplier he

falls back into a solely causal narrative. Ultimately, as investment is neither primar-

ily ruled from the past nor by one single moment, there cannot be one singly past-

determinedmultiplier.

One prospect of an alternative conception of a “future-pulled” multiplier was

partially already implied in our critique. It might be possible to conceive of “pro-

ductive investment multipliers” to reflect how special kinds of productive investment

generate more productive investment in future circuits. In fact, one could even

include consumption and conceive of aggregate “producive spending multipliers” or

“employment-generating spending multipliers”. These ought to be either derived from

marginal propensities of different types of producive, i.e., employment-generating spending

or from different marginal propensities of different types of consumptive spending, e.g., to

erect new houses or factories or to employ menial servants, artists, greenkeepers

and the like.336 Mathematically, an aggregate “producive spending multiplier” or

“employment-generating spending multiplier” could be conceived of as the inverse

of the shortfall of themarginal propensity of producive spending (mpps) to 1, i.e., as

1/(1-mpps). This producive spending multiplier or employment-generating spend-

335 Workers with an assumed need to buy subsistence goods are the signature example – al-

though they also make sterile spending for debt service and rent.

336 Unless hoarded money is already a wealth asset.
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ing multiplier, thus, would increase in value with the marginal propensity to bring

about producive or employment-generating spending.

We still do not believe that even that kind of “multiplier-thinking” would be a

great theoretical aid to reflect on the economy’s systemic and reflexivemoments for

the reasons already given. In addition, as is implied in the numbers for the multi-

plier used by Keynes, the “waves” that themultiplier might generate, collapse rather

quickly, so that we have to – depending on the “aggregate propensity to generate

producive (or employment-generating) spending”–expectmultiplier’s effects to ex-

haust in a short time.This is so because ine ach circuit a certain part is sucked away

as “tribute” in the sterile economy and not consumptively or investively re-spend in

the productive economy.Worse still, some of the money, which stops at firms, may

be called back by wealth-owners and dispatched into the sterile economy, as a ster-

ile investment or for sterile consumption. The wave, ignited by initial investment,

quickly gets smaller and smaller and only a few circuits, say 3, will be relevant for

practical purposes.Whetherwealth-ownersmight simultaneously equip firmswith

the ability to make new productive investments is a different story; they certainly

never fund productive investments “just because they have the money”.The crucial

moment is, as Keynes so rightly teaches with his “inducement to invest”, whether

there are enough profitable productive investment prospects, given alternative op-

portunities.

Our summary of Keynes’ multiplier-reasoning is as follows: First, money does

not multiply, but can only be used more frequently and re-used more quickly, so a

multiplier-effect does not exist in the first circuit and can only come from subse-

quent circuits. Second, whether it comes has nothing to do with a near-constant

“mpc”, but continues to depend upon the theory of firms’ employment-generating

investive spending, i.e., on an (improved) version of Keynes’ theory of the “induce-

ment to invest”. The multiplier cannot overrule the determination of investment

by the inducement to invest, including in circuit 2 or 3 etc. Third, the sequential

circuits, beginning with circuit 2, will generate less and less consumptive employ-

ment-generating or investive employment-generating spending in each case than

the preceding circuits. This is best explained by the loss of tributes and other in-

vestitive and consumptive spending into the sterile economy.Themultiplier comes

down to observing how some outlays,which were dispatched from the wealth econ-

omy via firms’ employment-generating ports, into the productive economy, hence

to workers and supplier firms, will source future such investments and future in-

come in future circuits, provided that they do not sink back into the wealth econ-

omy.Keynes’multiplier is intellectually fuzzy, practically immaterial, and thewhole

concept (spending being a simple function of income, rather thandepending greatly

on expectations) is fallacious.
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Keynes’ identity/equality of investment and saving

I=S

We have previously observed Keynes setting out the “inducement to invest” as his

investment theory. Investment demandwould be triggered by entrepreneurs’ profit

expectations andwouldfill the gap left by insufficient consumptiondemand,at least

to some degree. More specifically, in this “investment theory of employment”337 the

decision about what part of financial funds available, or to be made available, went

into an actual investment depended on a calculus influenced by the m.e.c and the

interest rate. Investment, thus,was a function of the profitmotive and of the antici-

pationof anuncertain future inwhich alternative options to satisfy theprofitmotive

were battling against each other.

Keynes’GeneralTheory also dealswith an identity/equality of investment and sav-

ing (I = S) repeatedly and at great length.338 Quite obviously, if we split up this iden-

tity/equality into an I → S-direction and a S → I-direction, the latter direction may

come into conflict with Keynes’ prior “inducement to invest” theory of investment.

If saving always is, or becomes, investment wholly and automatically (or it is and be-

comes it again, is the same thing wallowing around), then what do we do with the

“inducement to invest” that appeared to explain when saving beomes investment?

Therefore, the question arises: Is Keynes – like Rauschenberg undid a De Kooning-

painting and Keynes himself, just moments ago, got into the risk of undoing his

“inducement-to-invest”-based investment theorywith the investmentmultiplier k–

now once more undoing his investment theory by his I = S? Is he filling the space,

337 See also “As I now think, the volume of employment (and consequently of output and real

income) is fixed by the entrepreneur under the motive of seeking to maximise his present

and prospective profits…; whilst the volume of employment which will maximise his profit

depends on the aggregate demand function given by his expectations of the sum of the

proceeds resulting from consumption and investment respectively on various hypotheses.”

(Keynes (1936) page 77).

338 The notions “identity” and “equality” are neither identical nor equal. They have a peculiar

relationship. Identity is more encompassing. Things may be identical as such, in general,

and they may be equal only in certain regards. The content of a container may be equal with

the earlier content of a jug, e.g., after the jug was poured into the container; the volume is

equal because the fluid is identical, but a volume of fluid in a container may also be equal

with another (either present or measured previously) volume, thanks to a mechanism that

measured the first volume and allowed the inflow of precisely the same volume of water

from a river, which is not the same fluid and, thus, obviously is not identical. Keynes never

clarifies whether he actually means identity or equality. If we can consider Keynes’ I = S as

resulting from his balance sheet or his national accounting view of an aggregated economy,

then the identity/equality ought to be a mechanical result of the “bilancia”-axiom, which

adjusts the volume of the capital side to a changed volume of assets on the asset side.

Accordingly, this would be a matter of equality rather than Identity.
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where his investment theory sits, with a second competing theory? Or is he modi-

fying it? If so, in what sense is this taking place? Or is there no contradiction? Fur-

thermore,what canwemake out of I = S at all? We shall deal with these questions in

the following sections.Beforewe begin, though,we shall admit that the answerswill

not be relevant for the progress of this book in either a positive or constructive sense.

Rather, the insights, at which this book hopefully arrives, could have been laid down

without anybody ever having stated that I was supposed to equal S.The sole, sound

justification for the treatment of I = S is, thus, to possibly help the reader to avoid

getting lost in pitfalls and in confusion, in which one is easily drawn away by I = S. Second,

the author has to warn the reader that he will lay down Keynes I = S as he under-

stands it best.My attempts to derive a fully consistent interpretation of quotes from

Keynes on I = S have failed. I felt that I would have to pull or push his quotes in one

or the other direction in order to ascribe a clear and precise content to his I = S or

that I would have ended up with an over-complicated text, which would almost be

unreadable. So, I shall put downmy views on Keynes’ I = S in straightforward theses

and leave it up to the reader to determine whether they want to delve into the com-

plexities and confusions in Keynes’ definitions themselves and to check whethermy

treatment ultimately does justice to Keynes.

First, where Keynes discusses I = S, he is in fact, without keeping them clearly

separated, dealing with two issues in two worlds. On the one hand, Keynes offers an el-

ementary balance model of national economies. The invention and gist of this side

of Keynes’ treatment of I = S consists of combining double entry bookkeeping with

substantial questions of national accounting in a consistent, albeit rudimentary,

way. In this context, Keynes uses the terms “investment” and “saving” as a part of,

as it is called today, some kind of “expenditure approach” to deriving the GDP, hence

‘inflows accounting’, similar to a profit and loss statement; in this context, he de-

rives the identity/equality I = S from there. However, Keynes’ main thread was to

understand employment in capitalism, in particular as it was influenced by invest-

ment, and he also uses I = S here. In this second context, investment plays a cru-

cial role as well (in fact,more so than saving even). Now, unfortunately,my thesis is

that Keynes does not manage to obtain control over these two different uses of the

term “investment” in the two different worlds. He does not define the “investment”

of the national accounting context and does not keep it clearly separated from the

“investment” of the theory-of-investment-and-employment-context. This is where

the main confusion, created by I = S, stems from (confusion will also arise from to

different uses of the term “saving”, as we shall see).

The second thesis is that Keynes’ identity/equality-theorem in the S → I direction

is neithermeant to undoKeynes investment theory nor does it result in this. Rather,

the “inducement to invest” survives I = S and remains Keynes’ main contribution to

the analysis of employment in capitalism.Hence, our previous discussion of the “in-

ducement to invest” remains valid too. It is, however, not easy to explainwhyandhow
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the “inducement to invest” can survive the identity/equality as S → I.This was prob-

ably not even clear to Keynes himself.

Third, the identity/equality I = S looked at in the I→ S-direction, as far as it does

not belong into the realmof national accounting, but is actuallymeant as a theory of

amacro-transmission, refers to an issue of equipping and re-sourcing. Yes, investment

generates saving elsewhere and increases the possibility of investment elsewhere;

invested money is not lost for the future of a capitalist economy; it returns and can

be reinvested over and over again. However, already Malthus rightly observed that

economic activity does not normally use the full capacities provided by the national

capital stock anyhow and took this observation as his point of departure. If, though,

too little is commonly made out of the saving that is already there, the most bene-

ficial increases of the capital stock will not greatly matter and have no capacity to

do away with the core-problem of the under-employment of the stock that existed

previously.

We shall now briefly look at these three points, one at a time.

National accounting – where Keynes’ identity/equality of “investment” and

“saving” (I=S) belongs

Balance sheets are drawn up per unit and per a point in time; they show a unit’s

stocks (of assets and debt) at a point in time.The story ofwhat happens between bal-

ance sheets dates is told by profit and loss statements. Balance sheets book transac-

tions twice, as assets on the asset side and as equity or liabilities on the capital side.

In national accounting, the profit-and-loss-view, looking at flows within time pe-

riods, via the three approaches to GDP-calculation (production approach, expendi-

ture approach,and incomeapproach) are evenmore important than stocks account-

ing. In order to set up abalance sheet, onemustfind, count, and value assets belong-

ing, in a defined sense, to a subject at a moment: You can then deduct that subject’s

liabilities; what is left over is its equity in business accounting and its net worth in

national accounting. In flows accounting, which must match stocks accounting in

the result, you count and value outflows and inflows and the positive excess is the

annual profit; in national accounting, the result is called – as influenced by the ex-

penditure view – “saving”. “Saving”, thus, is like equity or increments in equity, be-

reaved of all substantial value-in-use properties. It is nomore than a counter-booking

to whatever is accepted as having had an impact on the asset side or on liabilities

(with domestic liabilities being netted).339

339 National accounting automatically cancels out changes in ownership of assets and orig-

ination and destruction of liabilities, where the previous and subsequent owners or the

creditor and debtor belong to the same economy. Keynes writes in chapter 7 of the General

Theory: “If we reckon the sale of an investment as being negative investment, i.e., disin-

vestment, my own definition is in accordance with popular usage; since exchanges of old
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In order for assets to appear in balance sheets, theymust be considered as “exis-

tent” in a specific sense of accounting. Accounting rules determine the meaning of

such an “existence”. Sometimes it is also difficult to say when assets appear for the

first time (percentage of completion rules and other rules deal with this). Some use-

ful things are generally not capable of being entered as assets, e.g., the work force,

education, scientific or technological insights, etc. Rules also determine when as-

sets must disappear from balance sheets, e.g., by consumption; depreciation is an-

other way of consumption of equipment and inventories (and certain other posi-

tions), rules on provisions are a third way of value-annihilation.What has been an-

nihilated is no longer “there” on the balance sheet’s date; it cannot be entered any

longer, and down goes the equity or net worth as a right-hand-side-residual and so

does the profit or saving as result of the period.

Apart from their formal structures, reflecting the methodology of double entry

accounting, accounting rules, whether in commercial or national accounting, are

directed towards generating specific information. States are interested in knowing

their respective economy’s aggregate wealth and the value of the produce of a cer-

tain period, the GDP. The basic fact here is that what you have never produced (or

found or even robbed) is as little there as that which you have eaten up or that which

has been destroyed or depleted. If we look at a period, this leads to Y –C = S (Income

minus consumption equals saving). If the result S is positive, then this means that

there was an aggregate increment of net worth on the capital side in the respective

period because of the cumulative effect of changes in a great number of accounts.340

Theremaynowbemore or less equipment,more or less inventories, andmore or less

other wealth assets and cash.Theremay also be changes in external liabilities on the

capital side. Commercial profit and loss statements normally have no established

investments necessarily cancel out. We have, indeed, to adjust for the creation and dis-

charge of debts (including changes in the quantity of credit or money); but since for the

community as a whole the increase or decrease of the aggregate creditor position is al-

ways exactly equal to the increase or decrease of the aggregate debtor position, this com-

plication also cancels out when we are dealing with aggregate investment. Thus, assuming

that income in the popular sense corresponds to my net income, aggregate investment in

the popular sense coincides with my definition of net investment, namely the net addi-

tion to all kinds of capital equipment, after allowing for those changes in the value of the

old capital equipment which are taken into account in reckoning net income. Investment,

thus defined, includes, therefore, the increment of capital equipment, whether it consists

of fixed capital, working capital or liquid capital;” (Keynes (1936) page 75). We should note

that, accordingly, the remaining cash – “liquid capital” is investment in Keynes.

340 Like equity in balance sheets of private businesses, “saving” is a counter-entry to all sorts of

assets, such as money holdings, debt-claims, real estate, stocks, and equity participations

in firms or other valuables. The only way to increase assets without increasing saving to

also increase “liabilities to abroad”. It is, thus, not justified to read into I = S that all assets

entered into the national accounts beyond liabilities to abroad are spent on investment.
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special aggregating word or term for these netted aggregate changes; commercial

accounting is satisfied with the change being expressed as periodic profit or loss.

This is different in national accounting. National accounting has a special second

expression for the aggregated netted amount of changes on the asset side and in ex-

ternal liabilities.The same value, which is already known as “saving”, is re-baptized

from the perspective that it cannot be consumption (because then it would be no

more), and hence as “investment”.341 If that is so, then it follows, by necessity, that if

we deduct I from Y, we also receive C. If, however, Y – I = C and Y – C = S are both

valid, then it follows that I = S.342 So, Keynes can very plausibly state that I and S are

“merely different names for the same phenomenon looked at from different points

of view.”343

From this balance sheet-origin of I = S, it should be clear that there is no way to

use these terms “investment” (reflecting actions taken on the asset side and in ex-

ternal liabilities) and “savings” (showing their aggregate quantitative result on the

capital side) for a theory of economic activity and employment in capitalism. Such a

341 If the “marked space” of the distinction called “consumption” is “consumption”, then na-

tional accounting implies that its complementary “unmarked space” (non-consumption) is

“investment”.

342 Y–- I = C → Y–- I–- C = 0 → Y–- C = I. Hence, I = S. We prefer to show how the equality

results from the axiom that C and I are complementary. This, of course, requires a wide

definition of consumption. Not only must a voluntary or accidental destruction or decay of

assets be consumption (in the form of depreciation), but also a sacrifice to goods, etc.

343 Keynes, Letter to Harrod of 27 August 1935, Collected Writings XIII, page 551. The ab-

stract, notional, logical, and mathematical argument, which is normally given for the

identity/equality, runs: “Provided it is agreed that income is equal to the value of current

output, that current investment is equal to the value of that part of current output which

is not consumed, and that saving is equal to the excess of income over consumption – all

of which is conformable both to common sense and to the traditional usage of the great

majority of economists – the equality of saving and investment necessarily follows. In short

Income = value of output = consumption + investment.

Saving = income–− consumption.

Therefore saving = investment.” (Keynes (1936) page 63). Rather openly, however, this

argument does not tell us anything about a (possible) substantial macroeconomic rela-

tionship between whatever “investment” may be and whatever saving may be; it actually

does not tell us anything about the economy and investment or saving in it at all, but

it could apply to anything, given that it only draws conclusions from an axiomatic or

definitional presentation of quantities. (E.g., If “world” minus “God” makes 500 and “world”

minus “truth” also makes 500, then God must be identical truth, etc…). The “force” and

“logic” of the argument come solely from the in-built assumption that the two amounts,

which are deducted from the same other amount, are equal to one another.
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theory cannot be derived from a self-manufactured tautology or bookkeeping iden-

tity, but only from analyzing how firms, driven by profit motives – in an environ-

ment of complex impulses –put existing stocks or arriving flows into employment-

relevant and productive uses – much like Keynes had attempted in his investment

theory.

S→ I leaves Keynes’ investment theory (“inducement to invest”) intact

Accordingly, I = S, including as S → I, is structurally incapable of undoing Keynes’

investment theory, his “inducement to invest”. His insightful investment theory is

not endangered by I = S, but can instead be saved from self-demolition.This is what

Keynes wanted too. We have already given the main substantial reason why this is

so: I = S belongs in the realm of national accounting; it follows from the principles set up there

and only and exclusively applies there. It is not meant to state and, therefore, cannot

state, in the framework of a theory of investment and employment, that whatever

we call “saving” (alone or together with resources from other origins) automatically

becomes “investment” (of whatever type, productive or sterile).

Before the General Theory, e.g., in his Treatise on Money, Keynes saw the relation-

ship of saving and investment just asmost people on the street do:There are incom-

ing flows ofmoney, income Y,whichmerge with an already existing stock of money

or other wealth in a big basin, which stands ready for all kind of uses. A distinction

must then be drawn between a part of money, which is consumed out of this basin,

C, and the remainder of money, which is not consumed but instead stays there and

is saved for the moment, S. Saving means simply and only the negative act of not

consuming money for the time being (of, as Keynes correctly said, “not having din-

ner today”).344 Saving is, in fact,not a flowat all, particularly not a flowout ofwealth,

but an outflow, which does not happen, a residual between a mixed stock of pre-exist-

ing wealth and a prior inflow of income and an outflow of money for consumption.

Savedmoney stays for later uses while consumedmoney is gone.345

Here is a quote by Keynes that expresses this view: “Of the resources of the com-

munity earned or available within a given year, a certain part is saved, a certain part

spent and a certain part is kept, so far as the individual is concerned, in suspense– it

is kept as free resources to be spend or saved according to future circumstancesmay

determine.”346 While the definition is, as unfortunately is often the case in Keynes’

344 This is still so in the General Theory, see Keynes (1936) page 210.

345 As already touched upon, if money is consumed for long-lasting consumption goods, such as

cars or self-used dwellings, then one can argue that only the loss of value-in-exchange by

wear and tear is consumed while the remainder has only changed its form from money-

form into used car-form or resalable dwelling-form, but that is not decisive.

346 Keynes, How far are bankers responsible for the alternations of crisis and depression? in:

Collected Writings XIII, page 4 et seq., italics added.
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work, generally not very clear, it is at least clear in the regard, which is presently

crucial: Keynes saw the aggregate of “saving” and of “resources kept in suspense” as

a reservoir for future uses, including for employment-generating investments and

he assigned freedom to the reservoir-owners to decide on these uses.347That already

posited the structure that investors have access to and control over a larger sample

of available money/wealth and that employment conditionally depends upon how

the means in the reservoir are used by investors. Keynes maintained this reservoir-

structure when he lectured that “I see no hope of a recovery except in the revival of

the high level of investment… I suggest to you, therefore, that the questions towhich

wehave to bendour intelligences are the causes of the collapse of investment and the

means of reviving investment”348 – implying a need to activate349morewealth in the

reservoir (as potential investment into real, actual investment). In chapters 11–14 of

theGeneralTheory,350 in which Keynesworked out his “inducement to invest”-theory,

he continued to use the reservoir-and-subsample-concept as its base and showed

no intention to give it up.

Even after he had presented the identity I = S, that did not change.He still wrote:

“Saving and investment aremerely alternative names for the difference between in-

come and consumption”351 Alternatively: “I regard them as being merely different

names for the same phenomenon looked at from different points of view. Saving is

thenamegiven to a certain quantity looked at as the excess of incomeover consump-

tion. Investment is the name given to the same quantity regarded as the constituent

of income other than consumption…”.352 He did not want to pull out the rug from

underneath his theory of the “inducement to invest”. Rather, he expressly warned

against thismisinterpretation: “Butwemust not proceed from this inevitable equal-

ity to the plausible inference, which has been commonly drawn from it, that, when

an individual saves,he necessarily increases investment by an equal amount”.353 Still

347 It is less clear in two other regards: What is the difference between the “part …saved” and

the “part… kept, so far as the individual is concerned, in suspense… as free resources to be

spend or saved according to future circumstances may determine”? And where is “invest-

ment”? Is it part of “resources spent” or “part of resources saved”?

348 Keynes, An Economic Analysis of Unemployment. Lecture I “The Originating Causes of

World-Unemployment”, held in Chicago in June 1931 (Collected Writings XIII, page 349).

349 As we have stated previously, Keynes mostly thinks of investment as generally generating

employment, without expressly saying so. See footnote 293 on page 295.

350 Keynes presents his change of mind as merely a definitional issue (see Keynes (1936) page

77). Keynes’ novel identity/equality of investment and saving was also probably intended

to counter the classical argument that both would be adjusted by changes in the interest

rate. If they were identical or equal, then there would be no place for such an adjustment.

351 Keynes, Letter to Harrod of 27 August 1935, Collected Writings XIII, page 552.

352 Keynes, Letter to Harrod of 27 August 1935, Collected Writings XIII, page 551. Many similar

statements can also be found in chapters 6 and 7 of the General Theory.

353 Keynes, Draft Chapter 8, Investment and Saving, in: Collected Writings XIII page 477.
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Keynesdoesnot giveus a rational reasonwhyweshouldnot interpret I =S in the “for-

bidden” sense; themaster instructs his audience “not (to) proceed” from his equality

to the unwanted “plausible inference”, to allow his theory of inducement to invest to

survive, but he does not tell us how the apparent contradiction resolves.

Keynes returns to a discussion of saving in chapter 16 of the GeneralTheory, now

primarily in the theory-of-investment-and-employment-context. Here he gives us

further comfort that he did not want I = S to undo his “inducement to invest”. He

writes: “An act of individual savingmeans – so to speak – a decision not to have din-

ner to-day. But it does not necessitate a decision to have dinner or to buy a pair of

boots aweekhence or a year hence or to consumeany specified thing at any specified

date.Thus, it depresses the business of preparing to-day’s dinner without stimulat-

ing the business ofmaking ready for some future act of consumption. It is not a sub-

stitution of future consumption-demand for present consumption-demand, – it is

a net diminution of such demand.Moreover, the expectation of future consumption

is so largely based on current experience of present consumption that a reduction in

the latter is likely to depress the former,with the result that the act of savingwill not

merely depress the price of consumption-goods and leave themarginal efficiency of

existing capital unaffected, but may actually tend to depress the latter also. In this

event it may reduce present investment-demand as well as present consumption-

demand. If saving consistednotmerely in abstaining frompresent consumptionbut

in placing simultaneously a specific order for future consumption, the effect might

indeed be different.”354

Keynes explains why the fact that “an individual decision to save does not… in-

volve the placing of any specific forward order for consumption, butmerely the can-

cellation of a present order”355 is not overcome by some hidden abstractmechanism

that operates in the background.Here is where Keynes also comes the closest to the

distinction between sterile andproductive investment, as suggested in our book.He

declares “the absurd, though almost universal idea that an act of individual saving is

just as good for effective demand as an act of individual consumption, has been fos-

tered by the fallacy… that an increased desire to hold wealth, being much the same

thing as an increased desire to hold investments, must, by increasing the demand

for investments, provide a stimulus to their production; so that current investment

is promoted by individual saving to the same extent as present consumption is di-

minished”.356 He gives us two reasons why this criticized view is fallacious, the sec-

ond gets right to the heart of thematter: “Moreover, in order that an individual saver

may attain his desired goal of the ownership of wealth, it is not necessary that a new

capital-asset should beproducedwherewith to satisfy him.Themere act of savingby

354 Keynes (1936) page 210.

355 Keynes (1936) page 211.

356 Keynes (1936) page 211.
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one individual, being two-sided aswe have shown above, forces some other individ-

ual to transfer to him some article of wealth old or new.…These transfers of wealth

do not require the creation of new wealth – indeed, as we have seen, they may be

actively inimical to it.”357 After all, Keynes’ employment theory, which is largely an

investment theory of employment, clearly survives his I = S!

I→ S: Investment enables more investment

If there is a way to save Keynes’ investment theory from his identity/equality of S =

I (in the S → I-direction), we still cannot acquit Keynes from having contributed to

significant confusion. In fact, he has probably, at least partially, convinced himself

that he could use I = S outside of its natural national accounting turf in the theory

of capitalist investment and employment. If investment is triggered by an induce-

ment to invest, then this gives us motives (interests and expectations as causes) for

investment, but it does not tell us yet what investment does. However, investment

does do something. It is made for profit (and cost recovery) and, where it is suc-

cessful, investing firms will end up with just these recovered costs and the intended

profit, which will better equip them for new investments in further circuits. Before

that, supplier firms will have received c-outlays, which also has equipped them for

more future investments. This was a line of thought that Kalecki pursued with his

“profit quotation”, more or less, which had investment plus capitalist consumption

re-appear as profit.358 Keynes alsowrites in this sense, “S’ always and necessarily ac-

commodates itself to I.Whether I consists in housing schemes orwar finance, there

need be nothing to hold us back, because I always tracks S’ along with it at an equal

pace. S’ is not the voluntary result of virtuous decisions. In fact S’ is no longer the

dog, which common sense believes it to be, but the tail.”359 He concedes: “Thus it

might be truer to say that the amount of savings over a period of time depends on

the amount of investment, than the other way round”.360 In this sense, he also said

357 Keynes (1936) page 212. The first argument is: “It comes from believing that the owner of

wealth desires a capital-asset as such, whereas what he really desires is its prospective

yield. Now, prospective yield wholly depends on the expectation of future effective demand

in relation to future conditions of supply. If, therefore, an act of saving does nothing to

improve prospective yield, it does nothing to stimulate investment” (loc. cit.).

358 As we shall see, Kalecki will distinguish the two questions of a theory of investment and

of a theory of profit very clearly. See on page 322 and seq. and 325 and seq.

359 In this quotation, S’ is saving including the saving of entepreneurs from their Q. If E is the

amount of earnings without entrepreneurs profits Q, then it follows that E + Q = E ’

(total income) and E’ – F = S’ (see Keynes, Notes on the definition of Saving, in: Collected

Writings XIII, page 275, 276.) The quotation is from Keynes, Collected Writings XIII, page

276. King (2015) page 6, writes “causation runs investment to saving, not vice versa”.

360 Keynes, An Economic Analysis of Unemployment. Lecture II ‘The Road to Recovery’, held in

Chicago in June 1931, Collected Writings XIII, page 388. Hawtrey, in a letter, proposed an

example on how an increase of investment could create a tendency for savings to catch
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(mentioning profit as a source of saving) that “… the entrepreneurs’ profit increases

when the increase in investment is greater than the current economy and decreases

when the economy is greater than the increase in investment…the increment of in-

vestment is equal to the increment of profit plus current economy”.361

Keynes rejected Ricardo’s Law of Say, but he was still looking, in much the

same way as everybody else in fact, for something better to substitute it with

and to connect quantities in macroeconomic tubes. Specifically, he tried to connect

employment to “aggregate demand”. It is here thatKeynes’ expected tofindhis iden-

tity/equality of investment and saving to make the macroeconomic contribution,

which could substitute Ricardo’s Law of Say. He writes: “For the proposition that

supply creates its own demand, I shall substitute the proposition that expenditure

creates its own income, it is an income just sufficient to meet the expenditure.”362

Now, if it was not right to state that supply in general creates its own demand, then

it might be possible to state that investive spending would – at least – generate

resources for further circuits of investive spending, or that “investment creates its

own refinancing”. This was some kind of a theory of saving with a main thread that

the saving could be used for investment again and was, thus, at least not macroe-

conomically lost after one use or circuit. Investment, Keynes observed, does not

exhaust its power by generating employment in its first use; it can do the same

again and generate employment once more. The money will flow from the pockets

of the first-round-investing entrepreneurs into the pockets of the second-round-

entrepreneurs: from there, it will probably become re-united with other financial

means and can kick-start another beneficial employment-generating voyage–good

news for employment.363

Wehave found similar reasoning in other authors.Quesnay,most certainly, saw

the “dépenses” of all of his classes, investive plus consumptive, as simultaneously

re-sourcing the employment-generating spending of the classe productive and

stérile in future circuits. We have also abbreviated Malthus as saying that “costs

cannot buy value”. This formulation was put in a provocative, almost paradoxical,

form in order to stress that cost-outlays can never be sufficient to finance profits;

still, it silently implied that costs-outlays (payments of firms to supplier firms and to

up capital outlay and emphasized that there would be a discrepancy during an interval.

Keynes did not answer this interjection in specific. See Keynes, Letters from Hawtrey from

12 March 1935 and reply by Keynes on 14 March 1935 in Collected Writings XIII page 565,

566.

361 Keynes, Collected Writings XIII, page 277. It does not matter for us that the notions used

by Keynes are, once again, quite unclear.

362 Keynes, Collected Writings XXIX page 81 et seq.

363 In parallel, a similar beneficial process takes place with workers’ salaries. It differs in so far

as the laid-out salaries v will not go into investment, but into consumption.
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workers) would at least suffice to re-fund costs.The same idea can be found in Sis-

mondi and it could also be expressed in Marx’s M–C–M’ or reproduction schemes.

There can be no doubt that M-outlays, which flow to suppliers, hence c-outlays,

are their income, fill up their reservoirs, and that the aggregate reservoir of the

capitalist class’s savings enable new investive employment-generating spending.364

The same is true of v-outlays, which enable workers’ consumptive employment-

generating spending (with less intermittent time – they appear as saving only very

transitorily). The supplier firms and the workers receive money amounts c and v,

which are equal with the firms’ outlays, which can also be called M.365 The sale of

equipment or inventories by supplier firms and of labor by workers is also their

purchase by investing firms; to that end, “sale” and “purchase” are only different

names given thereto, only emphasizing the different views of either dispatchers or

of recipients of flows. Thus, we will subscribe to the idea pursued by Keynes (or in

Kalecki’s profit equation,whichwill be discussed further below) that investment not

only has conditional motives (and thus causes), but also consequences and results:

The amounts that investors have paid for their investment arrive at supplier firms

and workers with necessity and can be re-used.

This insight is, though, neither very new nor a great gain. Everybody who

thought about macroeconomics was conscient that payments for investment are

re-usable by the recipient for new investment once again. Moreover, the insight is

not crucial for capitalist investment and employment, unfortunately. The problem

with capitalist investment and employment is, as we said already, normally not a

shortage of capital stock; therefore, it is not very material whether it is increased

by “saving”. We end on a terminological side note: If we look at investment outlays

(c or v) in connection with a theory of investment, then it does not really make

sense to call them, when looked at as incoming amounts, “saving”. There is no

objection, as far as supplier firms are concerned, to calling them sales prices, sales

receipts, turnover or revenues; they are cost recovery plus profit, but what is left over to

source new rounds of investment will be cut short by consumption because Keynes’

entrepreneurs –much like Marx’s capitalists – consume.

***

364 This does not imply that there cannot be other resources.

365 The equality solely comes from the convention to value the purchased equipment and in-

ventories and labor at the sales or purchase price paid. If they were valued at the present

value of the investment’s expected future results, then they should normally be higher. If

they were valued following usual bookkeeping convention, depending on capitalization of

labor costs and depreciation, they might be, or soon become, lower.



Chapter VII. The structural deficiency of employment-generating spending 319

After all, Keynes honorably reintroduced the problems of Sismondi and Malthus to

economics after the Great Depression. He also offered a theory of a gap in aggre-

gate demand, caused by a propensity to consume, which was declining with ris-

ing income or wealth and which had to be complemented with investment demand

in order to stimulate employment. Things became self-referential at precisely this

moment; investment, a means of consumption, had to emancipate itself from its

serving function, thereby forgetting about this serving function, declaring its in-

dependence and autonomy, with only this erroneous hybris protecting the society

against deficient consumption demand, for themoment. Keynes hoped that his en-

trepreneur economy, driven by profit, would manage to detach production from

consumption to create employment.

Now, investing in the expectation of further investment, alsomade in the expec-

tation of further investment, meant building trust on the future being able to build

trust on the further-away-future, hence, on a virtuous cycle of trust. This, though,

onlyworks if all these future generations remainoblivious onproductive investment

ultimately only serving consumption, hence, that they will forget that the day of

reckoning in terms of a brutal consumption-test will be coming.While Keynes hon-

estly mentioned this fatal dilemma, which is innate in elevating investment being

construed as the savior for deficient consumption, he, thereafter returned to ignor-

ing it once again. But most problems do not go away by ignoring them, and there

is particularly no way to get out of the haunting shadow of this one. Profit making

with investment will run dry someday if the investment goods are not purchased

by somebody who can use them to produce consumption goods.Therefore, the nu-

merator-side of the fraction of the “inducement to invest”, the marginal efficiency

of capital in the business plans of Keynes’ entrepreneurs in investments goodsmust

someday be hit by a dramatic collapse.This will be the end of the bail-out by invest-

ment, debunking its remaining dependency on consumption; it will prove that the

artists in the investment-spiral have all put their hope in hot air only.

Second, Keynes has no way to notionally and quantitatively grasp the gap by

which “aggregate demand”, as he calls it, is deficient because of insufficient employ-

ment-generating consumptive and investive spending.He neither relates the prob-

lem to Marx’s notations M (c+v) and M’-M (s), nor, more crucially, applies a distinc-

tion between productive and sterile spending to these components. He also ignores

the methodological issues of circuit analysis.

Other than that, third, Keynes “inducement to invest” offers a fine and valu-

able theory, one which uses his microeconomic observations of investors’ calculus

to develop a macroeconomic theory of firms’ investment and, hence, of firms’ em-

ployment-generating spending (as a sub-sample of overall employment-generat-

ing spending). It plausibly describes investors’ decision-making and largely corre-

sponds to today’s insights in business valuation. In so doing, though, Keynes actu-

ally discoveredanovel impediment to investment.Hecancels out thepossibility for a
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depression to benevolently induce a recovery through an automatic fall of the inter-

est rate. Uncertainty, the new element operating via liquidity preference and rising

interest rates, does away with the possibility of a self-healing and Keynes, through

his innovation, actually worsened the prospects for investment to recover if it gets

into trouble; investment, therefore, becomes even more unreliable as a substitute

for consumption.

Keynes still underestimated the depressive effects of his discovery twofold. He

cannot ascertain that only truly employment-generating-investment enters into his

“marginal efficiency of capital” on the numerator-side of the “inducement to invest”-

fraction.This is so because he did not clearly and strictly limit the numerator to pro-

ductive investment but allows sterile investment to creep in; accordingly, his nu-

merator is too loose. The denominator-side of his fraction, which reflects competing

possible uses for money, which do not generate employment, on the other hand, is

too narrowbecause it does not include all possible sterile investments. In particular,

Keynes’ denominator only looks at debt-investments, but forgets about investment

in land, pre-existing buildings, stock, and pre-existing businesses (e.g., as private

equity),gold, crypto,antiques,art, etc.Forproductive investments to come through,

though, the numerator of the inducement to invest, i.e., them.e.c. of a contemplated

productive investmentwould also have to beat these.Therefore, overall, Keynes’ the-

ory, of when entrepreneurs will make employment-generating investments, if valu-

able and eyes-opening, is incomplete.Things are worse than he makes us believe.

Fourth, Keynes confronts his patient and willing reader with two irritating sur-

prises by almost pulling the carpet out fromunder the place uponwhichhis “induce-

ment to invest” rests. All of a sudden, he proclaims a theory of a multiplier that ex-

plains the relationship of first and second circuit investments (and third and fourth

circuits…) with a narrative that is essentially incompatible with the inducement to

invest. He also posits the axiom of an identity or equality of investment and saving

(I = S),which involves the same contradiction, albeit in an evenmore aggressiveway

in fact. So, he burdens us with two explanations toomany of firms’ investments and

leaves it up to his reader to save his “inducement to invest” against destruction by the

inventor himself.There is a clear parallel here toMarx overburdening his economics

with the theory of labor value.After all, likeMarx,Keynes cannot be said to have the-

oretically succeeded in the task that he set for himself, and like Marx, he became a

hero mostly to those who aspire his political solutions.

Fifth, there is another problem in Keynes’ thinking, which Keynes did not man-

age to control andwhichwill be consequential for the remainder of this book. Just as

Smith, in essence,has assumedmarkets for capitalist production tobe inexhaustible

primordial oceans, Keynes assumed private debt financing for public deficit spending to

be inexhaustible and did not think through the question of where the money for the

prosthetic employment-generating deficit spending would come from in the long

run. Marx pointed to the problems and limits of prosthetics financing to unfairly
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fight Malthus’ (and Sismondi’s) theory of a need of prosthetics for circuit closure;

Keynes made the opposite mistake and did not consider these limits.

Section 9. Kalecki: Only capitalists can save capitalists

Michal Kalecki

Michal Kalecki, a native Polish with Jewish origins, was an independent and cos-

mopolitical mind.He had a very interesting life as a scholar and world-touring eco-

nomic adviser, in war and peace, to different capitalist and socialist countries, even

if though his life also involved fleeing from theNazis and leaving the US duringMc-

Carthyism. Born in 1899, he studied engineering and mathematics in Poland. After

reading Marx, Rosa Luxemburg, and Tugan-Baranovsky,366 without ever formally

having studied economics, he first travelled through Europe on grants or self-fi-

nanced his way by teaching. He was in Stockholm when the General Theory first ap-

peared. Joan Robinson recollects what Kalecki told her: “Someone gave him Keynes’

book.Hebegan to read it – itwas the book that he intended towrite.He thought that

perhaps further on there would be something different. No, all the way – it was his

book. He said: “I confess, I was ill. Three days I lay in bed.Then I thought – Keynes

is more known than I am. These ideas will get across much quicker with him and

thenwe can get on to the interesting question,which is their application.Then I got

up”.”367

Soon afterwards, he arrived at the UK and spent time at several universities,

including Cambridge and Oxford. Although he made friends with members of

Keynes’ Cambridge circle, Joan Robinson, Richard Kahn, Maurice Dobb, and Piero

Sraffa, he had only one “cold” meeting with Keynes himself in 1937. Although she

was close friends with Keynes, Joan Robinson still acknowledged a precedence of

Kalecki’s work over Keynes’ work in major regards.368 Kalecki remained in the UK

during World War II, teaching and working as a statistician in the war economy.

After the war, he took on tasks in Montreal and New York and worked for the UN

and US institutions until McCarthyism made him return to communist Poland in

366 López/Assous (2010) footnote 2, page 226.

367 Robinson (1977) page 8, 9.

368 She writes on the major contents of Keynes’ theory: “Michal Kaleck’'s claim to priority of

publication is indisputable. With proper scholarly dignity (which, however, is unfortunately

rather rare among scholars) he never mentioned this fact. And, indeed, except for the au-

thors concerned, it is not particularly interesting to know who first got into print. The in-

teresting thing is that two thinkers, from completely different political and intellectual

starting points, should come to the same conclusion. For us in Cambridge it was a great

comfort.” (Robinson (1966) page 337).
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1955. Thereafter, he worked for Israel, Mexico, India,369 France, and Cuba, partly

from Poland and partly within these countries, until he died in 1970.

The theory of firms’ investments as missing a “central pièce of… economics”

and as a “central pièce de résistance of economics”

Like Keynes, Kalecki had incorporated Marx’s contents (Keynes had used M–C–M’,

while Kalecki employed the evolutionary formof the reproduction schemes) and like

him Keynes had avoided the pitfalls of Marx’s labor value and exploitation theory.

Both men had also remained outside of the circles of orthodox Marxism, commu-

nist, or socialist parties and of sectarian leftists. Alike Keynes, Kalecki saw invest-

ment as a crucial substitute for deficient consumption demand.

Furthermore, in Kalecki, much like in Sismondi, Malthus, and Marx,370 the

working class ultimately contributes nothing to capitalist’s profits; it only pays back

to capitalists, in an eternal recurrence of the same, the salaries, which it has re-

ceived from them, for consumption goods. Let us follow Kalecki’s argument in a bit

more detail: Salaries are paid out to workers by all departments or capitalists, but as

workers have to spend theirwhole salaries on consumption and can only do so to the

department in charge of workers’ consumption goods, the salary spending of the

aggregate capitalist class rather promptly travels back to this specific department.

The capitalist class, thus, as we already saw in Marx’s reproduction schemes, in the

aggregate, through all its departments, pays out an amount that is recollected by

one of its departments. The costs are recovered and the contribution to aggregate

profit is zero.Therefore, salaries can never increase capitalists’ profits.371

369 López/Assous (2010). On Kalecki, see also King (2015) page 11.

370 In Marx, it contributes by creating surplus value, which capitalists can appropriate, but it

does not crucially contribute to realizing the surplus value by buying the produce, which

it represents.

371 “For the understanding of the problems considered it is useful to present the above from a

somewhat different angle. Imagine that following the Marxian “schemes of reproduction”

we subdivide all of the economy into three departments: department I producing invest-

ment goods, department II producing consumption goods for capitalists, and department

III producing consumption goods for workers. The capitalists in department III, after having

sold to workers [Kalecki means: to their workers of department III, GW] the amount of con-

sumption goods corresponding to their wages, will still have left a surplus of consumption

goods which will be the equivalent of their profits. These goods will be sold to the workers

of department I and department II, and as the workers do not save it will be equal to their

incomes. Thus, total profits will be equal to the sum of profits in department I, profits in

department II, and wages in these two departments: or, total profits will be equal to the

value of production of these two departments – in other words, to the value of production

of investment goods and consumption goods for capitalists.” Kalecki goes one step further,

writing that “the production of department I and department II will also determine the
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Salaries render profits possible for the dept. II.b-capitalists,372 but they remain

neutral in generating profits for the capitalist class in the aggregate. Even if work-

ers spend their whole income reliably – as Kalecki said “workers spend all they re-

ceive”373 or “workers don’t save”374 – they are not the ones to provide value to pay

for the surplus produce. Thus, in Kalecki’s work the capitalists are the only ones

left charged with doing the critical buying, which enables profit. Others before him

have stated this too, but thanks to his engineer-minded rereading of Marx’s repro-

duction schemes, Kalecki makes the point more strongly andmore stringently than

expressed anywhere else.The solution to the problem of circuit closure definitively

lies in the hands of capitalists alone.They must buy their own produce at profitable

prices in order to validate their own investments. Capitalists must drag themselves

out of the swamp by their own bootstraps.

Now, while Kalecki made this point very clear, he also admitted that during his

lifetime no theory of firms’ investment existed which would have convinced him.

Let us look at his critique of Tugan-Baranovsky’s investment theory: Even if all in-

vestment is rewarding for the capitalist class in the aggregate (because of Kalecki’s

profit equation – see the following section), this does not mean that all investment

is also profitable for the individual capitalists whomake it.They are only interested

in their own profits, not in the profits of their fellow capitalists. What is “to the ad-

vantage of a single entrepreneur does not necessarily benefit all entrepreneurs as

a class”.375 Therefore, the proof that investment is good for the capitalist class as a

production of department III if the distribution between profits and wages in all depart-

ments is given. The production of department III will be pushed up to the point where

profits earned out of that production will be equal to the wages of departments I and II.

Or, to put it differently, employment and production of department III will be pushed up

to the point where the surplus of this production over what the workers of this department

buy with their wages is equal to the wages of departments I and II.”
787

(Kalecki (1933, 1954)

page 80.) Note the following: We said that the reproduction schemes can be presented

with two, three, or four units, while we have chosen four units [I.a.(means of production

for means of production), I.b. (means of production for means of consumption), II.a. (means

of consumption for capitalists) and II.b. means of consumption for workers). Kalecki uses a

three-unit-model for capitalist firms here: producers of means of production (I), of means

of consumption for capitalists (II) and of means of consumption for workers (III). This can

be extended to a four-unit-model if we distinguish between producers of means of pro-

duction for means of production (I.a.) and producers of means of production for means of

consumption (I.b.), with departments II and III then becoming II.a and II.b In Capital volume

II, Marx basically uses a two-unit-model only.

372 Kalecki calls our II.b.-department producing consumption goods for workers ‘department

III’, but this difference is only terminological.

373 Kalecki (1937) page 35.

374 Kalecki (1937) page 36.

375 Kalecki (1935) page 26.
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whole, is no theory of investment yet; such theory ought to explain why an individ-

ual capitalist might invest. Thus, writes Kalecki, Tugan-Baranovsky’s theory “rests

on an error that what may happen is actually happening…” and he blames Tugan-

Baranovsky because he “does not show at all why capitalists in the long run are to

invest to the extent which is necessary to contribute to full utilization of productive

equipment.”376 Alternatively, as Kalecki states: “Tugan considers the possible use of

the national product created by full employment of the productive forces as the ac-

tual fact …”. Therefore, his theory is not “wrong”, but it is “completely unfounded”.

The challenge remains “in order to give an answer to this query… construct a theory

of investment decision…,which I always considered to be the central problem of the

political economy of capitalism.”377

Kalecki did make efforts of his own towards a theory of investment.378 He in-

vestigated capitalist’s investment behavior in business cycles379 and came to see a

virtuous circle, in which the investment rate and the derivative of the previous in-

vestment rate fromthepastmightdetermine thepresent: “It follows that investment

at a given time is determined by the level and rate of change in the level of invest-

ment at some earlier time”, hewrote.380He also reflected that “investment decisions

(are determined) by, broadly speaking, the level and the rate of change of economic

activity.”381 What Kalecki says here is certainly true, at a certain stage of analysis.

The past does have an impact on future investments by establishing certain techno-

logical, economic, and social preconditions in industries, capital, institutions, con-

sumerpreferences,etc.These earth-grounded facts cannothelpbut influence expec-

tations about the future, including those of investingfirms.The speed anddynamics

of economic activity witnessed yesterday – and of their changes and derivations –

also matters here. However, Kalecki himself ultimately did not consider this effort

satisfactory and quite rightly.He admittedly remained unhappywith the state of in-

vestment theory, including his own, until the end of his life and recapitulated that

the “determination of investment decisions… remains the central pièce de résistance of

economics” (without evenmentioning Keynes).382

376 Kalecki (1967) page 147 (italics by Kalecki).

377 Kalecki (1967) page 148 (italics by Kalecki).

378 Kalecki (1943, 1954) page 110 et seq.

379 These subjects appear in the titles of many of his articles and in the introduction to his

Selected Essays on the Dynamics of the Capitalist Economywritten shorthly before his death. He

admits that while his “theory of effective demand (was) already clearly formulated in the

first papers (and) remains unchanged in all the relevant writings… there is a continuous

search for new solutions in the theory of investment decisions” (Kalecki (1971) page viii).

380 Kalecki (1943, 1954) page 124.

381 Kalecki (1968) page 165.

382 In his last article on the subject, see Kalecki (1968) page 165.
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We believe that Kalecki was misled, possibly by his engineering background, to

look out for a theory of investment that would explain present investment from the

past with the help of some complex function, e.g., one comparable with a theory of

waves that build up and interact or a theory of the dynamics of gases.Webelieve that

the interference of human minds dealing with uncertainty, including with the un-

certainty resulting from the reflexivity that other humans deal with the exact same

situation, ismuch stronger than any causation chains from the past. To this end,we

side with Keynes’ inducement to invest and Minsky’s later evolution thereof, even

though Keynes was not free of the same fallacy when he slipped into the idea of a

multiplier and of an identity of I = S in the S → I-direction, as we observed, which

also featured causation-style types of answers. But while the correct expectation-

driven or motivation-driven style maintained the upper hand in Keynes, this ap-

proach is less undeveloped in Kalecki; he searches for the theory of investment in

the wrong place of past-based causality and takes the insufficiency of his attempts

there to signify his general defeat in a theory of investment.

Kalecki cannot have believed in Keynes’ “inducement to invest”-theory either.

Not only he continued to mourn the lack of a theory of firms’ investment but, while

he survived Keynes by 24 years, never made a attempt to use Keynes’ “inducement”-

theory, not even as raw material, to build such a hitherto outstanding investment

theory.UnlikeMinsky later,Kalecki alsomadenoeffort to further evolve the“induce-

ment to invest” in the direction of the Viner-Rebuttal.The reasons for this are prob-

ably the same as those provided above: Kalecki was essentially going after a theory

whichwould explainwhen thepotentiality of investment becomes a reality of invest-

ment with engineer-like causes or mathematical functions, running from the past

into the future and not, like Keynes, on the basis of uncertainty and expectations

about the future. It is also telling that Kalecki made no effort to use Keynes’ multi-

plier or Keynes’ identity of saving and investment in the S → I-direction for a theory

of investment, although they have mechanistic causal moments which were gener-

ally closer to Kalecki’s preferred theory design.The reason for this omissionmay be

found in Kalecki’s aforementioned critique of Tugan-Baranovsky. It may have been

clearer to Kalecki than it was even to Keynes that Keynes’ identity of saving and in-

vestment, when read in the S → I-direction, was only a theory of refunding and had

no potential to analyze whether the funds would actually be used for investment or

not. Kalecki likely also felt that his own “profit equation”, to which we turn in the

following, provided a superior theory of the funding of investment.

Kalecki’s macro-transmissions: “Investment plus capitalists’ consumption

equals gross profit”

Kalecki’s famous profit equation is investment plus capitalists’ consumption equals gross

profit, which one might abbreviate (Concap + I = P). Here we encounter a sourcing-
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related style of teaching, which, as mentioned previously, is functionally close to

Keynes’ identity/equality of I = S in the I → S-direction.While Kalecki felt that a con-

vincing theory of firms’ productive investment had not been developed until the end

of his life, which dealt with Keynes’ identity/equality of I = S in the S → I-direction,

he was still quite satisfied with his “profit equation” which dealt with it in the I →

S-direction.

The profit equation certainly considers what happens after firms make actual

investments. It looks at typical recurring exchangesof capitalists, andat their effects

on amacroeconomic level. It does not reflect uponwhen capitalistswill invest or how

much – insofar it misses themost crucial macoeconomic question –, but it does tell

us that it is good it they have invested and even quantitatively measures how good it

is. Strangely enough, future investment, still comes into play, as the old investment

fills the pot, like in poker, for other capitalists, which are lured to also invest. First

moversmust invest, to prepare thegroundand todrawsecondmovers into investing

too; Early investments of some enable gross profits of the aggregate capitalists’ class

as a whole.This obviously must be read before the background, taught elsewhere by

Kalecki, that only capitalists can provide the profits for capitalists and to keep the

wheels turning.383 However, Kalecki does not think in terms of teleology or moti-

vation – capitalists have no interest in the profit of their colleagues – but rather in

terms of mere factual effects: as the invested money arrives somewhere else, the fi-

nancial means are supplied for others to profit.Therefore, even bad investments are

good for the capitalist class in the aggregate; they too can be turned into other cap-

italists’ additional profits. An investment, which goes wrong for the investor him-

self, who may have made no profit and even gone bust, still not only employed and

fedworkers, but alsomunitioned suppliers whowill have their outlays returned and

mostly also receive profit on top. Investment, which is bad for the investing capital-

ist as it is unprofitable, is still good for the capitalist class generally! Now, the same

applies to capitalist consumption, which was never meant to generate profit for the

consuming capitalist anyhow. Macroeconomically, it is always like a blown invest-

ment; the fact that consuming capitalists get satisfaction out of consumption, but

not out of failing investments, is not a relevant economic factor.

In order to arrive at his profit equation, Kalecki used an approach similar to

the “theory of business cycles”, or so he at least said in an article written shortly

before his death in 1970.384 He identified proper flows, captured them in defini-

tions, anddetermined the relationships and causal influences between them. In this

way, he sought out macro-transmissions, like Keynes and Marx had, the latter in

his reproduction schemes. Already in an article written in 1933, Kalecki had chosen

“gross real profit” as the critical “output flow” and he would remain attached to this

383 See page 322.

384 Kalecki (1968) page 165.
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term throughout his life. He then chose investment and capitalists’ consumption

as his most important “input flows”385 and connected the three by his profit equa-

tion. Kalecki ran his profit equation, “gross profit equals investment and capitalists’

consumption”, in both simplified and in more developed versions. In his simplified

version, he abstracts from taxes, government spending, and foreign exchange. “In-

deed”, he writes, “in our simplified model, profits in a given period are the direct

outcome of capitalists’ consumption and investment in that period. If investment

increases by a certain amount, savings out of profit are pro tanto higher.” Or “…in-

vestment, once carried out, automatically provides the savings necessary to finance

it.”386 Capitalists forward to other capitalists the means for additional investment

and for capitalists’ consumption in several ways: “…if some capitalists increase their

investment by using for this purpose their liquid reserves, the profits of other capi-

talists will rise pro tanto and thus the liquid reserves invested will pass into the pos-

session of the latter”; accordingly some capitalists’ profits may come directly from

“liquid reserves” or from the prior saving of other capitalists. However, they may

also come about indirectly through bank loans: “[A]dditional investment”, Kalecki

goes on to claim, “is financed out of bank credit [and] the spending of the amounts

in question will cause equal amounts of saved profits to accumulate as bank cred-

its”.387 What began as a bank loan to one capitalist, coming from the deposits of

another capitalist,388 ends up as profit for yet a third group of capitalists – and likely

into their bank accounts again.

Kalecki asked himself expressly in what direction his equation “gross profit

equals investment and capitalists’ consumption” operates: “What is the significance

of this equation? Does it mean that profits in a given period determine capitalists’

consumption and investment, or the reverse of this? The answer to these questions

depends on which of these items is directly subject to the decision of capitalists.

Now, it is clear that capitalists may decide to consume and to invest more in a

given period than in the preceding one, but they cannot decide to earn more. It

is, therefore, their investment and consumption decisions, which determine the

profits and not vice versa”.389 Hence, as implied in Keynes, albeit more clearly, in

Kalecki, investment and consumption are the dog and profits are the tail. Alterna-

tively, we might say that investment and capitalists’ consumption are the call and

profits are the answering echo, or that profits are the explosion in the cylinder and

profits the rotations of the shaft, or that investment and capitalists’ consumption

385 Kalecki (1933) page 1.

386 Kalecki (1933 1954) page 83.

387 Kalecki (1943, 1954) page 84.

388 Ignoring bank credit money creation for the moment.

389 Kalecki, The Determinants of Profit (1933, 1954), in: Selected Essays on the Dynamics of the

Capitalist Economy, 1971, page 78.



328 Gerhard H. Wächter: The Capitalist Economy and its Prosthetics

are the rain and snow in the Himalayas and profit the swelling of the Ganges river,

etc. Kalecki in his profit equation is clearly only concerned with what comes out

of investment; hence, if we draw the comparison with Keynes’ identity/equality in

the I → S-direction again, he speaks about the Concap + I → P-direction of his profit

equation, but it has no application vice versa.That direction ought to be covered by

the (as yet lacking) theory of investment.

Evidently, the terms “investment”, “capitalists’ consumption”, and “gross profit”

require elucidation. Like Marx, Kalecki lived in a two-class world in which wealth

owners and entrepreneurs are merged into capitalists. Wealth owners do not ap-

pear separately; they do not consume and do not draw wealth revenue of their own,

e.g., rent. Everything happens either between capitalists (who also consume) or be-

tween capitalists andworkers (exchanges betweenworkers are also excluded).Every

investment implies that capitalists take one of two roles, either as investor-capitalists

(operating in the M–C-leg of their circuit) and or as supplier-capitalists (operating in

theC–M’orC’–M’-leg of their circuit); the investors-capitalists’ paid purchase prices

will be the supplier-capitalists’ collected sales prices. If we include consumption,we

may say that one side’s outlays, capitalist’s investment and consumption, become

sales, turnover or revenues of the other side.This way, we, though, do not yet arrive at

“profits” and at the equation “profits = investment plus personal consumption of cap-

italists” or “gross profits = gross investment plus capitalists’ consumption”.390 So far,

we have rather justified why sales (turnover or revenues) equal investment plus per-

sonal consumption. This appears unavoidable because sales, turnover, or revenues

are not profit but a part of sales prices only recover outlays or costs.

Yet, Kalecki uses a change of terminology to avoid a contradiction here. Profit

in his equation is not simply taken to mean “profit” but some extended, coarse, rough,

or gross version of profit: “Gross profit”, he defines, is the “aggregate real income of

capitalists including depreciation per unit of time consisting of their consumption

and saving”.391 Hence, depreciation is included. Kalecki confirms this when he also

defines “gross profits”, from the perspective of an individual enterprise, as the “dif-

ference between the value of sales and prime costs”.392 Inventories should include

“prime costs” – and they are to be deducted from sales in order to arrive at “gross

profit”.

Kalecki’s equation, accordingly, is not dealing with “pure” profit, as in Marx’s

M-M’, or with “earnings”, e.g., in the sense of the conventional accounting and re-

porting-termsof “earnings”,“earningsbefore taxes”,EBT,etc.,buthe is instead talk-

ing about “pre-depreciation profits” or “earnings before depreciation”. We may ask

390 Kalecki (1943, 1954) page 83 et seq Italics added.

391 Kalecki (1933) page 1.

392 Kalecki (1937) page 36.



Chapter VII. The structural deficiency of employment-generating spending 329

whose depreciation Kalecki thinks of and try to relate it toMarx’s v, c, and s.The sup-

plier-capitalist receives a payment, which for him is M’.That is not his profit, given

that he has had to incur labor costs v, which must be deducted. He also has costs

for inventories, which must be deducted (we may call them c/inv). Then, there is a

final part of c left, the part for depreciation of equipment (which wemay call c/dep).

Kalecki quite obviously wants the supplier-capitalist’s c/dep to be a component of

his “gross profit”.What Kalecki is looking at, could, thus, alternatively be called the

supplier capitalist’s cashflow minus costs for inventories and labor. This is the value that

Kalecki primarily uses to study the economy’s macroeconomic wheels.

Kalecki moves from his simplified model to his general one by allowing for for-

eign trade, state taxation, budget deficit, state expenditures, and workers’ saving.

He emphasizes that only export surpluses (not just exports, but export minus im-

ports)393 increase capitalists’ gross profits. Increases of government indebtedness

also have this effect; they are like “domestic exports” and are functionally equal to

trade surpluses.394The “general equation for profit” then becomes: gross profits net

of taxes equals gross investmentplus export surplusplusbudgetdeficitminuswork-

ers’ savings plus capitalists’ consumption.395

Now, does Kalecki and his profit equation teach us something new about the

theory of firms’ investment (or about their employment-generating spending)?How

does the equation relate to Keynes’ identity/equality? Does it give us anything that

goes beyond it? Kalecki teaches us that capitalists’ investment and consumption

are good – from the perspective of employment and the modern master drama –

in the aggregate. Investments and capitalist consumption will never be lost, even if

becomes useless for the individual capitalist who originally made it. This idea was

already present in Keynes’ identity/equality, partly more encompassing (as salaries

and workers’ income was included from the beginning), partly in a narrower sense

(as capitalist consumption was not). Let us compare the situation to a pre-money,

pre-economic form of subsistence procurement. Assume that a neolithic commu-

nity makes an effort to erect a dam to irrigate an area for agriculture. The dam

breaks, so the effort was in vain. Now translate the event into capitalism. In both

cases, the physical results of the efforts are gone and the physical damage (in terms

of deaths, resources used, etc.) is the same. Yet while It may be very difficult to

re-build the motivation for a second effort in the neolithic subsistence community,

that is quite different in capitalism. While the merchant heroes of the first effort

are bankrupt, somebody else now sits on Keynes’ saving or Kalecki’s gross profits.

The motivational system’s independence from values-in-uses in a money economy

393 Kalecki criticizes Luxemburg for confusing the two. See Kalecki (1967) page 152.

394 Kalecki (1934) page 16, 18.

395 Kalecki (1943, 1954) page 82. If Kalecki were to assume, as he mostly does with justification,

that workers do not save, then the deduction of such savings can be omitted.
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proves utterly robust, one might even consider calling it “anti-fragile” with Nassim

Nicolas Taleb.396 Capitalists, it seems, hold an instrument in their hands (their con-

sumption and their investment) which is able to perpetuate motivational power

for production and employment and can both enrich their class and carry workers

along (at least to some extent). Keynes and Kalecki are telling us that the stuff to

motivate workers and supplier firms to turn the wheels is not likely to ever be scarce

in capitalism. The problem rests in the investor firms: Their motivational stuff is

not money but profit, more money – and that stuff is indeed scarce, certainly in

the productive economy. Whether investor firms will actually make investments

remains as conditional as it already was in the third interpretation of Ricardo’s Law

of Say, in Sismondi,Malthus,Marx, and in Keynes’ theory of firms’ investment.

Kalecki’s profit equation runs a transmission gear through the economyat large,

which allows investment and capitalist consumption to positively feedback on in-

vestment via enabling future profits. However, we need profit-enabling investment

first in order for the transmission gear to operate and to allure second movers. But

it remains in the realm of conditionality and potentiality when these secondmovers

will be allured, as, according to Kalecki, a convincing theory of investment is still

missing. Perhaps Kalecki, like Keynes and Marx before him, did not arrive at one

because he remained caught in the productive economy and was, as little as Marx

andKeynes, able to see the perpetual drain of thewealth economy on the productive

economy’s investment funds.They question whether or not Kalecki’s potentiality of

investmentwill, to a sufficient degree,become reality,mayhave tobe answered from

the perspective of the battle between the two economies for themoney.Therewill al-

ways be, irrespective ofwhat other circumstances affect firms’ behavior, insufficient

employment-generating spending and lack of circuit closure because of the drain of

money into the sterile economy.LikeKeynes,Kalecki ends by suggesting prosthetics

throughstate interventionand, likeKeynesonceagain,hedoesnot appropriately re-

flect on the limits and consequences of such prosthetic spending in any great depth.

***

Kalecki very clearly sees the paradox, which was already present in Sismondi,

Malthus, in the third interpretation of Ricardo’s Law of Say, inMarx, and in Keynes:

Will the capitalists save the capitalists by buying the M’-M-part of the produce

of their colleagues for M’, thereby allowing them to validate their investment M?

He also expected that they would, aside consumption, only do it for investment

purposes. He wrote “…profits, to put it paradoxically, are invested even before they

come into being”,397 but he knew that the benevolent consequences of investments

396 In the sense of Taleb (2012).

397 Kalecki (1935) 29.
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for the capitalist class in the aggregate are not a sufficientmotive for investment for

individual capitalists. His profit equation describes a macro-transmission through

the economy, one comparable, if more concise, to Keynes’ identity of S and I, but

in the end he only gives us that capitalists’ prior investment, and consumption will

enable the receiving supplier capitalists to make new investments. Whether this

potentiality becomes a reality remains open-ended.

Section 10. Minsky: Liquidity and firms’ employment-generating
spending

Hyman P. Minsky

Hyman Philip Minsky (1919 – 1996) was a student of both Henry Simmons and Josef

Schumpeter, and influencedby their views on credit398 andfinancial instability. Fur-

thermore, he was influenced by Irving Fisher’s debt-deflation theory.399 Moreover,

he was particularly impressed with Keynes. Hemust have knownMarx, partly used

his insights, but hewas careful when referring to him; he commonlymade reference

to Marx’s ideas via Kalecki.

Minsky’s starting point was whereMarx and Keynes agree: “For a capitalist sys-

tem to functionwell, pricesmust carry profits.Prices are also vehicles for recovering

costs… Firms try to build into their supply prices an excess of cashflows over oper-

ating costs…This building takes the form ofmarkups on technologically determined

costs…”.400 “The capital development of a capitalist economy is accompanied by ex-

changes of present money for future money, the present money pays for resources

that go into the production of investment output, whereas the future money is the

‘profits’”401 “For output to be produced over a succession of periods, prices must ex-

ceed the per-unit costs of those inputs that directly vary with production”402 “Busi-

ness investment involves spending money to produce goods that are to be used in

a production process that are expected to yield revenues in excess of current out-

398 Schumpeter writes, for instance, that: “Der Unternehmer “kann nur Unternehmerwerden, in-

dem er vorher Schuldner wird. Er wird zum Schuldner infolge einer innern Notwendigkeit…

und ist nicht etwas abnormales, ein durch akzidentielle Umstände zu erklärendes, missli-

ches Ereignis. Sein erstes Bedürfnis ist ein Kreditbedürfnis.” (Schumpeter (1912) page 208). On

Schumpeter see also Beinhocker (2006) page 39.

399 Fisher (1933) page 337.

400 Minsky (1986) page 158 et seq

401 Minsky (1993) page 2.

402 Minsky (1986) page 161.
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of-pocket-costs.…this excess is imputed to capital assets and becomes the return on

investment… is like a bond… amoney-now-for-a-money-later exchange”403

Minsky had been interested in business cycles and the dynamics of capitalism

since the 1960ties, much like Schumpeter. In this context, he preoccupied himself

especially with Keynes. In 1972, he published an article on him404 and in 1975 a com-

prehensive book, JohnMaynard Keynes, followed.Minsky chose to play the role of the

concise, systematic thinker, he would have wished to have been with Keynes as his

aid and comrade-in-armswhenKeynes originally phrased his ideas.Convinced that

Keynes was basically right, he went through Keynes’ text with the aim of clarifying

loose and vague terms and reconciling contradictions. It was certainly to Minsky’s

advantage that he saw himself more as a diagnostician than a prescriber of reme-

dies405 – just the opposite of Keynes. Thus, he produced an improved, more con-

sistent, and clarified Keynesian framework. But there was an additional wrinkle.

Keynes had already thought of capitalism as a monetary economy.Minsky – on the

tracksofSimmons,Schumpeter,and IrvingFisher–pulledKeynes further in thisdi-

rection, in particular by connecting considerations on howfinance, via limited bud-

gets and liquidity, can impact firms’ employment-generating spending– in the neg-

ative and in the positive. Here Minsky added material of his own and, as his article

“The Financial Instability Hypothesis: An Interpretation of Keynes an Alternative to

‘Standard”Theory’ of 1977406 shows,went beyond a precise reconstruction of Keynes

only. Rather, he let Keynes’ thoughts and his ownfinancial contributionsmerge into

something, which almost became one thing for Minsky, and which he baptized the

“Financial Instability Hypothesis”. He stayed on this track until his last book Stabi-

lizing an unstable economy (1986) and his paper “The Financial Instability Hypothesis”

(May 1992). He now admitted “… the Financial instability Hypothesis is an interpre-

tation of the substance of Keynes’ ‘GeneralTheory.’”407

In this Minsky’s view, the financial system was not a peripheral, subservient,

and neutral subsystem of the economy, which only emits disturbing waves of insta-

bility from the outside on the basis of occasional malfunctions, like bushfires in a

countryside region, an erupting volcano, or the collapse of a network of computers.

Rather, the financial system sits in the center of the economy, and it steers firms’ in-

vestment both generally and permanently. It does this for the good or the bad of the

economy,whichbecomesonly especially visible in booms, crises, andbusts.A theory

of capitalism that accepted this central spot of finance, hence, had to be able to show

how finance generates instability – something which the model of the neoclassical

403 Minsky (1986) page 192.

404 Minsky (1972).

405 Minsky (1982), Introduction, page viii.

406 Also reprinted in Minsky (1982). See also Minsky (1980).

407 Minsky (1993) page 1.
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synthesis could not do.408Working this out was whatMinsky saw as his task and he

accepted this challenge.

The “Financial Instability Hypothesis I”: Asset prices, interest rate,

investment, and soft macro transmissions

“Keynes’ system consists”, Minsky generalized, “of an analysis of capitalist finance

in the context of uncertainty andhowcapitalist finance affects the valuationof items

in the stock of capital assets and thus affects the pace of investment.”409 The “core”

of the General Theory, according to Minsky, “…is the theory of investment and why

it is so prone to fluctuate…” (Note the difference to Kalecki who denied the exis-

tence of a theory of investment). In this regard, Minsky goes on, “…Keynes’ theory

of investment links the fluctuating pace of investment, which is an output (real sec-

tor) concept, to variables,which are determined in financial markets.”410 Aswe have

seen, this line of argument beganwithKeynes in theGeneralTheorywith uncertainty,

an increased propensity to hoard, liquidity preference, and interest rates; we have

also seen how it was further evolved by Keynes himself in the Viner-rebuttal to cap-

ital assets’ falling prices as a crucial intermediate step.411 What Minsky now added,

in order to arrive at his “Financial Instability Hypothesis”, on the one side mainly

consisted of an elaboration and systematization of Keynes’ Viner-rebuttal: Values of

capital assets are shown as being in juxtaposition to current production or replace-

ment costs of such assets; their relationship determines the fate of the production

of new assets. It does this on the positive upward side, by allowing and enabling

creative “upward instability”.412 In the upswing, improved financing terms lead to

higher profits, which lead to expected higher future annuities, and which lead to

higher present values that again lead to improved financing terms. Better financial

terms, enabled by almost any financial innovation whatsoever, raise the value/price

of capital assets in twoways:They increase the future quasi-rents (through lower fi-

nancing costs) and by the market’s raised valuation of these quasi-rents.413 Bankers

are as ready and eager as firms to transition into euphoric states or even to “ex-

plode” and to jointly glide into irrational exuberances. Bankers tend to discover that

in booms their “margin(s) of safety” grow higher than they had originally required.

408 Minsky (1982) Introduction, page xii.

409 Minsky (1975) page 129 (italics by Minsky).

410 Minsky (1975) page 92. Minsky silently, quite rightly, reads a focus on the productive econ-

omy into Keynes, although Keynes (like Minsky) did not apply the distinction between the

productive and sterile economy.

411 Viner (1936); Keynes (1937).

412 Minsky (1977) page 66, 78, 83 and Minsky (1966) page 118. “Capitalism”, says Minsky beau-

tifully, “reacts to past success by trying to explode” (Minsky (1966) page 149).

413 See Minsky (1978) page 83. See also Minsky (1986) page 199.
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Hence, even if they stay with the same “margin of safety”-requirement in the next

round of loans, their financing will expand as they can calculate with higher asset

values. It is very likely, though, that they will now, in the interest of increasing the

profits of their banks, somewhat reduce their “margin of safety”.Thismakesmoney

even more abundant and adds a further impulse to low interest rates. The outlook

onto new investments (including in the productive economy) becomes brighter. En-

trepreneurs will, thus, be very eager to pick up newly offeredmoney and to invest it,

setting in motion further stimuli to employment and growth.

Much of the precedingMinsky narrative of the upswing-part of the business cy-

cle is familiar and had already been present in Irving Fisher, Keynes, and others.

Minsky spoke of it as a “peculiar circularity of a capitalist economy”, which is “that

sufficient investment to assure the economy does well nowwill be forthcoming only

as it is believed that sufficient investment to assure the economywill be forthcoming

in the future”.414 Here we are again: Firms must believe that firms will invest in the

future in order for things to go smoothly in the present.

We have seen that Keynes, in the General Theory, introduced his marginal effi-

ciency of capital (m.e.c.) as the discount rate that would make “the present value of

a series of annuities given by the return expected from the capital asset” equal to

its “supply price”, which was the “replacement costs” for the capital asset or “costs

of producing that unit”415 and that Keynes compared this discount rate with the in-

terest rate to derive the inducement to invest as some kind of a “governor” for in-

vestment. Minsky had, as mentioned previously, called the original m.e.c./interest

rate-version of the “inducement to invest” in the General Theory “muddled” because

Keynes only “phrased his argument in terms of interest rates” and “…chose to sup-

press the price of capital assets in his statement of his liquidity-preference func-

tion”.416 Minsky even blamed Keynes for retrogressing from a “cyclical perspective”

to an “equilibrium-growth perspective” here and in other parts of the General The-

ory, especially in chapter 17. “As a result of these flaws”, according to Minsky, “the

full power of his argument was obscured and lost…”417 Yet, luckily, Keynes had al-

readyhimself refined this deficient original view in theViner-Rebuttal by redefining

the ratio between the (fallen) prices of preexisting (productive) investments and the

production costs of new (productive) investments as the critical value. Minsky sup-

ported this: “…it is necessary to explicitly introduce the price level of capital assets

PK as a determinant for the demand for money so that changes in the quantity of

money…or changes in uncertainty or speculative expectations can affect the price of

414 Minsky (1986) page 254.

415 Keynes (1936) page 135.

416 Minsky (1975) page 67.

417 Minsky (1975) page 67.
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capital assets”.418 Accordingly, adjustments operate largely via values of “preexisting

assets”.419 “An investment good,oncedelivered and ‘atwork’ in aproductionprocess,

is a capital asset. As a capital asset, its value is the present value of the anticipated

gross profits after taxes (quasi rents) that are imputed to its participation in eco-

nomic activity.The present value of a capital asset is an inverse function of the (long

term) interest rate.”420 The problem are “market prices for reproducible assets that

are far below their current cost of production.”421 “Investment consists of producing

substitutes for items in the stock of real capital; the price of the units in the stock is

the demand price for the units to be produced.”422 Accordingly, “…normal function-

ing requires that the price level, perhaps implicit, of the stock of real capital assets

be consistent with the supply price of investment goods at the ongoing wage level.

The euphoric boom occurs when portfolio preferences change so that the price level

of the stock rises relatively to the wage level, causing an increase in the output of

investment goods. A sharp fall in the price level of the stock of real capital assets will

lead to a marked decline in investment and thus, in income…”423

Minsky alsomakes a distinction between safer “outside assets” (money and gover-

nment bonds), the value of which is not likely to fall much, and riskier and more

volatile “inside assets” (real capital, meaning land, valuables, real estate, businesses

and equities),424 whose value may fall drastically quickly. In any case, “the relative

prices of different assets change.” “An increase of uncertainty will see the price of

inside assets – real capital and equities – fall relative to the price of outside assets –

government debt – andmoney…”425This even allows to give a criterion formore and

less stable economies as a whole: “The domain of stability of the system depends

upon the ratio of the value of those assets whose market value is independent of

system behavior to the value of those assets whose market value reflects expected

system behavior.”426 While Minsky re-phrases Keynes’ Viner-Rebuttal, and makes

418 Minsky (1975) page 72.

419 Minsky (1986) page 166.

420 Minsky (1980) page 107.

421 Minsky (1966) page 128.

422 Minsky (1966) page 134.

423 Minsky (1966) page 143.

424 Minsky (1966) page 130–132.

425 Minsky (1966) page 132. This is also supported by there being two different, albeit con-

nected, “price levels” in capitalism, one for current output and one for capital assets; if the

price level for current produce is low compared to the price level for capital assets, then

conditions for investment are favorable; if the opposite is true, then they are unfavorable.

(Minsky (1978) page 79 and 94; Minsky (1986) page 160 et seq., page 200 et seq).

426 Minsky (1966) page 149. One might challenge the implication that assets exist, the value

of which are wholly and eternally independent of system behavior.
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it much stronger, it is arguable whether he here adds much substance to Keynes’

arguments.

“Financial instability hypothesis II”: Asset prices, interest rates and hard

macro transmissions

Minsky described how the generous availability of credit “softly” supports new in-

vestment. It does so as low rates reduce the costs of investment and raise the prices

of competing old pre-exiting assets. The mechanism, of course, also works down-

wards. This was the main subject of our preceding treatment of Minsky, which we

referred to asMinsky’s “Financial instability hypothesis I”. ButMinsky, also regards

specific old debt of an individual firm, inherited from its prior investment circuits, as

affecting this firms’ future investment.This operates via the debt service on the old

debt, which must be paid out of the annuities from the individual firm’s ongoing

present operations.This debt service is a postponed part of M-outlays for prior cir-

cuits. Outlays, which had been cleverly avoided at the time of the investment, had

first become patient balance sheet structures, but now, nastily, limit budgets and

demand liquidity. They, too, co-determine whether new M-outlays in new circuits,

i.e., new investments, are feasible. Minsky deals with them in what we call his “Fi-

nancial instability hypothesis II”.

Minsky says himself that he “makes much of the way in which ownership or op-

erative control of the asset are financed” 427 and here he is adding new substance to

Keynes. Old debt in balance sheets becomes the great downward amplifier and ac-

celerator in depressions.Old “debt contracts”, the inherited “debt structure” or “debt

portfolio”, which firms carry along and which express their financing-methods of

earlier investments, cripple and block new investment in new circuits or even kill

the firms. “Thefinancial instability hypothesis”, declaresMinsky, “goes beyondwhat

is explicit in theGeneralTheoryby integrating the liability structure and the cash pay-

ment commitments they imply into the analysis of the determination capital asset

prices and the financing of investment”. 428

The debt obligations from the past now simply and straightforwardly absorb

available cash flows and “physically” (in a “hard” way) disenable investment. Like

workers must consume, firms must honor their debt. Minsky’s interest in doing

this is, of course, not so much that his old financing methods affect the individual

entrepreneur in his individual investment decision (obviously borrowedmoney will

enable him to invest more first, but the debt service on it will restrict his liquidity

later), but he elevates the issue from a business schools subject into a macroeco-

nomics subject.The existing financing structure upon asset values in the aggregate

427 Minsky (1986) page 194.

428 Minsky (1980) page 102.
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has macroeconomic power, in particular, when the financing structure of firms is

hit by a downswing.The liquidity effects of old debt boosts the “soft” effects of falls

of asset values following increased uncertainty etc. Debt plus rising uncertainty is,

in fact, a positive feedback-mechanism to render original losses of asset valuemore

poisonous.429 In chapter 4 of his JohnMaynardKeynes,Minsky gives a factual descrip-

tion of financial aspects of the corporate world. Economic units make portfolio de-

cisions, which always encompass “what assets are to be held” on the one side and

“how the position…is to be financed” on the other side. Both sides involve “annu-

ities”, which are cash flows, incoming and outgoing. “The well-being of an ordinary

business firm depends not only on the behavior of the market for its output and the

terms uponwhich it can hire inputs but also on the behavior of financialmarkets on

the terms on which it can borrow, sell assets or float shares.” 430 The financial mar-

ket, together with the structure of the old debt. determine how costly the old debt

is. The remnants of past financing thus become the main entry road for bad hard

causal effects. Profits are not only “the signal for investments…” but also “that part of

prices that supports the financial system and the structure of financial relations by

providing the cash flows that validate past financial commitments”431 Accordingly,

if profits lack in a downswing, financial commitments of the past cannot be vali-

dated, and the “positionmaking” of debtor-firms, in particular of (already) specula-

tive and Ponzi financing firms, will be hit hard. 432Minsky “by emphasizing the way

inwhich investmentdemand is generatedby the combinationof the value of stockof

assets,433 the financing available from internal funds and financial markets, and the

supply price of investment output…” shows “how a collapse of asset values, that oc-

curs because of positionmaking problems of units engaged in speculative andPonzi

finance, leads to a collapse of investment.” 434 In other words, rising uncertainty and

429 The whole line of argument can be seen in the context of general considerations on com-

plexity. Evolution builds up complex systems to deliver better results at lower costs. This,

though, only comes at the price of higher fragility and of greater damage in cases of mal-

function. Atomic plants are more effective than windmills and airplanes are more effective

than horse-drawn carriages, but both entail more preconditions and have a higher poten-

tial for damage. Minsky applies that view in a specific way to the credit system, banking

and the financial system as a whole. Increasing one potential for investment in good times

becomes a millstone around one’s neck in bad times.

430 Minsky (1975) page 68, 69 with the quote on page 69.

431 Minsky (1980) page 92.

432 One can see that here Minsky thinks of profit before interest payments (“earnings before

interest”). They are also before principal repayment, but this is always so – taking out a

loan is no expense and no revenue.

433 The mechanism runs via the existence of two price levels, the price level for current output

and for capital assets and money (See Minsky (1986) page 160, 195) and via “the fall in the

price level of the stock of real capital assets” (Minsky (1966) page 143).

434 Minsky (1980) page 101.
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interest rates, falling asset values435 not only dissolve “soft” pro-investment animal

spirits by “soft”means –operating on the profit calculus of firms, but they disenable

investment, in a brachial, causal manner, by blocking and sucking away financial

means needed for it.

Minsky categorizes the quantitative relation between outgoing cashflows on old

debt and incoming cashflows fromfirms’annuities in a famous triple terminological

invention. There is hedge financing (interest and principle payment can be financed

with current inflows), speculative financing (interest payment can be financed with

current inflows, principle repayment cannot; hence, debt must be “rolled over” or

financed out of the sale of other assets) or Ponzi-financing (neither interest payment

nor principle repayment canbefinancedwith current inflows–principle repayment

is only possible by increases of the value of the financed asset, disposal of other as-

sets, if at all). 436 Aswe already know,banks and the financial systemas awhole show

different degrees of acceptance of these types of financing depending on their mo-

mentary perception of a more favorable or unfavorable relation between expected

incoming quasi-rents, asset values and debt-payment commitments.

Most children know that you need to honor due payment obligations or you will

run into trouble. If there is no liquidity left and it cannot be created, very bad things

happen. There will likely be executions against the debtor, which will force him to

fire-sell assets below their market value and will burden him with additional costs.

And, no doubt, the debtor will, partly because he is struggling to meet his existing

payment obligations, and partly because his money is gone, cut back on his expen-

ditures. Remarkably, these rather obvious children’s insights appear to have been

forgotten in mainstreams macroeconomics when Minsky pointed at them twenty

or thirty years ago; astonishingly, but they were afterwards forgotten again – so

that economists and bankers, in their desperation after the financial crisis of 2008,

re-discovered Minsky as revelation.They spoke of a “Minsky moment” when uncer-

tainty increased interest rates and the resulting lower business values made inher-

ited finance structure unbearable and over-stretched old debt service. A formerly

tolerated Ponzi financing or even a speculative financing will then be rapidly termi-

nated by banks. Moreover, debt contracts, which had originally been conservative

hedge financing instruments, may now degenerate into unsustainable speculative

or Ponzi instruments. While asset values smelt away, the payment commitments

435 “A rise of investment, due to improved financing terms, leads to an increase in profits. As

the level and trend of profits enter into the determination of the price of capital assets,

the “evolutionary” expansion of financing forms increases the prices of capital assets in two

ways: It increases both expected quasi rents and the price that will be paid on the market

for a given time series of expected quasi rents.” Minsky (1980/2) page 83. See also on the

twofold negative effect of rising interest rates: Minsky (1980/2) page 27.

436 Minsky (1977) page 66 and Minsky (1980) page 105.
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and the value of the debt,which financed them, unfortunately, do not. Firms,which

are no longer able to finance their debt commitments out of normal current annu-

ities, are forced to revert to alternative exceptional means, such as pledging, mort-

gaging, hypothecation or sale of assets. If you hold the wrong assets, “inside assets”

(e.g., stock) instead of “outside assets” (e.g., state bonds) or “not protected assets”

instead of “protected assets”,437 that will expedite your downwards glide as you will

find the value of these assets particularly diminished.This is “hard” stuff, there are

“hard”macro transmissions.SummarizesMinsky: “The adequacy of cash flows from

incomerelative todebt, the adequacyof refinancingpossibilities relative toposition,

and the ratio of unprotected to protected financial assets are determinants of the

stability of the financial system.”438 Or: “The financial instability hypothesis by em-

phasizing the way in which investment demand is generated by the combination of

the valuation of the stock of assets, the financing available from internal funds and

financial markets and the supply price of investment output shows how a collapse

of asset values, that occurs because of position making problems of units engaged

in speculative and Ponzi-financing, leads to a collapse in investment.” 439Thefinan-

cial instability integrates “the liability structure and the cashpayment commitments

they imply into the analysis of the determination of capital asset prices and the fi-

nancing of investment” 440 This hard downside transmission is the original contri-

bution, whichMinsky adds to Keynes.

Yet, there is also something, which could be called a “hard” upside macro trans-

mission.Alike Sismondi andMalthus,Keyneswas aware that salary outlays increase

aggregate demand and exert positive feedback on the economy and future invest-

ment.Minsky starts fromhere andadds insights fromMarx’s reproduction schemes

and shifts the perspective from the benevolent effect of salaries as employment-

generating spending to their effects on profits. He is looking for a certain cross-

wise numeric equality between a part of salary outlays and firms’ profits. The ar-

gument goes as follows: All salary outlays of firms of investment and consumption

industry departments becomeemployment-generating spending ofworkers to con-

sumption goods firms catering workers.However, as the salaries paid to workers by

consumption goods firms are also costs of these firms, in the aggregate they off-

set. Yet, salaries paid out by investment goods firms to their workers also end up

in the pockets of consumption goods firms, but they are no costs of consumption

437 “Protected assets” are money, gold, near money (as government debt), which he also ex-

tents to bank deposits with deposit insurance. Minsky also acknowledges different shades

of protection, with even bank deposits without deposit insurance, depending on inter-bank

markets and a central bank acting as lender of last resort. being factually more protected

than corporate or consumer debt. (Minsky (1966) page 133).

438 Minsky (1966) page 128.

439 Minsky (1980) page 101.

440 Minsky (1980) page 102.
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goods firms, but only of investment goods firms. Thus, consumption goods pur-

chases by investment goods industry workers will be profits of consumption goods

firms. “…themark-up on labor costs in the production of consumer goodswill be the

wagebill in theproductionof investmentgoods,”441 Inotherwords, investment in in-

vestment industries – in the amount of salaries paid to workers in those investment

industries – is macroeconomically transmitted, via consumption of these salaries

for consumption goods by workers, into consumer goods industries firms profits.

Investment industry salary pay-outs, thus, will – at least if inventories with stocks

in consumption goods are exhausted– result in a positive hardmacro-transmission

increasing employment-generating spending and generating new investment and

employment and enabling circuit closure. This is a noteworthy hard upside effect

(while, of course, the hard downside transmission in crises is themore crucial one).

***

Although his insights are almost half a century old, Minsky still provides the most

developed theory of firms’ employment-generating spending. Accordingly, his

thinking became the most important reference point for the debates on the “lost

decade” in Japan and on the financial crisis of 2008, e.g., in authors such as Richard

Koo, Adair Turner, or Steve Keen. Let us relate Minsky’s insights, on the euphoric

impact of low interest debt and high assets values in upswings and the depressing

or crippling impact of the resulting unbearable debt-service in a downswing, to our

standard question coming from the “third interpretation of Ricardo’s Law of Say”,

Sismondi, Malthus, and Marx’s M–C–M’: Will firms mobilize/use their expected

M’-M-profits tomutually buy their produce, thereby representingM‘-M?Theanswer

of the “financial instability hypothesis” reads:Theymay do it (or might even wish to

overshoot) if, due to generous finance and low interest rates, asset prices are high

in an upswing or boom, and firms will most likely not do it if asset prices fall in a

downswing or bust due to rising interest rates and crippling debt structures. Con-

cerning Minsky’s insights, we might first add an important time-moment or cyclical

moment to the analysis. Minsky, more than any of his predecessors, acknowledged

the relevance of pre-existing assets for the productive economy, macroeconomi-

cally through the impact of lower or higher asset prices depressing or triggering

investments, and at the level of individual firms through the impact of its own debt

structures.The wealth economy is beginning to claim center stage as explanans for

action in the productive economy. Yet, Minsky did neither posit nor work out the

fundamental distinction between the productive economy and the wealth economy

and did not pursue the trace of the wealth economy sucking away investment from

the productive economy and why, apart from cyclical movements, there will be an

441 Minsky (1977) page 64 with reference to Kalecki (but not to Marx).
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aggregate loss to the wealth economy which renders investment in the productive

economy deficient, even across the cycles.





Chapter VIII. The deficient-producive-spending-

syndrome

This chapter draws conclusions from the economists thatwere reviewed in the chap-

ter VII and uses the distinction between the wealth economy and the productive

economy to push beyond their insights. It also lays down our main result about the

capitalist economy: the syndromeof deficient employment-generating spending,or

the deficient-producive-spending-syndrome.

Section 1. A merely abstract possibility of circuit closure in capitalism

The economists reviewed in Chapter VII were, as we are, preoccupied with circuit

closure and the role of firms’ investive spending. The general result of the chapter

was a possibility of circuit closure – depending on how the wealth owners behaved and

on whether they reinvestedM’-M in the productive economy. Some authors had the

intuition of different types of investment, one of which would contribute more to

circuit closure than the other, and some occasionally labeled or may have internally

thought of the type, which was more favorable to circuit closure, as “productive”.

But this notion, whether outspoken or not outspoken, remained fuzzy and was not

clearly distinguished from sterile investment.Therefore, the reviewed authors were

not able to examine on what the materialization of the possibility of circuit closure

depended; they could neither indicate the field nor the conflict of forces, which act

upon them and draw them into the one or other direction.

Quesnay had solved the problem of employment-generating spending or circuit

closure in the productive economy so quickly that one could miss that he had even

posed it in the first place. He neither required the idea of conflicting forces, nor of

programs or of a benevolent institution. Rather, his circuits, following his axioms,

closed1 a priori as his royaume agricole, and particularly his cl. des propriétaires, were

1 The reader is reminded that there are two meanings of “closure” in this book, which should

not be confused. If systems theoretical sociology speaks of “closure” of the economic system

it means that the economy, by necessity, is always closed to its environment – as it exists
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infused with a benevolent supreme spirit of a “dieu juste”. They did so by spending

all of their revenues in an employment-generating manner.2 Of course, that was a

pre-enlightened, if not pre-rational, style of thinking, which could help nothing to

understand the working mechanisms (if they had worked). But if we spell out what

Quesnay implied in the background, then we can see that his teaching was based

on a strict necessity of circuit closure.This was themain lasting, yet very important

contribution of Quesnay: drawing attention to a hidden step fulfilling a hidden necessity.

Unfortunately, the great Adam Smith allowed Quesnay’s problem to intermit-

tently slip out of sight again. He thought in terms of liberty and competition and

worked out, with fascination, how they improve the efficiency of production and

steer it towards more consumer satisfaction. But, unfortunately, Smith did not

caremuch about the closure of productive circuits as a problem. Actually, his famous

“invisible hand”, contrary to how it is sometimes portrayed, was not meant by him

to solve the problem of macroeconomic circuit closure; it was something else, less

demanding and only operated at the lower level of taking care of more, better, and

cheaper supplies being carried to markets, hence, the beneficial effects of competi-

tion on supply. Smith focused so much on such benevolent effects on productivity,

quality, and prices and advantages for consumers and others from them that he

almost forgot that enough employment-generating spending had to emerge from

somewhere in order to validate the production and feed the producers and their

workers.

After theNapoleonicwars, this trust of Smith in inexhaustiblemarkets (even for

colonial powers) was lost and the subject of employment-generating spending and

circuit closure rose back to the top of the economic reflection agenda. It now split

scholars into two camps, and the schisma lasts until today: Sismondi and Malthus

denied that there would be sufficient employment-generating spending for circuit

closure in principle or considered it as unlikely at least. David Ricardo tried to get

the ghost back into the bottle explaining the obvious lack of employment-generat-

ing spending by temporary, sectorial, or regional frictions, largely based on themis-

match of the value-in-uses produced and esoteric demand. If a short answer was

needed to coney the latter view, Ricardo, not Say, provided such a short answer in

the so-called “Law of Say”. Born as a bastard, it, though, remained unclear what the

“law”meant exactly.Of the three interpretationswe listed previously, the second in-

terpretation of “Ricardo’s Law of Say”, an abstract harmonious version, became the

basis for a style of economic reasoning that dominatesmost neoclassical economics

only of elementary events of payments/non-payments in time. Circuits, as we use them,

however, can either close or not close. They close if they validate M-outlays by a reflux of

M’, thereby allowing for a proper profit M’-M. The latter use of “closure” is more widespread

in the book.

2 See the discussion of Quesnay on page 203 et seq.
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until thepresent day. Itwasmathematized as a systemof simultaneous equations by

Walras and given a graphical expression of supply and demand curves byMarshall.

Yet, there is also a third interpretation of Ricardo’s Law of Say. One can read it, like

Quesnay, albeitmore abstract and generalized, as an attempt to understand how the

circuits of the productive economy canfind enough employment-generating spend-

ing to close: All capitalists, it could suggest, at least if we bring all its possible impli-

cations to daylight, should be able to close their circuits with a profit provided that all

capitalists also spend the profits that they expect out of a circuit and mutually pur-

chase their products.The critical point of this third interpretation of Ricardo’s Law

of Say is that all capitalists must spend their full profit to buy the part of other capi-

talists’ products that represent their profit (C’-CorM’-Mor s).While itwas likely that

theywould spend c (of theprior circuit) oneachother againand v (of theprior circuit)

onworkers again, the full spending of the profit was the big challenge.This third in-

terpretation of Ricardo’s Law of Say was quite useful as it was more general and ab-

stract than Quesnay’s numeric assumptions regarding the cl. des propriétaires and

the cl. stérile and because it pointed to circuit closure as a potentiality. It necessitated

research about thepreconditions,amechanismorbenevolent spirit,which could in-

duce wealth owners to do the right thing to embrace the roles assigned to them. It

also implied the lasting insight that a theory of circuit closure would largely have to

be a theory of firms’ investments.

Marx’s notations (c, v, s,M–C–M’) and his reproduction schemes enabled him to

present the problem-exposition by the third interpretation of Ricardo’s Law of Say

and Sismondi’s and Malthus’ reasoning in a more technical and concise way (even

if the labeling of these notions is influenced by his false theory of labor value and

exploitation).Hewas able to split upM into equipment and inventories (as constant

capital c) and into salaries (as variable capital v) and to identify the surplus s with

the M’-M-margin. This also allowed Marx to set c, v, and s (M’-M) into motion and

to observe how they would travel through production and circulation assuming dif-

ferent shapes or putting on different clothes at each stage. The problems posed by

Sismondi andMalthus and the necessity stipulated by the third interpretation of Ri-

cardo’s Law of Say did not go away, but they could now be laid downmore precisely:

If c-outlays are made in a circuit, then will they also buy the c-part of the produce?

If v-outlays are made, then will they also buy the v-part of it? And: who should buy

the s-part of the produce? As firms had paid outM or c + v in the firstM–C-leg of the

circuit,M or c + v should, in principle, still be available in other firms and inworkers’

pockets to “re-purchase” theM-part (or c-part plus v-part) of the produce in the sec-

ond leg. One could, thus, point fingers at the likely culprit: All firms also obviously

desire to sell the C’-C-part or M’-M-part (or s-part) of their produce in order to re-

alize their planned profitM’-M, and all firms, entrepreneurs, or capitalists just have

to mutually buy these very same C’-C-parts and M’-M-parts (or s-parts) from each

other with their profits, which they expect from the circuit.
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All this laid out in front of the observing economists that only a circular activity,

hence, the ignition of a new, second-generation round ofM–C–M’-expeditions,would

enable the closure of the prior roundof circuits.Capitalists could,as amatter of poten-

tiality, bring the “open” circuits to a close and could save themselves (and others) by

starting such new circuits (without using value-in exchange frompre-exiting stocks

of wealth or from money-creation, which will only be considered in Part 2 of Book

III). But would they? What would be required to get them there? While Marx’s no-

tation (M, c, v, s,M’) was predestined to further examine the issue of circuit closure,

Marx himself, almost stubbornly, did not want to use it for this purpose.He wanted

to use it for a different purpose, i.e., to elaborate a theory of labor value and of ex-

ploitation and let M–C–M’ lie fallow as a tool to analyze problems of circuit closure.

Although the issue of employment-generating spending and circuit closure gained

more urgency after Marx’s death and in the first third of 20th century, with impe-

rialism, World War I, the October Revolution, and the Great Depression, his later

Marxian followers, if they pursued the issue of circuit closure at all, also hardly ever

usedM–C–M’ for the purpose.Theymuch rather used the distinction between con-

sumption and investment as tools.Consumptionwas insufficient,Tugan-Baranovsky

believed, but capitalists, driven by their profit motive, might so fiercely invest that

this could close the circuits, at least in principle.This idea offered a possible answer

to the question of whether capitalists would use their (planned) M’-M to buy each

other’s plannedM‘-M.3 Tugan-Baranovsky also usedMarx’s reproduction schemes.

They appeared to confirm that circuit closurewas possible, on the condition that the

beneficial gap-filling investment observed the proportions necessary for extended

reproduction. Rosa Luxemburg objected. Investment would not be sufficient, even if

it observed the proportionalities of the reproduction schemes. Rather, to close cir-

cuits in extended reproduction, employment-generating spending would have to

come from external sources, pre-capitalist markets or from foreign countries or pub-

lic spending. Luxemburg mentioned armaments in particular. Even if she was not

greatly elaborating on its financing, now the use of pre-existing stocks of wealth

or of wealth outside of the considered circuits definitively came into view. In other

words, the motive of capitalists to increase profits with more investment would not

suffice to get capitalists to buy the produce representing C’-C or M’-M with their

plannedM’-M. Some kind of a deus exmachinawas needed; circuit closure,R. Luxem-

burg pointed out, could likely only be achieved artificially, i.e., prosthetically.

Lord Keynes may or may not have known about this discussion within what he

called the “underworld” ofMarxists and other leftists when hewrote theGeneralThe-

ory, but he too put the consumption/investment-distinction in the center of his rea-

soning. He gave an explicit alternative theory of why consumption was deficient –

because of the falling propensity to consumewith increased income – and then also

3 Again: M’-M is always equal with C’-C or s.
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looked to investment to close the gap. His reasoning was more sophisticated than

Tugan-Baranovsky’s and in his result he was more skeptical; in fact, he took almost

the opposite view of the latter. Keynes outrightly denied that investment would au-

tomatically come forth in the volumes required to substitute missing consumption

(which he did not relate to M’-M or s etc.). Investment was rather conditional. To

understand it better, he drafted a novel theory aboutwhenfirmswouldmake invest-

ments.This theory exceeded Marx and foreshadowed today’s state-of-the-art busi-

ness valuation.He did so, in particular, with the idea that an “inducement to invest”

does not solely depend on the expected rentability of a considered investment, but that

it also depends on the lack of reasonably better alternatives. In the General Theory he

benchmarked a considered investment with a certain marginal efficiency of capital

(m.e.c.) only against interest on loaned out money or on bonds, in the Viner-rebut-

tal, he made an adjustment and saw the bad effect of high or rising interest rates

as mainly operating indirectly via falling values of old, pre-existing assets. If these fallen

values come close to or drop lower than the production costs of similar newly to-be-

produced assets, then thatwill stop investment. (Whether an investment to produce

a new asset is made requires that the values of old, similar assets remained signifi-

cantly higher than the production cost or replacement costs for new assets).

Ultimately, Keynes’ theory of deficient aggregate employment-generating

spending closure came down, first, to explaining deficient consumptive employ-

ment-generating spending by a falling propensity to consume and, second, to

showing how substitutive investive spending would encounter problems as there

were systematic reasons for it to run out of good motives. That could be taken as an an-

swer to our question, again phrased in Marx’s M–C–M’-notation, about whether

capitalists would mutually spend their expected profits M’-M to buy each other’s

surplus produce C’-C for investment reasons. Keynes’ result was similar to Rosa

Luxemburg’s: They would probably not! From this point onwards Keynes’ analysis

does not progress much further; instead, he turned to prosthetic recipes such as

deficit spending, public works, etc.

Kalecki admitted that nobody (which expressly included himself and ought to

have included Keynes as well) possessed a valid theory of investment at the time. In-

vestment theory was rather a “central pièce de résistance of economics.”Minsky, when

he arrived on the scene, worked out the evolution of Keynes’ theory of investment

in the Viner-Rebuttal.He elaborated that investment decisions are not only affected

in the negative by poor relations of the m.e.c. to interest rates (Keynes before the

Viner-Rebuttal), but also by asset prices having fallen so low that there was no point

in producing similar assets at higher costs (Keynes after the Viner-Rebuttal).While

Keynes was more interested than Marx in whether entrepreneurs would make the

original outlay M–C, Minsky was interested in a moment that occurred even prior

toM–C.Thismoment was not even captured byMarx’s notationM–C–M’. It lay be-

fore there was M, so it could only be expressed as “…M”. He asked: “Where does the
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money for investment come from?”, “when does it come?” and “in what form does

it come?”. Or: “Are there knots and twists that are connected to its origination?”. He

found that credit has a substantial impact upon investment and buttressed much

more than Keynes that the decision about productive investment is not made in a

“neutral” space of an interplay of esoteric demand, available employment-generat-

ing spending, and profit expectations. Rather, finance is always already there – in the

absolute center of investment and employment decisions. So, in Minsky, the theory of cir-

cuit closure, which Keynes evolved into a theory of investment, extends into a be-

havioral science of finance. All investments, very plausible and sound investments, like

very unplausible and unreasonable ones, owe their existence to the same, healthy or

unhealthy, financially driven dynamics. And there are cyclical moments and conjunc-

tures in finance…Whether its dynamics push towards circuit closure or not depends

on the stage of the business cycle.Circuit closure is time-determined, given that it is

cycle-determined. In Minsky, everything comes out of the discretionary and uncon-

trolled dynamics of finance, which almost wags the dog of the productive economy

and plays havoc with it – for the good and for the bad. That is a huge difference to

Quesnay’s view where a boringly reliable cl. des propriétaires always will, year after

year, unaffected by any conjunctures whatsoever, consistently spent the social sur-

plus, which had been transferred to it previously, in the productive economy. Ques-

nay’s productive economy is stomach-governed, Minsky’s economy is Non-Ques-

nayian, erratically finance-governed.

Minsky, accordingly rendered things more complicated. If we confront his re-

sults with our central question of whether firms will spend their expected profit

M’-M or s to buy each other’s produce (thereby enabling circuit closure in the pro-

ductive economy, rewarding investment and employment), then Minsky will tell us

that there is no hardmacro transmission to ascertain this benevolent outcome.The

capitalist economy is a self-reflective world in which profit depends on anticipated

future profit opportunities, investment depends on anticipated future investment

opportunities, and the benchmark for profit on finance.The present not only comes

out of anticipating the future, but also through a weird circular reflective business

and financial psychology. What firms observe in mirrored mirrors calls the shots

in this world of observations of the second and higher orders. Firms observe other

firms,whether they anticipate futureprofits andwill, via investments, create oppor-

tunities for otherfirms to invest too.Firms’ investments dependonfinancing andon

whether bankers (and later the state and central bank) join or exit the auto-reflective

fever of productive firms.By easing or restricting the supply ofmoney, bankers dou-

bly improve or worsen the conditions for new investment.They raise or depress the

values of the annuities of old capital assets, against which the quasi-rents or prof-

its from new investments are checked, and the render the production of new assets

cheaper or more expensive. Doing so, bankers have no better insights into the fu-

ture than the employment-generating firms but err through the same mirror-cab-
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inet. What they and firms do, which undoubtedly has hard effects on the economy,

results from ghostly speculations. The only available means to observe what others

will do in the future is to try to guesswhat their intentions are, bywhich they react to

the expected intentions of others. But even those intentions are hard to read – they

stick in human heads.Thus, one can only try to study external behavior to spot sig-

nals of intentions.What information do others possess? What information do they

consider important? How carefully do they look at this information? What changes

of public opinion do they expect? We have a highly complex process originating out

ofmulti-level reflective observations and only utterlymeager, ambiguous, and often

deceptive facts.Trendwatcherswatch trendwatchers betting onnebulous trifles and

bagatelles.

Threemoments aggravate the situation: First,while firmswhoobservefirms and

bankswill possess somedecision-making algorithms, these algorithmswill not only

often be unknown, non-linear, complex, reflective, or even chaotic, but they may

also change over time. Thus, even if we could process the vague information from

themirror-cabinet into usable data andwe had learned toworkwith the algorithms

that other firms used previously,wewould still not knowwhich algorithms theywill

use in the future. What is pivotal today may no longer be relevant tomorrow, in-

cluding at the level of algorithms used for reflection and action. Neuronic networks

change all of the time. Gimbal frames, upon which other gimbal frames are hinged,

are substituted quickly and suddenly.

Second, whatever data we may be able to get out of the mirror-cabinet, our own

strong emotions, greed, and fear, animal spirits always sit on the side-lines ready to

pounce. They do just the opposite of furthering rationality in the interpretation of

the poor data.We need to distrust both ourselves and others.

Third, typically, decisions have to bemade very quickly – time pressure increases

the likelihood of unsound results in this environment of scarce information, uncer-

tain algorithms, emotionality, and irrationality.

In the aggregate, all of this surrenders the steering centers of capitalism – on

which the issue of whether capitalists will mutually validate their M‘-M-expecta-

tions and close circuits ultimately depends – to circuses, which, while they hunger

for facts, are actually, mostly only feverishly dependent upon themselves.They suf-

fer so much from the instability they perceive that they are grateful if any direction

is offered to them and throw themselves as quickly into exuberance as they do into

crisis, panic, or depression, which may ultimately almost come as a relief.4

To this house ofmadness,Minsky even added a further “hard”macro-transmis-

sion, which only operated downwards. Not only could the (generally shrinking) in-

vestment and lack of easy credit disenable and dis-encourage firms from investing,

4 See Kindleberger (1978). Thus, crises become a factor in the theory of circuit closure. See

also Kiehling (1991) page 24, et seq., Mackay (1841) and de la Vega (1688).
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but the fall of asset prices and the rise of interest could also, brutally, irresistibly,

and directly cut down on investment if the ongoing debt service absorbs the finan-

cial means, which firms could otherwise use for new investment (or if firms even

went bankrupt).This iswhereMinsky’s “survival constraint” pushes to the fore. If its

time comes, this “check” totally overrules all normal investment-decision-making.

The calculus of anticipating annuities from investments, calculating a m.e.c. and

benchmarking it against interest rates or whatever, is displaced by the new simple

rule: maintain liquidity at all costs! This rushes firms to sell or pledge assets, which

precipitates further drops in assets prices. In this stampede, firms’ contributions

to investment and to other firms’ circuit closure will die, even if the firms manage

to save themselves. What Minsky exposed here is, unfortunately, another bad thing

for circuit closure. If things get bad, that will automatically make things even worse.

It will put firms’ normal operation on hold and will establish an emergency regime

that cares only for liquidity and about its own survival.5

Both, Keynes andMinsky supported the recipes on which states were operating

for the longest time: Try to induce productive firms – by monetary or fiscal stimu-

lus – to invest more and try to convince, manipulate or force firms into productive

investments. Also guide and help banks to finance such investments. One problem

is that a lot of the money that is poured-out will still go into the sterile economy

and will, in both economies, cause booms and, ultimately, busts, which will often

outweigh the previous benevolent prosthetic effects. Therefore, most recently, par-

ticularly after the financial crisis of 2008, states have raised the level of control over

firms and banks and have introduced new legalmeans, compliance requests and su-

pervision in order tomoderate the bad “animal spirits” of firms, at least with regard

to the money coming out of the prosthetic monetary and fiscal policies. Social con-

trol over top agents in firms and banks becomes a means of macroeconomics (as

it occasionally had been in Quesnay, but much more stringently implemented to-

day). This novel type of social control extends to not only to significantly policing

and penalizing banks and firms,6 but even to therapeutics (e.g., by setting limits

to top-management salaries and bonus structures) and to outrightmoral re-educa-

tion. Top managers and owners are, in fact, expected to bring about circuit closure

in the productive economy by socially-minded, not profit-minded, investment de-

5 Minsky still saw one “hard” positive macro-transmission; he confirmed that workers will

reliably re-spend salary outlays to them on consumption goods. Biological necessities and

their being non-owners, with no means to obtain consumption goods from elsewhere,

guarantees this. Like Kalecki, Marx, and others, Minsky also assumes that they will spend

their whole salaries, but that is not enough, of course.

6 “US banks”, reports Wolf, “have paid more than $200bn in fines”. “But”, he adds somewhat

disappointed, “… almost nobody has gone to prison” (Wolf, How to defeat rightwing pop-

ulism, in: Financial Times of 25 May 2016).



Chapter VIII. The deficient-producive-spending-syndrome 351

cisions. While socialism is off the table, at least for the time being, the organs of

capitalists are often expected to act almost like socialists.7

In summary,most authors dealt with in chapter VII were looking into the direc-

tionalsopursuedby thisbook,butneitherof themachieveda satisfactorygripon the

problem.The capitalist wealth economy has a broader and deeper negative impact

on investment in theproductive economy thandisturbances, cycles andbubbles.The

problem is not just the role of finance in decisions on productive investment, the na-

ture of the prevailing finance or the existence of a survival constraint, but the problem

is the capitalist wealth economy as such. It persistently sucks away value-in-exchange

before this value can enter the productive economy and flow into employment-gen-

erating uses. That is the main reason for deficient circuit closure in the productive

economy. We shall now take up the distinction between the productive and sterile

economy again and develop it further.

Section 2. The drain of wealth out of the productive economy

Producive/sterile and investive/consumptive further elaborated

Ultimately, from authors reviewed in chapter VII, Quesnay believed that the classe

des propriétaireswould clear the markets by its luxury consumption and Ricardo was

confident that this result would at least somehow be achieved. The other authors

looked at productivefirms investments,but remainedunconvinced.Nobody arrived

at a usable conclusion as to why employment-generating spending was deficient

and why circuit closure in the productive economy failed – if it failed. Consump-

tion appeared to be good, they were aware, but perhaps some felt that consumption

of wealth owners might include spending, which was not really generating employ-

ment.They hoped that investment would fill the gap, but some were also aware that

investments in the stock, bond, or real estate market were mostly not useful either.

They got stuck here and remained unable to elevate the intuitive difference between

a “good” sector and a “bad” sector in consumption and in investment to a usable no-

tional macroeconomic distinction.

We shall now try to make progress right here. For this purpose, we take up the

distinctions between the wealth economy and the productive economy or sterile

7 These policies cannot nearly work, obviously. They are only attempts to find non-existent

subtleties between having one foot on the accelerator and one foot on the brake. The pre-

scriptions come from mass-democratic politicians who mostly do not remotely understand

what they are doing, but know very well that, even if they understood, they could not even

act on better knowledge. Their main effect will, thus, be an additional layer of hypocrisy.

We are about to lose one of the true beauties of capitalism – its openly admitted rationality

of profit-making.
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spending and producive spending,which looks at themacroeconomic effects and con-

sequences of the spending for the closure of capitalist circuits, again.This distinction

was already introduced in the Foreword and laid crosswise over the more common,

second distinction, second between investment and consumption, which looks at

themotives for the spending or the use of the purchased goods.Their crosswise com-

bination led to Matrix I on page 23 .8 Following the examination of employment-

generating spending in Chapter VIII, we shall now bring together the terminology

of sterile and employment-generating spending with the terminology of M–C–M’,

as broken down into M (c, v) and M’-M (s) in to a new Matrix IV identifying the

causes for deficient employment-generating spending in capitalism.

8 Good theoretical thinking – and all thinking is theoretical – consists in properly distinguish-

ing distinctions. This is even so if one is not aware of what one is doing, but the awareness

of it, of course, helps. George Spencer Brown, Laws of Form, first published in 1969, has made

a very important contribution in this regard, particularly into systems theory, which pro-

liferated via Heinz von Foerster, Niklas Luhmann, and others. See also: Luhmann, Zeichen als

Form, in: Baecker (ed.), Problem der Form, 1993, page 45 et seq.; Kaufmann, Das Prinzip der

Unterscheidung, in: Baecker (ed.), Schlüsselwerke der Systemtheorie, 2005, page 173 et seq.;

Schönwälder-Kuntze,Wille, Hölscher, George Spencer Brown, 2. ed., 2009.
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Figure 13: Matrix IV – Consumptive vs investive and producive vs sterile spending (devel-

oped)

consumptive investive

sterile I.

 

• Recipients: Sterile wealth owners

• Emitter:Wealthownersandworkers

• Purpose: consumptive debt service,

consumptive rent, consumptive asset

purchases (e.g., dwelling)

II.

 

• Recipients: Sterile wealth owners

• Emitter: Productive and sterile

wealth owners

• Purpose: Productive and sterile

wealth owners pay interest, rent, or

asset purchase prices as “tributes”

if they make productive or sterile

investments

Producive or

employment

generating

III.

 

• Recipients: Productive wealth

owners

• Emitter:Wealthownersandworkers

• Purpose: purchase of consumption

goods and. services

IV.

 

•Recipient:Productivewealthowners

• Emitter: firms

• Purpose: purchase of equipment

and inventories (incl. services) for

productive investment

All spending is after carve-outs of components of opposite type

If we look at this Matrix IV,The upper part shows sterile spending, which always

flows to sterilewealth owners.Quadrant I shows sterile consumptive spending,e.g.,

interest for consumptive debt and rental payments to landlords for dwelling.Quad-

rant II shows sterile investive spending.On the one hand, it includes “tributes” from

productive to sterile wealth owners, e.g., interest, rent or profit spending for pro-

ductive investment or asset purchases if assets are used for productive investments

(e.g., thepurchaseof land).On theotherhand, it includes interest and rent spending

and asset purchases, which are (or which serve) sterile investments between ster-

ile wealth owners. The lower part of the matrix consists of employment-generating

or producive spending, which always flows to firms i.e., productive wealth owners.

Quadrant III shows employment-generating or producive consumptive spending,

e.g., purchases of goods (including services) by sterile wealth owners and workers

(firmsdonotmake consumptive spending) fromfirms.Payments,which aredirectly

made by wealth owners to their private employees for consumption purposes, such

as formenial services, cooks, housemaids, gardeners green-keepers, drivers etc. are

also shown in quadrant III (imaging there being a fictive firm between the wealth

owners and the workers).
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All flows are after carve-outs; hence, the employment-generating, i.e., pro-

ducive, investive spending in quadrant III or IV are already after deduction of

components, which belong in quadrant I or II and already encompasses compo-

nents which were carved out from sterile spending in quadrants I or II.9 Quadrant

I, alike, includes already sterile parts from the actual amounts paid by workers or

by wealth owners for food, other necessities or luxury and Quadrant II includes

a sterile part from firms c-outlays directly paid to sterile wealth owners and from

firms’ sterile profit spending to wealth owners. Quadrants III and IV in the lower

part are the places in which reflows of spending from the wealth economy into the

productive economy, hence where consumptive or investive spending by wealth

owners are booked. In the following section, we shall take a more detailed look at

the different flows.

Flows from the productive economy into the wealth economy

A sterile part of firms’ c-outlays

Reading volume I of Marx’ Capital, or the reproduction schemes in volume II, one

would, at first, think that his c-part of M goes wholly into equipment and invento-

ries and remains in the productive economy. But that is not so. While the spending

for equipment and inventories, c, may be innocently regarded as employment-gen-

erating, we must make a major exception for the spending of interest for interest

i, rent r, or asset purchase prices (stpp) for old, pre-existing assets (with the minor

counter-exception of our carve-outs for employment-generating spending-compo-

nents in sterile spending).These “tributes” of firms to sterilewealth owners,without

which no productive investment is possible, are significant.

Therefore, one should not read out of Marx that all c-outlays, which are going to

supplier capitalists, are employment-generating spending that validate prior pro-

ductive investments.Only c-outlaysminus sterile “tributes” plus employment-gener-

ating spending-components in these payments are employment-generating spend-

ing. Accordingly, supplier firms are not even able tomutually purchase theM-part of their

produce from each other because they receive less than thewhole of other firms’M-out-

lays.This goes on from circuit to circuit.10This drain is different fromwhether or not

firms are willing to mobilize their full, planned profits M’-M from a circuit to mu-

tually purchase theM’-M-part of their produce (which has occupied center stage for

Sismondi, Malthus, Luxemburg, and others). Before firms even come to consider

9 See page on 123 et seq

10 What national accounting calls consumption of fixed capital, or what bookkeeping calls

depreciation, are construed flows only. It may take several years and sometimes decades be-

fore significant re-investment spending, beyond small maintenance payments, are actually

made.
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whether to fully reinvest their expected profits in their productive business, they

have already done damage to each other through unavoidable misspending in the

form of tributes to sterile wealth owners.

A sterile part of workers’ salary spending

Workers make consumptive employment-generating and consumptive sterile

spending from their salaries.11 Many economists, even prior to Marx, saw salaries

as a share given toworkers of the revenues from theproduce,whichwas roughly suf-

ficient, but notmuchmore, for them to physically and socially reproduce (including

proliferating and raising children).The absolute amount of the salary, or its relative

share, was often not specified further. Capitalists did not have lasting relationships

with their workers – unlike feudal lords with their peasants or even masters had

with their slaves in the past. Accordingly, from a pure economic perspective, there

was no built-in interest in individual capitalist employers to maintain a mini-

mum salary. However, there were religious, cultural, or other humanitarian ideas

about men’s dignity. While they could be bent significantly, as the re-introduction

of slavery in the South of the US and examples of child labor, excessive working

hours, lack of work-safety, and forced labor in camps has shown, humanitarian

standards still worked towards raising salaries. The self-interest of employers,

indeed, sometimes also played a role if there was tough competition amongst

employers for workers. Finally, politics, trade unions, other workers’ organizations,

philanthropy, and social-democrat, socialist and communist parties contributed

to salary increases. All this was basically known at the times at which Ricardo and

Malthus were writing (even if social-democrat parties etc. did not exist yet). When

Marx wrote, he added two novelties. First, he connected this state of insight to a

concept which arose from the theory of economic evolution: the difference between

a necessary work-product and a surplus work-product, with the necessary work-

product beingwhat individuals or social units (families, tribes etc.) need to produce

to survive and with the surplus-product being what can be used for growth, i.e.,

extended reproduction, or excess consumption. 12 He taught that workers’ salaries

essentially stand for what the necessary work product is in the theory of economic

evolution. Second, by introducing the term of “variable capital” v in non-concrete,

highly abstract sense, he made it possible to let the variable capital travel through a

series of economic events in a Hegelian way – as a part of the money in the pockets

of capitalists willing to make productive investments, as salaries, which are paid to

11 If they make investive sterile spending, they do not so as workers, but are wealth owners

from there on out; if they make investive producive spending, they are firms from there

on out.

12 If low productivity or bad luck keep tribes from generating the necessary work product,

they will die out.
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workers, then in production, as additional value-in-exchange-component, which

the workers transfer to the produce, hence, as a value-component of the produce,

and, finally, as part of the sales prices collected.

AsMarx saw paid salaries, even if they could occasionally be somewhat above or

below the necessary work product, essentially necessary for the workers and their

families to survive, he had to expect that workers would spend the “variable capital”

v, i.e., their salaries, in full again. His theory of salaries, thus, became a theory of

their use and a theory of a component of employment-generating spending by the

same token.

Marx further confirmed this view throughout his reproduction schemes, which

see the variable capital v flow completely back to the capitalist class (dept. II.b.-

producers of consumption goods for workers), thereby affirming that all money

paid out as salaries will contribute to buying the production. Kalecki, on the same

track, later coined the almost-proverb that “workers spend what they earn”,13

which, while essentially true, did not go beyond Marx. After all, workers partly

appeared as macroeconomically reliable chaps who would do their best to keep

the productive economy’s wheels turning by returning their salaries to productive

firms so that they could recoup the v-part of their M-outlays in order to close their

M–C–M’-circuits.14

Unfortunately, something had been overseen, which the distinction between

employment-generating and sterile spending debunks: There is the a similar drain

on the spending power of workers (conveyed to them by salary payments) as there

is on firms c-outlays: Wages cannot fully flow back through workers’ consumption

to productive firms (even dept. II.b.-producers of consumption goods for workers)

13 While workers consume what they earn, capitalists earn what they spend. “Capitalists as

a class gain exactly as much as they invest or consume, and if – in a closed system – they

ceased to construct and consume they could not make any money at all” (Kalecki, Outline

of a theory of the business cycle, 1933, in: Selected Essays on the Dynamics of the Capital-

ist Economy, 1971, page 12. Kalecki disregards the distinction between the productive and

sterile economy here.

14 Salary taxation does not seem to fit in this picture. If salaries are taxed, is income not with-

drawn where it is absolutely needed in that case? In fact, as Minsky writes: “(t)he personal

income tax assures that the after-tax income of technologically determined labor is not suf-

ficient to buy back the output it produces even at the prices even at the prices mandated

solely by technologically determined labor costs” (Minsky (1986) page 184). The explanation

ought to be that the state redistributes workers’ income to the detriment of better earning

workers and the benefit of lower earning or unemployed workers through salary taxation.

It, thereby, infringes upon the self-praise of capitalism that better educated or more well-

trained workers, who also work harder, have a chance to materially increase their incomes

in an act of forced solidarity or socialism between the low-income-recipients. In exceptional

circumstances, the not-redistributed excess taxation may even flow into other uses, such

as warfare.
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because workers, too, have to make sterile spending to sterile wealth owners out of their

salaries.They pay the same categories of “tributes” to sterile wealth owners as firms

pay, i.e., interest i, rent r and occasional purchases of old, pre-existing assets, as

out of their collected salaries v, they have to inevitably make sterile consumptive

spending of rent r, for interest payments i or if they purchase old dwellings (instead

of paying rent). As sterile parts of the c-outlays of firms do not return into the

productive economy, a part of the v-outlays of workers will not return there either.

The issue deserves a few amendments. In the past, rural workers in the coun-

tryside (being successors of their small peasant predecessors)mostly still owned lit-

tle pieces of inherited land, forests, fields, or gardens, which often encompassed a

dwelling where they lived. They, accordingly, had no rent to pay. As workers were

drawn away from their home villages to industrialized regions that all changed; they

became tenants andpaid rent.However, thisdidnotbring self-ownedworking-class

dwellings to total extinction. If the economy did well (as it often did in the capitalist

centers), workers sometimes managed to acquire self-owned dwellings anew, us-

ing loans, wage-income, mutual help, and the black economy. Furthermore, capi-

talists occasionally supported workers in acquiring dwellings – to attract workers

to their factories and/or out of philanthropic motives. Many such settlements still

exist today, e.g., in formerly coal mining centers of the German Ruhr or Saar, and

still carry the names of the benefactors. Moreover, developed countries may have

state programs to support the bank-financing of working-class homes; e.g., in the

US FannieMae and FreddieMac enabledworking-class families to share “the Amer-

ican dream”.15

Trying to acquire ownership of a self-used dwelling, whether newly built or

pre-existing, is probably mostly a good microeconomic bet for individual workers

who can afford it. However, from a macroeconomic perspective it involves turning

away a part of workers’ salary spending from bakers, butchers, farmers, clothes

manufacturers, shopkeepers, alehouse owners, car-manufacturer, education, vaca-

tion, household and consumer electronics, etc. to payments for the new dwelling,

whether as a purchase price or as interest. If the dwelling is newly built, then this

only applies to the land component of the purchase price plus the interest paid

on this component; if an old, pre-existing dwelling is purchased, it applies to the

whole purchase price plus the whole interest paid (in each case, as always, after

carve-outs). On the other side, workers save sterile rent payments as soon as they

move into their new home. The aggregate macroeconomic effect will depend on

15 Such programs often lead to unsound financial practices and speculation, e.g., in the

US-Savings and Loan crisis of the eighties and the US-subprime loan crises of 2007, when

banks, real estate developers, construction firms, etc., and workers colluded in generating

new credit. It cannot be denied, though, that the – ultimately prosthetic – activity had

significant employment effect in the construction industry.
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the relative price level of the different markets, but the sterile component of salary

spending does neither dissolve nor is there a first-hand guaranty that it the per-

centage of sterile spending of workers’ salaries will fall underneath the percentage

in the situation in which workers paid rent. State support to finance workers’

dwellings may, thus, sometimes evenmean that overall sterile spending by workers

is macroeconomically increased (with a share wandering from landlords’ pockets

to bankers’ pockets). In any event, there is a hefty entrance fee for workers to join

the club of homeowners,16 which reduces their overall employment-generating

spending over the medium term. In the long term, after debt service has come to

an end, it will, of course, enable workers to raise the share of their employment-

generating spending once again.

Workers also make sterile spending following non-real-estate-consumer loans. In

the early times of capitalism, workers were ineligible for loans from banks in gen-

eral (occasionally they obtained non-real-estate-debt from loan sharks, but that was

small scale), and had no interest whatsoever to pay to banks. However, since the

20th century, in particular after World War II, banks have offered to debt-finance

cars,motorcycles, endurable consumer goods, electronics, and even computers and

mobile phones for workers, their spouses, or their kids. Interest rates are higher

than for real-estate-loans as no collateral nearly as good as dwellings can be offered.

Nowadays, renting-out or leasing-out has become a highly important distribution

channel for such goods, particularly in the automobile industry (where insured cars

work rather well as collateral); accordingly, in addition to the largely employment-

generating spending of purchase-prices to the manufacturing capitalist, workers

also pay significant sterile components to sterile wealth owners for the benefit of

using the good earlier.

Educational loans have become extremely important in countries in which higher

education and universities are privatized and in which (often outrageous) fees are

demanded; here education is mostly subjected to M–C–M’-operations. Attempting

to debt-finance these fees for their kids is a moment in the survival battles of for-

mer middle classes and in the social advancement dreams of gifted and ambitious

members of the working class.17The fees of schools and universities are largely em-

16 If a worker buys a small house in the countryside or a modest apartment in a suburb of a

city for around EUR 100,000 and takes out an annuity loan in this amount with the interest

fixed at 4 % over 30 years and an initial annual repayment of 1 %, then he will have to pay

interest in an amount of over EUR 70,000 until he owns his dwelling debt free.

17 The question is not whether privatized education is generally “better” than state-run edu-

cation or a deplorable thing in general. This dispute, though, is certainly not settled in favor

of privatization with the argument that top private US, UK, etc. universities can hire the

crème of international scientists today and have more Nobel laureates etc. E.g., Germany,

in the “Kaiserreich” from 1871 to 1914 set up a state university system with a worldwide

reputation, out of which many leading theoreticians of relativity theory, quantum theory,
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ployment-generating spending, but the interest paid on loans to finance these fees

is largely not. The amounts of money withdrawn from the productive economy are

also significant. Even worse, an increasing number of worker families finance their

sheer subsistence for the present month by subsistence debt. I.e., they spend their ex-

pected wage incomes from a few months down the line with a credit card, short term

or an over-draft loan. One more time, the wealth economy has managed to tighten

its grasp on the available spending of workers, which macroeconomically further

reduces the spending of workers in the productive economy. All this results in not

even all amounts of the workers’ salaries being fully circuited back into the produc-

tive economy.

A sterile part of firms’ profits

The third and final drain into the wealth economy consists of the sterile spending of

a part of business profits (M’-M).We have already seen that firms, which engage in

productive investment, cannot avoid paying “tributes” to the sterile economy in the

form of rent or interest payments or payments of purchase prices for pre-existing

old assets. We saw them do this as part of their c-outlays, which ignited a circuit.

Now we can see them doing it again, a few steps later down the road, out of the prof-

its at the end of the circuit. This drain takes three forms: hoarding by wealth own-

ers, sterile investment by wealth owners, or sterile consumption by wealth owners.

In all three cases, the productive profits M’-M arrived, as part of employment-gen-

erating spending of others, through employment-generating ports of wealth own-

ers and were intermingled with already existing sterile wealth and incoming sterile

revenues.This transformation of profit from formerly employment-generating rev-

enues (M’-M), does not have to involve a legal or microeconomic payment; it is, in

particular, not necessary to turn business profits M’-M into dividends, declare divi-

dends, and distribute them “physically” to sterile wealth owners, even though this is

what normally happens. Rather, the business profits M’-M collected become automatically

macroeconomically sterile if they are not re-used for productive investment, i.e., if they are not

re-dispatched again, via the investive departure port or via the consumptive departure port, to

other firms’ employment-generating arrival ports or to workers. It does not matter either

whether these profits remain on deposit accounts of firms, which is quite unlikely,

whether they are transferred to accounts of holding companies or family offices, or

whether,which is farmore likely, they are re-invested inbonds, stock, includingown

shares, derivatives or real estate,whatever the firm’s treasury deems best. If pre-ex-

isting luxurious city apartments or countryside homes are purchased for consump-

and in other sciences emerged. Even the universities of the USSR, which were also state-

run, do not appear to have been so bad in general.
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tive pleasure, the use of the profits is also sterile for the timebeing.18 Profits re-enter

the productive economy only if they are, indeed, re-used for employment-generat-

ing spending, productive consumption, or productive investment.

Deficient re-flows into the productive economy

Deficient consumptive employment-generating spending by wealth owners

Quesnay and Malthus held wealth owners dear. If they were, as Quesnay wrote,

“utiles à l’État que… par leur consommation”,19 then they were at least that – and

in significant volumes! Wealth owners certainly consume more and better, even

“producively”, than non-wealth owners. Historically, the old feudal classes were

new-born capitalism’s beginner’s luck. Consumption-oriented and decadent as

they were, they did not change their habits alongside the decaying of their position,

but instead celebrated on the sinking ship and often spent their left-over wealth

into exhaustion (as, e.g., Chekhov’s plays show). Wealth owner’s consumption is,

quite advantageously for the economy, normally not affected by normal cyclical

economic ups and downs of the productive economy to a significant degree. 20 Even

if the economy shrinks, they mostly still draw sufficient incomes from interest,

rent, dividends, and capital gains to maintain their living standard, without even

diminishing their wealth stock much. Only a historically extreme decay will ma-

terially affect their consumptive employment-generating spending, e.g., the end

of the Greek poleis, the fall of the Roman Empire, failures of major states, decades

of civil war and anomy, such as in the Warring Wtates period or the many other

interregnums in Chinese history or the Thirty Years War in Europe. This list also

18 Obviously, there is no sharp and stable line between consumptive spending and investive

spending by the purchase of pre-existing old assets. Wealth owners can always change their

minds freely.

19 Even if Quesnay added a “que” (only): “…les propriétaires sont utiles à l’État que par leur

consommation” – proprietors are useful to the state only through their consumption –,

see Quesnay (cited in Cartelier (2008) page 36). This statement is not only of great impor-

tance macroeconomically, but also remarkable regarding the ideological situation in France

forty years before the French Revolution: You could obviously tell your prince (Louis XV),

to whom Quesnay gave his tableau, that he was utterly useless (except for in terms of his

consumption), but the prince would swallow this… The explanation could be that a dynas-

tic legitimation of government, which was principally independent of making a functional

contribution, was still largely intact. Look at Quesnay and the claim, which another, albeit

smaller, absolutistic sovereign raised at the same time (Frederick the Great of Prussia de-

clared himself as “first servant” of the state), and you can see the shadow of the guillotine.

20 As an ex-partner of my law firm, who used to be invited to dine with a well-known Ger-

man wealthy family as a student, reported, if the stock market went down, they would

immediately only serve margarine instead of butter. However, that was probably only a

nice symbolic signal.
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includes the aforementioned decay of the feudal nobility, which in Germany ended

in themassive degradation and expropriation of its remnants (and significant parts

of other traditional wealth owners) in the great inflation after World War I, which

“wiped out the pre-war German Bonds”.21

What sets limits to the absolute contribution of wealth owners’ consumption to

employment-generating spending, though, remains their low absolute number.They

are simply too few and have too little aggregate belly space and time for greater em-

ployment-generating consumptive spending.Quesnay’s tableauwasnot onlywrong

in the assumption that wealth owners would spend their circuit income (i) com-

pletely (ii) on consumption (iii) in the productive economy, he was also wrong in his

estimation of wealth owners’ consumption being 2/5 of the annual net produce; it is

much less than that, at least today, and far too low to save the day.

Deficient investive spending by wealth owners

As soon as any value-in-exchange arrives in the wealth economy, it gets completely

intermingled with the value-in-exchange, which is already there.The issue is solely

about whether the same amount travels back. Circuit closure would require that the

drains, from the productive economy into thewealth economy,are fully recovered by

new employment-generating spending – but this does not normally happen. Once

value-in-exchange has arrived in thewealth economy, it will only return afterwealth

owners havemade a positive decision to re-channel it back into the productive econ-

omy by new employment-generating consumptive or by new employment-gener-

ating investive spending. In Quesnay’s tableau, cl. des propriétaires received livres

2 bn. from the cl. productive and re-channeled this full amount into the produc-

tive economy.22They did what was macroeconomically necessary for circuit closure

without Quesnay telling us why they did it. In reality, though, wealth owners have

mostly not acted like that, and, in fact, they have good reasons to refrain from reinvesting

in the productive economy.

Since profit economies exist, sterile wealth was primary. Wealth owners were

sitting onmassive amounts of wealth, of which they only put a small part to produc-

tive use.Wealth owners have retained this habit, even inmodern capitalism. In par-

ticular, they have a bias for land. Land, as the premier non-produced good, existed

prior to the beginning of humanproduction and all successfulwealth generators, ei-

therby violenceorbyexchange,Sparta’s andAthens’ rulingelites,Chinese emperors,

the Roman patricians, equites and, if successful enough, even plebeians,merchants

of the Han, T’ang and Ming dynasty, Islamic merchants since Mohammed, Chris-

tian merchant adventurers and feudal lords of the Middle Ages, the Medici, Fugger

21 Graham/Dodd, Security analysis, 5th ed., photographic reproduction of 1st ed. page 7.

22 Livres 1 bn. to cl. productive and livres 1 bn. to what Quesnay falsely called cl. stérile, which

was actually quite productive.
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and the Rothschilds, today’s new-economy-stars, narco-traffickers, and successful

lawyers, always desired and desire to possess real estate. Their prime interest goes

to land and buildings in privileged urban or countryside locations, villas, castles,

chateaux, etc. but the interest also goes to land that is usable for pasture, farming,

hunting, foresting, vineyards, or themining of cupper, tin, clay, iron, gold, silver, di-

amonds, jade, jewels and so forth. Indeed,wealth owners are even eager to own low-

income apartment houses (“slum lording”). It is true that those successful in profit

economies and capitalism, especially the “nouveaux riches”, also desire to purchase

new houses, newweapons (more so in the old days), new coaches, cars, airplanes and

yachts and new furniture, clothing, electronics, and a lot of services, etc., but they

never exchange their profits against such new produce in full.Those who profit most

from the production of newgoodswill spendmost of their profits not on buying others’ newpro-

duction, but on buying what has long been there, from nature or previous generations’ work.

Thewinnersof theproductive economytake their bootyandwalkawaywith itwithout

caring aboutwhether their fellow current producers are able to sell theM’-M-part of

their produce. As they become successful, they become conservative and shift large

chunks of their profits into the less thrilling or boring wealth economy; you might

say that they are like narcotrafficker who do not consume their drugs themselves.

There was and there is a general “propensity” to withdraw wealth from productive

to sterile uses.

So far we have described this propensity as a fact only. Most unfortunately,

though, the propensity is not only a nonsensical romantic remnant from the past,

but it is based on hard microeconomic rationales. Keynes construed his “induce-

ment to invest” as a battle of forces competing for entrepreneurs’ investment. He

quantified this battle of forces as a ratio between adverse “attraction-powers” on

the entrepreneur’s money. In the General Theory, in particular, the “inducement to

invest” thence became a fraction between themarginal efficiency of capital (m.e.c.) of

a considered investment in the numerator and the interest rate in the denominator.

The GeneralTheory not only left the issue of what kind of investment was to generate

Keynes’ m.e.c. unspecified (he saw it as beneficial without applying a more-than-

intuitive distinction between productive and sterile) and, furthermore, impover-

ished the alternatives for the entrepreneur to one single form of sterile investment

(lending out available money or buying a bond in this amount to draw market

interest).23 In the Viner-Rebuttal, Keynes extended the denominator to include the

23 This use of interest in the “inducement to invest” gained power by Keynes introducing a

novel theory of interest. He abolished the “classical theory” that interest rates would nec-

essarily fall in a depression and automatically initiate a recovery. Instead, he derived the

interest rate from uncertainty and liquidity preference. However, uncertainty and liquidity

preference would, as Keynes found, rise in a slump and raise interest rates (exactly the op-

posite of what the “classical theory” had held) and disfavor investments in the productive
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purchasing of whatever pre-existing, old assets, the new production of which was

considered in the numerator.

Two further amendments are necessary in order to combine Keynes’ approach

with our distinction between the wealth economy and the sterile economy: On the

top-side of the fraction, the numerator has to be narrowed down so that productive econ-

omy investments are considered exclusively. On the bottom-side, to the contrary, the

denominator must be extended beyond not only debt investment through new loans

or bondsot thepurchase of pre-existing loans andbonds,but to include all sterile in-

vestments (hence, apart from loans, debt, pre-existing productive assets also naked

land, gold, antiques, art, crypto, etc.).Only thenwill the numerator truly exclusively

target productive investments and the denominator will encompass all competing

sterile alternative investments.24 Hence, Keynes’ “inducement to invest” ought to be

re-formulated into an “inducement to firms’ employment-generating investive spending” to

describe the conditions underwhich productivewealth ownerswill, in fact,macroe-

conomically “pay back” the tributes to the sterile economy and their profits into the

productive economy. It will tell us that they will only re-invest tributes and profits

(or invest the same amounts fromother sources), provided that these productive in-

vestments promise to bemore profitable than the alternative sterile investments.25

There is, of course, no general iron rule,which always gives an advantage to ster-

ile economy investments. Yet, a few circumstances work to often tilt the decision in

economy even further. This aspect is secondary for the progression of this argument. See

on page 292 et seq.

24 Keynes’ imprecisely targeted terms obviously miss the purpose of his “inducement to in-

vest”. E.g., in a real estate or stock boom, sterile investment in these assets promises a

significant return on investment and a high m.e.c., which, particularly if bond markets

are booming simultaneously and showing ultralow interest rates; this will mathematically

lead to a strong “inducement to invest”, but only trigger sterile investments without em-

ployment effect. Keynes’ unspecific term of “investment” even “sells” FOREX-speculation

as beneficial. E.g., George Soros writes: “…keeping capital in liquid form in an appreciating

currency is more rewarding than investing it in physical assets.” (Soros (2003) page 82).

25 As an intuitive illustration from our times: Are we could observe in more than a decade

after 2008, living in a world in which money interest rates are close to zero, does not

mean that the productive economy goes crazy with new investment. Have great parts of

Africa rushed forward into the computer age or at least industrial age in this decade? Has

mankind invested in erecting settlements on the moon? Alternatively, do we not instead

have to state that a significant part of infrastructure of even the most developed countries,

from J.F.K-airport and US-highways, as Larry Summers does not tire to point out, and hun-

dreds of bridges of private highway-operators in Italy etc. are close to falling apart? And

have we not also lived through a decade of corporate stock repurchase programs, proving

that the most successful corporations do not know how to apply their huge reserves in new

productive investment? While low interest rates would have suggested tremendous invest-

ment activities under Keynes’ “inducement to invest”, that is not what happened, at least

not in the productive economy.
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favor of the sterile investments. The productive economy, indeed, is a hostile habi-

tat of fierce competition for customers’ (employment-generating) spending as well as

for cheap supplies. Firms need a competitive advantage in order to succeed,which has

mostly to comeout better and cheaper products, or good luck,often both of them. In

the productive economy, products compete against other products for scarce readi-

ness to makemoney sacrifices, which will keepmany circuits from closing. Accord-

ingly, an excess of profit-seeking capital will push the profit rates in the productive

economy down and a significant share of investors will end up with revenues which

are not worth the effort. Or they may even be net losers. Ultimately demand, em-

ployment-generating spending, is limited as it depends on consumptive spending

in the final instance, which is limited, as far as esoteric demand and values-in-use

are concerned, by numbers of people and their needs and desires, and,worse, as far

as effectivedemandandvalues-in exchange are concerned,by available incomes.We

are in the world, which Adam Smith so much praised for necessitating firms to fall

to their knees in serving their customers. The power behind this discipline, as we

have seen, stems from a game of “musical chairs” or a “journey to Jerusalem”. Firms

in the productive economy each sit on a chair, music swells, and the firms have to

raise themselves andwander aroundand seeknewcustomers and supplier (i.e.,new

chairs). However, one chair is taken away after every iteration, and when the music

stops one firmwill not find enough customers and a systematic under-complemen-

tarity is created. The productive economy’s game, thus, requires keen monitoring,

attentiveness, quickness, determination, skill, and sometimes recklessness.This is

a world of mostly negative feedback. The more products firms carry to market, the

relatively fewer chairs there are,which will push down prices and still leave produce

unsold.This situation needs Schumpeterian entrepreneurs, men like the merchant

heroes of theMiddle Ages, inventors or the 18th and 19th century, technological and

conceptual innovators,whocertainlydodeserveouradmiration–but thisDarwinian-

Smithian survival of the fittest only is bad for the numerator of the fraction…

Now,consider theworld of thewealth economy.Here, just the opposite is true.The

theoretically limitless demand for profit drives the demand for wealth investments.

Thewealtheconomyhas thepleasant capacity that themoremoneyenters, themoreprices

goupalso forpositionsyouhold already.Morecompetition for assets creates–viabenev-

olent positive feedback – bubbles and capital gains across the market.26 Consumers

with limited esoteric demand or with esoteric demand but without money, on the

26 Even the risk add-ons to discount rates for productive economy investments are normally

higher than in the wealth economy, which also lowers the present values of productive in-

vestments compared to wealth investments. Thus, the capital asset pricing model (CAPM) will

often support the wealth economy via the lower Betas that it normally applies to wealth

investments; they help to outcompete investments in the productive economy.
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other hand, are no factor. In the productive economy, the quest for profit of com-

petitors, bids down prices and profits; themore productive wealth owners, via their

firms, engage in transactions (at a given level of demand), by selling products, the

lower prices fall. In the wealth economy, the more sterile wealth owners engage in

transactions (at a given level of demand), by buying and holding assets, the higher

prices rise. The more investors sell in the productive economy, the more the lesson

becomes formost players: “You should no longer be here!”, themore investors sell in

theproductive economy, themore the lessonbecomes: “Behere big!”.Theproductive

economy rewards exquisite selections and original firstmovers, thewealth economy

rewards cowards and herd behavior.27

In summary: By hosting M–C–M’ and allowing it to take control, the economic

system not only invited capitalism to seek profit in an often socially benevolent, at

least growth and productivity generating, way within the productive economy, but

also to seek profit everywhere in its reach – and capitalists found out quickly that

the wealth economy is an awesome place to make money without production. Ul-

timately, this is the main reason for the net outflow of wealth from the productive

into the wealth economy and why the general possibility of circuit closure in capi-

talism does not materialize.The attractive possibility of “opting-out” of the produc-

tive economy spoils the generally existing possibility of a closure of circuits of the

productive economy and triggers deficient producive spending.

If we return to the debate in a fictive original assembly, regarding inviting cap-

italism into existence, we might hear an opponent of capitalism making a point in

this regard. “I know”, hemight say, “capitalism can,muchmore fervently thanmere

natural consumptive motives, push value-in-use production…But capitalist invest-

ment always goes where the highest profits are, and if it is lured outside of value-in-

useproduction, the investmentwill go there,becomesterile,andbetrayproduction.”

The speaker might also make his final point: “Themore capitalism turns everything

upside down, themore it will make non-winners, and themore of them are around,

the less it can rely on their employment-generating spending and the more it will

depend on the spending of the winners itself.They, however, march into the sterile

economy”.

Section 3. The deficient-producive-spending-syndrome

Thedeficient-producive-spending-syndrome, accordingly, is a corollary of three in-

sights.The first is that circuit closure would only be possible, if capitalist productive

27 In the wealth economy, you only need to go against the trend in the very last moment

before the herd changes course too. See George Soros in footnote 26 on page 51.
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firms were to reinvest their profits (M’-M) fully in the productive economy.The sec-

ond insight is that, in addition, wealth owners ought to reinvest the different “trib-

utes” (as explained above) they levy on the productive economy into the productive

economy.The third insight is that there are strong reasons forwealth owners neither

do the first nor to do the second.

Because of this, deficient employment-generating spending comes out of the

deep-structural heart-beat-level of the capitalist economy. It is real, self-made,

has its origins in capitalist circulation (not “production”), and is, in fact, ultimately

only an aspect, which logically arises out of the profit motive of capitalism, i.e., of

M–C–M’, itself. Capitalism, in order to satisfy the profit motive has to absorb more

value-in-exchange from circulation than it returns. Capitalism is, thus, inherently

incomplete. It is like a slot machine that is programmed to pay out more than

players throw into it. It needs somebody else to refill it. It is parasitic, yes, it is even

vampire-like and needs fresh blood from the outside all the time.

While this character is hidden, it is still the final reason why the dynamics in

the productive economy of profit economies often change from powerfully pushing

towards more, better, and more efficient production and technological innovation

to depression. Firms that anticipate that they will fail to close ongoing productive

circuits avoid the initiation of new circuits in the first place. Not all firms give up all

new circuits, but certainly the less successful firms give up the less promising circuits. Like

in Malthus’ population theory, competitive advantage only distributes the unavoidable

outfall between different firms and decides on the primary victims of the depressing

effects, but does not cause the outfall as such. The deficient-producive-spending-

syndrome, conversely, does not dis-enable winner-firms – many well-known large

firmsamongst them–fromshowing tremendous success and touching tremendous

profits down over centuries.The trouble allocates itself into the shadows of the less

lucky or poorly managed firms that over-proportionally run out of employment-

generating spending, shrink, underinvest, under-employ or even go bust. Even if

all firms could perfectly target their products to esoteric consumer demand, if their

products would all be of equal quality, if the buyers would intentionally place their

purchases in a manner that a proper share of revenues accrues to all firms (or if a

huge cartel, oligopoly, monopoly, or the state, including with perfect knowledge,

would steer everything), employment-generating spending ought nevertheless to

remain insufficient.

Ifwe take the aQuesnayianworld as an ideal startingpoint of ahealthy economy,

and if we view capitalist employment-generating spending as an organic function to

supply the money needed for the purchases at the closing leg of the circuits,28 then

we will have to assess this organic function – in a medical term – as “hypo” and to

28 Of course, capitalism is not such a system with the built-in purpose of creating demand for

profitable production and no machine with feedback-steering to secure such demand.



Chapter VIII. The deficient-producive-spending-syndrome 367

call capitalism itself “hypo-spending”. Alternatively, we might call capitalism’s ill as

“hyper-collecting”. The structurally given hypo-generation of employment-generat-

ing spending or hyper-collecting of revenues is the elementary antinomy of capital-

ism. It creates the deficient-producive-spending-syndrome. Stocks of pre-existing

wealth initially mitigate things, as savings or inheritances do on the level of indi-

viduals. However, after the reserves are used up, iron will hit iron, and firms will

anticipate that by lowering investment; this anticipation creeps back from circula-

tion to depress production unless employment-generating prosthetic spending are

added.

***

In principle, the purpose of this book is to lay out its propositions but not to give

an overview on the views ofmainstreams economics competing with or relevant for

these propositions. Like we have briefly related the book’s general theoretical ap-

proach to the approach of mainstreams economics in the Foreword, it may, yet, still

be worthwhile to look at parallels and differences between the views, which we have

nowpresentedas thedeficient-producive-spending-syndrome,andbeliefs ofmain-

streams economics on the subject.We shall do this by looking at commentarieswrit-

ten in the Financial Time by one of the leading economics journalists of the world,

MartinWolf, in the last decade. Since the financial crisis of 2008, he has particularly

reflected on deficient demand, deficient investment and deficient growth from al-

most all possible angles.

First, it is to be noted that the factual observations behind deficient employ-

ment-generating-spending are nearly uncontroversial. Hence,Wolf, too, observes

in utter clarity and directness: “The principal high-income economies – the US,

the eurozone, Japan, and the UK – have been suffering from ‘chronic demand defi-

ciency syndrome’”. “More precisely”,Wolf goes on, “their private sectors have failed

to spend enough to bring output close to its potential without the inducements

of ultra-aggressive monetary policies, large fiscal deficits or both”. This factual

statement is uncontentious.

Second, while most mainstreams economists would likely want to dispute our

three above-mentioned insights, there is, in fact, no clear theoretical controversy ei-

ther.EvenWolf, althoughhe is bitterly awareof the relevanceof the subject,makesno

serious effort to offer anything,which could claim to coherently explain the reasons

for his impeccable observation. Mainstreams economics is rather earmarked by a

certain non-theory, a theoretical hole, at the place,where the subject ought to be dealt

with. At best we find traces of an eclectic multifactorial theory, yet even without stating

what the relevant factors are exactly supposed to be and how they are supposed to

work together. Furthermore, like already Keynes had somewhere broken away from

a theoretical analysis of deficient investment in favor of policy recipes, Wolf, too,
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mostly lets his theoretical explanations of the fact for deficient demand only appear

implied inpolicy recommendations.For example,Wolf suggests: (i) “todistribute in-

comes fromsavers to spenders”– the theoretical implication is that it would be good

for employment-generating spending if spenders, i.e., poorer classes and the state,

had more money available. Or he suggests (ii) “unproductive savings should be dis-

couraged”–the theoretical implication is that it would be good for relevant demand

to redistribute spending from the sterile into the productive economy.29 In a con-

nected commentaryWolf gives three further explanations “of such weak demand”,

(iii) the “post-crisis overhang of private debt” after the financial crisis of 2008, (iv)

that the pre-crisis demand was “unsustainable, because it relied on huge accumu-

lations of private and public debt” and (v) “a slowdown in potential growth due to

some combination of demographic changes, slowing rises in productivity andweak

investment”.30 Wolf ’s explanation (iii) refers to a specific historic episode only and

does not even attempt to explain this episode; it also, remarkably, only uses conse-

quences of prosthetics applied in this episode to explain the present lack of demand. Ex-

planation (iv), too, does not attempt to explain deficient demand out of “original”

capitalism, but explains it with amedicine being taken away (as we shall observe the

exhaustion of prosthetics in Book IV of this book). Insofar as Wolf ’s explanation (v)

refers to “weak investment”, it is, thus, no explanation at all but only a restatement

of the fact of deficient investment demand.What is left over is an unclear combina-

tion of unclear observations (demographic changes, slowing rises in productivity)

without any specifications; there is, thus, no serious explanation given.

In other articles, while repeating the aging of societies,Wolf also mentions (vi)

globalization and the (vii) relocation of investment from the high-income to other

countries, and (viii) investment being in IT and other intangibles (generating less

employment).31Thelastpoint appears tobe themostplausible atfirst sight,yet at the

price that it restates the argument of the Luddites of the 19th century, which, most

certainly,Wolf would generally not want to buy. Or does he believe that increases

in productivity per se trigger unemployment? Probably not. In fact, should not the

worker relieved from their prior jobs by IT and other intangibles-investments find

new employment in, e.g., rendering services to thosewhodrawhigher salaries (v) or

profits (M’-M) thanks to these IT and intangibles-investments? As that may ever be,

most certainly Wolf does not give a theory of why, while what the Luddites argued

29 Wolf, Radical cures for unusual ills, in: Financial Times of 26 November 2014. Of course, Wolf

does not possess and not use the distinction between a productive and a sterile economy.

30 Wolf, The curse of weak global demand, in: Financial Times of 19 November 2014.

31 Wolf, The corporate contribution to the savings glut, in: Financial Times of 18 November 2015

and Wolf, Challenges of a disembodied economy, in: Financial Times of 29 November 2017.
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in regard of physical machinery in the 19th century was wrong, it is now right with

regard to IT and intangibles (or where the borderline runs).32

Wolf also deals with the question of investment demand and states (ix) a “glut

of savings relative to investment opportunities”.33The same statement comes from

his FT-colleague Gemma Tetlow who pronounces the “FT verdict” that “…a lack of

worthwhile investments… must be playing a greater role in deterring companies

frommore capital spending”.Butwhy are there not enoughworthwhile “investment

opportunities”,34 meaning sufficiently profitable investment opportunities? This is

so, in part again, because there is not enough investment demand, but also because

there is not enough consumption demand (in our understanding only producive,

employment-generating consumption demandwouldmatter). But why is there not

enough (producive) consumption demand? Wolf often argues with “inequality” or

”rising inequality”.35 “There is no powerful reason”,Wolf writes, “to expect income

inequality, the fundamental driver of today’s excess savings, to reverse…”.36 This

mirrors Keynes argument of a falling propensity to consume with rising income,37

which points into the right direction: Workers would consume more if they had

higher incomes.Wolf, being in favor of less inequality, e.g., to generatemore helpful

demand, cannot possibly accept (x) “labour market reforms”, also called “structural

reforms”, e.g., as implemented by the “Hartz-reforms” in Germany in the early

2000s, as inducive to more aggregate demand (meaning employment-generating,

producive spending). While such reforms, which Germany and the EU also recom-

mended to Greece and Spain etc. will lower the costs of labor, “the one thing those

reforms did not do”, Wolf rightly notes, “is create dynamic aggregate demand”.38

Labor market reforms only put certain countries, where they are applied, e.g., “the

world’s structuralmercantilists: China,Germany and Japan”,39 in an (even) stronger

competitive position, but are no general solution.

All in all, Wolf ’s argument regarding inequality is not only too unspecific, but

also only this lack of specification allows Wolf to maintain the argument at all: If

32 We shall not conceal that, as “intangibles” encompass monopoly rights, which are sterile

assets, we would even agree with Wolf if he meant that spending on intangibles as sterile

assets is sucking away spending from the productive economy. (But he does not say so).

33 Wolf, Negative rates are a symptom of our ills, in: Financial Times of 15 April 2016.

34 Tetlow, Theories behind productivity woes range from tech troubles to zombies, in: Financial

Times of 23 October 2016.

35 Wolf,Monetary policy has run its course, in: Financial Times of 13 March 2019.

36 Wolf, Inequality is behind central bank dilemma, in: Financial Times of 22 September 2021.

37 See on page 293.

38 Wolf, Reform alone is no solution for the eurozone, in: Financial Times of 22 October 2014.

39 Wolf, Trump’s false promises to his supporters, in: Financial Times of 16 November 2016; see

alsoWolf, Germany is the eurozone’s biggest problem, in: Financial Times of 11 May 2015.
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Wolf specified the argument, he ought to say that such an increase of workers in-

come was needed as to allow them, in the worldwide aggregate, to “re”-purchase

products fromcapitalists in the amount of at least v (whichwould imply that they are

relieved of any sterile spending) and that capitalists too are relieved of such need of

sterile spending and, furthermore, only make producive, employment-generating

spending out of their M‘-M, which is impossible. Or: generating the employment-

generating spending needed to close the circuits would require capitalists to wholly

or largely waive profits – but then they would no longer be incentivized to employ

workers at all….Thus, thementioningof income inequality as cause fordeficient con-

sumptive demand,while pointing to the right direction (and while showing a social

awareness ofWolf ), is, ultimately, a naïve reference to a wasp nest: If it was taken

seriously and thought through, it would end up in the abolishment of capitalism.

We close this section with a somewhat complicated quotation from Arvind Sub-

ramanian,which, if properly disentangled, admits that circuit closure is impossible

if capitalist circuits are left to operate fallowing the original capitalist logic. Subra-

manian summarizes the views of the adherents of the secular stagnation hypothesis

as follows: “…the essence of the macro-dilemma”, he writes, “is that the equilibrium

real rate of interest – the real rate of return required to keep the economy’s output

equal to potential output – has turned significantly negative, while nominal policy

rates cannot be reduced much below zero”. To repeat: Subramanian is saying, that

the equilibrium real rate of interest, the real rate of return required to keep the econ-

omy’s output equal to potential output, has turned “significantly negative”! In other

words, he says that for circuits to close, real interest rates (after inflation) must be

below zero. That, though, is to admit that output cannot reach potential output, unless

the unfulfillable condition ismet that somebody providesmoney to capitalists instead

of normal profits, which they cannot gain out of their circuits. Yet, there is nobody

in “original capitalism” who would make such money-presents to people to induce

them to buy the output (including by loaning money to them, for which they have,

after inflation, less to return than they received). Another way to read the quota-

tion would be that as long as the logic of property, wealth accumulation and profit

(M–C–M‘) prevails, there is no realistic possibility for capitalist circuits to close –

as nobody will pay free lunches to others.40 This, of course, is a near-mathematical

reformulation of the results of the deficient-producive-spending syndrome and al-

most leads over to prosthetics. Before we go there, we shall, yet, acknowledge that

the deficient-producive-spending-syndrome does not exclude the existence of sec-

ondary economic dynamics aside itself.

40 Subramanian, Secular stagnation’s era may be drawing to close, in: Financial Times of 1 July

2021.
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Section 4. Secondary dynamics and the deficient-producive-spending-
syndrome

The deficient-producive-spending-syndrome, as we said, does not deny the exis-

tence of impressive massive regional, periodical, or sectoral growth and employ-

ment in the past, presence and future of capitalism. It does also not claimexclusivity

for explaining the non-closure of circuits or of cyclical or structural movements or

turbulences in employment-generating spending. Other theories of growth, decay,

cycles or ruptures may, rather, be compatible with it. E.g., the deficient-producive-

spending-syndrome does not deny that, in addition to its deep-seated effects, a lack

of proper foresight, of communication and of joint planning,may conjointly lead to

sectoral, regional or temporal overproduction, which will have to cyclically unload.

Equally may discoveries, changes in technology, customer preferences, products or

supply or distribution channels induce entrepreneurs to invest more or less in cer-

tain sectors, regions or at certain times the productive economy (as Schumpeter em-

phasized in his theory of economic development and of business cycles); this may

well ignite significant sectoral, regional or temporal booms, which end in specific

slumps.Demographic factors changing consumption and, thus, spending patterns,

may be a factor, too. An important stream in economics uses the growth of volumes

of available money, by discoveries or import of gold and silver, or other private or

state fiat money creation, and consequentially abundant money and easy credit, as

an explanation for growing investment in theproductive economyand the shrinking

of the volume of money, and the consequential restriction of credit as an explana-

tion for depressions.41 The deficient-producive-spending-syndrome does not deny

such connections and is, accordingly, compatible with many theories of cyclical be-

havior and structural changes of the economy, including withMinsky’s observation

that consumers and firms will restrict spending to reduce their debt level after the

bursting of bubbles following periods of expansive debt build-up, etc.42 Most cer-

tainly, thedeficient-producive-spending-syndromealsodoesnotdeny the relevance

of exogenous shocks from nature (climate changes, flooding, diseases, differences

in harvests, pandemics, etc.) or politics (wars, civil wars, expropriations, taxation,

etc.).

Nevertheless, thedeficient-producive-spending-syndromedoes indeedclaimto

rule at a deeper level underneath these additional cyclical or structural movements

and it also does claim to be more fundamental than they, like a powerful and ubiq-

uitous “undercurrent” under regional, temporal, or sectoral “overcurrents”.The de-

41 See, e.g., Fisher (1933) page 337. In this book, we already partially regard rendering addi-

tional money available via credit or money creation as a prosthetic reaction to the deficient-

producive-spending-syndrome.

42 Richard Koo applied this theory to Japan. See Koo (2009) page 39 et seq
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ficient-producive-spending-syndrome is, thus, the sad “grand” narrative of capital-

ism, whose ultimate appearance at the surface will be shaped by many short-term

and transitory, nice or particularly bad “overcurrents”.The economy of the day is al-

ways a conjunction of both, a generally depression-inclined trend and of more of

less happy interim-episodes.



Part IV: The prosthetics of modern capitalism

and their dilemmas

Part IV observes prosthetics that have been developed and are used in modern cap-

italism to deal with the deficient employment-generating spending posited in Part

III. Some techniques were already invented in Antiquity and part of state policies

ever since, e.g., spending financed by violent external goods procurement, protec-

tionism, war, taxation and expropriation, commodity money creation by finding

and mining gold and silver or by debasing precious money coins. Other techniques

were only born, or only grew to relevance, in modern capitalism, e.g., credit money

creation by private banks or state fiatmoney creation by states or central banks.Part

IV considers these different instruments of prosthetic spending as they substitute

the missing, original capitalist employment-generating spending, and their differ-

ent dilemmas.

Figure 14: Ancient andmodern social master drama and the funding of prosthetics

Master drama Prosthetics Main forms of Fund-

ing

Ancient capitalism Can owner-farmers

keep their land so

that they can subsist

from their work?

Wealth procure-

ment by violence,

war, protectionism,

expropriation, taxa-

tion and commodity

money creation

Modern capitalism Can enough pro-

ducive spending be

procured so that

non-owner workers

can subsist from

their employment?

Procurement of in-

come opportunities

or direct transfers

of values to non-

owners by the so-

cial, in particular the

political system
additionally:

debt, private bank

credit money and

state fiat money

creation





Chapter IX. Redistributive and expansive prosthetics

“Eben die Armut der Arbeitenden besteht darin, dass das, was sie produzieren,

keine Abnehmer findet. Es ist so zu viel Kapital vorhanden, und es wird mehr

produziert, als die Nation verzehren kann. Um dieses Überflusses willen, muss

die bürgerliche Gesellschaft suchen, dass sie ihren Handel ausbreite. Damit

kommen die Armen wieder zur Arbeit und zur Möglichkeit, ihre Substanz zu

gewinnen. Die bürgerliche Gesellschaft strebt so überhaupt über sich hinaus,

zunächst auf diese äußerliche Weise in Anlegung von Kolonien.” (Hegel (1983)

page 195, 199.)

“The entire credit system, and the over-trading, over-speculation etc. connected

with it, rests on the necessity of expanding and leaping over the barrier to cir-

culation and the sphere of exchange. This appears more colossally, classically, in

the relations between peoples than in the relations between individuals. Thus,

e.g., the English forced to lend to foreign nations, in order to have them as

customers.” (Marx, Grundrisse Foundations of the Critique of Political Economy

(Rough Draft), Translation by Martin Nicolaus, in http://www.marxists.org/Arch

ive/marx/works/ 1857/grundrisse, page 416)

There is redistributive and expansive prosthetic spending, which are distinguished by

their sourcing. Funds for prosthetics may be sourced by either taking away existing

money or other values (e.g., land) from somebody (with or without their consent) or

by creating them anew. The first way of sourcing leads to redistributive prosthetic

spending; the second, which is mostly only a practical option with regard tomoney,

leads to expansive prosthetic spending.

These two ways do not differ regarding the application of the funds. Certain val-

ues-in-exchange, mostly money, must be transferred to a better place, where it will

be spent productively. It must be channeled to somebody, hence, who has an origi-

nal want of certain commodities, i.e., an esoteric – investive or consumptive – de-

mand,butwhodoesnot have thefinancialmeans to fulfill it prior to the transfer. It is

also imperative that this recipient must, in fact, make the employment-generating

spending. We might say, to once more use a term of Keynes, that the money must

go to somebody with a high propensity for producive spending (or employment-gener-
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ating spending).1 On the other hand, it does notmatter whether the recipient of the

prosthetically procured financial meansmakes the employment-generating spend-

ingdirectly itself or forwards themoney to somebody else–via transfer payments or

salaries –whowillmake the employment-generating spending. States are great ad-

dresses in both regards:The social security budget is as goods from this perspective

as the military budget, even education works well.

Redistributive prosthetic spending without money creation can, though, only

shift around existing funds in space or time without increasing them in the aggre-

gate; redistributive prosthetic spending, thus, unfortunately remains a “zero sum-

game”. However, it may still increase the total of employment-generating spend-

ing, given that itmay transfer them fromunits with low propensity of employment-

generating spending (but which own wealth) to units with a high propensity of em-

ployment-generating spending (with no money but high esoteric demand). Redis-

tributive prosthetic spending will, accordingly, spatially “enrich” certain areas and

“impoverish” others; it may also enrich earlier periods to the detriment of later peri-

ods. Accordingly, redistributive prosthetic spending accentuates highs and lows in

areas (space) or cycles (time), such as the developed capitalist world versus theThird

World or ecstatic spending after breakthrough inventions or in wars versus periods

of normalcy.

All prosthetic spending, which goes beyond redistribution of funds and in-

creases the available sum of funds, requires money creation and is expansive. Such

expansive prosthetic spending is mostly connected with debt build-up, which will

be dealt with in Chapters XI and XII.

1 See on a possible “producive spending multiplier” on page 306.



Chapter X. Redistributive prosthetics funded without

money creation

Prosthetics without money creation, which can only reshuffle an existing amount

of wealth, are always redistributive prosthetics. The three means of redistributive

fundingofprosthetic spendingare taxationandexpropriations,goodsprocurement

by violence and protectionism, or, third, redistributive debt.They remain alive after

the ascent of money creation, but their relevance will, at least in normal times, rel-

atively go down the more powerful money-creation-based funding becomes. Still,

even redistributive prosthetics funded without money creation already operate in

a world, which knows money creation as such. A meager, irregular, and unreliable

form of money creation existed already in commodity money, i.e., gold or silver

regimes, as additional gold and silver could be found, mined, robbed or imported

(with or without being embossed). For money to exist at all, it must have been cre-

ated before and a monetary system without money creation is fictitious. However,

redistributive prosthetics look at prosthetics, which do not themselves make use of

money creation and in the following we shall initially simply – contra-factually –

assume a world without money creation.

Section 1. Redistributive prosthetics funded with domestic taxation and
expropriations

Domestic taxation and expropriations

Redistributive character of taxation and expropriations

State power enables states to arrange the transfer of things (land, firms, money)

from one owner to a new owner, either directly or indirectly, as a triangle-transfer

via the state. In order to effectuate such transfers, states use violence or the threat

thereof. The transfers never increase the mass of the available things, but instead

shifts wealth in space.Therefore, taxation and expropriations are only redistributive

and the prosthetic employment-generating spending that theymay generate is also

only redistributive. They encompass, on the one hand, one-time changes of own-
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ership, expropriations, which are often bloody and connected to civil or even for-

eign wars,1 and, on the other, regular and recurring changes of ownership mostly

of money. e.g., i.e., taxes, fees (without services of the states or which are in excess

of the value of the services), and social security contributions etc.They are amodest

and legalized peacetime version of expropriations, which express a certain balance

of power and longstanding social compromise. Expropriations and taxes have an

advantage over debt-financed prosthetics (to be reviewed later) in that they fund ad-

ditional employment-generating spendingwithout diminishing the state’s employment-

generating spending in the future.This is different to debt, which will have to be repaid

eventually by the state.

1 Examples of blunt, one-time-expropriations include the occupation of land of the catholic

church and nobles, often using false pretexts, in the Reformation following 1518 by protes-

tant miniature states in Germany and in the 1530s by Cromwell in England. In China, the

central state occasionally expropriated land of generals or other state functionaries who

grew to powerful, in particular in periods of low tax incomes (On the middle Sung see: Mc-

Dermott/ Yoshinobu, Economic change in China 960–1279, page 409). Buddhist and Taoist

temples were also frequently expropriated. The economic effect of expropriations also

arose out of new settlements of the Spanish, the Portuguese, the Dutch or the British ap-

propriating land in the Caribbean, in South or North America or in Australia, even if the

native inhabitants, e.g., the “Red Indians” in the US or the Aborigines in Australia. The

latter examples were, in fact, combined with the first-time and original creation of title

and ownership in the modern sense. If appropriated land is put to use by poor peasants,

then even land, which was considered as rather poor before, often proves good enough

to allow their families to subsist and sometimes even to draw small profits through some

selling. Both uses will generate additional producive spending, given that new farmers will

buy cattle, seed, agricultural tools, build fences and irrigations, etc. and some consump-

tion goods in the market. States can even expropriate the dead. Sangha, one of the “three

villainous ministers” of Khubilai khan, entrusted the supervision of Buddhist teachings in

south China to a Buddhist monk by the name of Yang. The latter, to finance Buddhist tem-

ples and monasteries, possibly in revenge for earlier expropriations of Buddhist temples,

too, “broke open the tombs of the Sung royal family and ransacked the valuables buried

with emperors and empresses. He plundered 101 tombs and removed 1,700 ounces of gold,

6,800 ounces of silver, 111 jade vessels, 9 jade belts, 152, miscellaneous shells, and 50 ounces

of pearls.” Sangha was later executed by Khubilai (Rossabi, The reign of Khubilai khan, page

479).
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Figure 15: Taxation and the funding of prosthetics

taxpayer, expropriated subject state

before 1 0

Tax paid or expropriation 0 1

nothing repaid 0 1

Result spending power loss 1 gain 1

Only higher propensity of employment-generating spending make taxation

and expropriation work

The loss for the taxpayer or for the expropriated state subject, of course, remains

and this reduces their capacity for future employment-generating spending.

Therefore, redistributive taxation and expropriations only increase aggregate em-

ployment-generating spending if their final recipients have a higher propensity to bring

about employment-generating spending; however, that is typically so. Wealth in the

orbit of sterile wealth owners, which is as committed to the profit condition as

any wealth, only moves back into the productive economy if it is allured by profit

expectations higher than in the sterile economy. Macroeconomically, thus, money

is set free by being taken away from sterile wealth owners, where it underlies the

profit condition, which is often favoring a sterile investment, and transferred to

the high-propensity-to-make-producive-spending-area presided over by the state.

The spending of the expropriated money follows a different algorithm than if the

money had remained in private hands – and here is the net macroeconomic gain.

The money will now be spent by the state (and mostly productively) even if no profit

can be made. Sterile wealth owners do not use their profit (as Quesnay’s tableau

assumed or asMalthus wanted them to do) by wholly spending it on consumption.

This sad reality is now sidestepped. The state, after it takes control of the money,

acts almost like Quesnay’s wealth owners did act or like Malthus expected his to

act. Macroeconomically nobody cares about the penalty, which is implied for the

taxpayers or the expropriated: Quesnay’s andMalthus’ wealth owners could fill their

own bellies, collected taxmoney fills the bellies of state functionaries, soldiers, social

security recipients, military and infra structure suppliers and their workers, etc.

Wealth owners’ and productive firms’ taxation

Wealth owners decide whether to financially equip their firms in the productive

economy to initiate M–C–M’-drives or whether to keep their money in the wealth

economy for sterile investments. Their money flows opportunistically back and

forth between their employment-generating and sterile ports accordingly.They will

make their decisions based on a comparison of the expected risk adjusted after-tax-
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profitability2 of investments in the two economies. Taxes on capital and profits in

the productive economy will render such investments less attractive, compared to

investments in the wealth economy. Tax money resulting from taxation of the pro-

ductive economy will, thus, often backfire macroeconomically and only come at the

price of diminishing productive investment. Conversely, taxing sterile wealth will

normally not negatively affect investment in the productive economy, but, if taxa-

tion observes proper limits, it might in fact even improve the crucial comparative

after-tax-profitability of productive economy investments. Accordingly, sourcing

money for prosthetics from the wealth economy via taxation does not frustrate

the purpose and will normally not reduce firms’ future employment-generating

spending.

Workers’ taxation

Workers appear to be bad addressees of taxation, at least at first: Let us assume that

workers still dwell in huts or in small houses inherited from their peasant forefa-

thers in villages, pay no rent, have no debt, and – in agreement with the simplify-

ing classical and Marxian-Kaleckian doctrine3 – use their wages completely for the

consumption of goods from the productive economy. In this case, their propensity to

consume and their propensity for producive spending are identical. Accordingly, taking

away any part of their wages and re-channeling it, via the state, into other places

in the economy cannot possibly increase employment-generating spending. Taxing

them ought to rather only throw them into poverty and despair (making them sick,

homeless, undernourished, etc.). Accordingly, taxing workers would be, first,miss-

ing the point (no additional employment-generating spending) and, second, impos-

sible (or, at least, the taxed away parts of salaries would have to be instantly filled-up

by transfer payments or by increasedworker indebtedness).This so far follows from

the pure Marxian-Kaleckian doctrine.

Nevertheless,weobviouslywitnessmassive taxes,direct incomes taxes and indi-

rect taxes, value-added or other consumption taxes (tobacco-taxes, fuel-taxes etc.),

on workers in developed capitalist countries. In fact, we see a significant layer of

workers who are, notwithstanding possible transfer receipts, net taxpayers. Con-

versely, we also see a layer of unemployed or low-income workers whose taxes (they

unavoidably pay consumption taxes) are overcompensated by transfer receipts.How

can these observations be reconciledwith the findings of the previous section? First,

we have to relax the assumption that workers always need the full amount of their

salaries for subsistence. Marx already conceded that salaries depend upon market

2 See our discussion and amendment of Keynes’ inducement to invest on page 299 et seq.

and 313 and seq.

3 See on page 322 et seq.
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conditions and regional andmomentary power relations betweenworkers and capi-

talists,which are influencedbypolitical, social, and cultural aspects.4 If salariesmay

be sometimes above the amount needed for necessary reproduction, this, though,

already renders the taxation of workers partially possible. Furthermore, our expec-

tation that workers’ propensity for producive spending was 100 % depended upon the

assumption that their propensity to consume was also 100 % because they earned so lit-

tle that they would only buy daily consumption goods in the productive economy,

still lived in inherited huts or houses in the countryside and were debt-free.

If we now relieve these assumptions and look at higher-earning people, who

fall under the category of workers with their work income, e.g., technicians, mid-

dle managers,5 employed doctors, employed lawyers, employed tax advisers, state

functionaries, university professors, judges, military officers, etc., and at workers

who earn significantly more than the average, e.g., in the automotive industry (be-

ing a worker in the automotive industry can be a fancy position nowadays), we find

that their propensity for employment-generating spending has fallen below 100 %.

They have excess income left, which they might put to two different kinds of ster-

ile uses: sterile consumptive uses (in particular paying rent or purchasing and debt-

financing dwellings) or sterile investments (to partlymove out of their class). Taxing

it away and channeling it back into productive consumption (of unemployed, sick,

elderly, kids in education, etc.) or into productive investment via the state will, thus,

indeed raise aggregate employment-generating spending.

In other words: Workers who earn more than what they need for their family’s

reproduction or their individual reproduction, if they are single,6 are treated just

as sterile wealth owners and their “excess income” is re-channeled into macroeco-

nomically better uses. This involves a remarkable contradiction to modern capital-

ism’s claimof socialmobility.Modern states, in particular inEuropeanhigh taxation

4 Wealth owners’ living standards cannot be the benchmark for minimum standards of hu-

mane life. Salaries cannot possibly suffice for the working class to purchase the same

quality of healthy and delicious nutrition (caviar, lobster, foie gras, wine, Champagne, and

Cognac hors age etc.), fancy clothing, horses (even dogs), cars, yachts, owning airplanes, first

or business class travel, housing, villas, etc., which is enjoyed by wealth owners. The same

applies to access to beauty care, cosmetic operations, membership in prestigious gyms and

golf clubs, entertainment, more elevated cultural pleasures, even to cooler drugs (they use

crack and opiate-substitutes instead of cocaine, etc.), and, worse, health services and educa-

tion. He who does not like a clear gap between the living standards of workers and wealth

owners ought either to revert to soviet style communism which, indeed, significantly closed

the gap (the exceptions in favor of the party elites were mostly rather moderate) or has to

give up intellectual consistency.

5 Top managers also belong to the category of worker, even if they normally use their salary

income for investment and quickly become wealth owners aside being workers.

6 The difference is achieved through tax allowances in special cases, e.g., marriages.
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countries, tax away just what top performing workers would need to move up into the mid-

dle class (the lower deciles of wealth owners). They do not reward the group of best-

performing workers, but deny them climbing up the ladder and keep them in their

treadmill. Taxation also redistributes incomes over lifetimes of individuals; it ren-

ders workers children richer, young adult workers in their best ages poorer, and

retired workers richer again. States, thus, sacrifice the realization of capitalism’s

own promise of social mobility to keep their reservoir for prosthetics filled at a cer-

tain level; more successful workers finance social transfers to less successful work-

ers, and workers in their best age finance transfers to themselves back into their

own childhood and forward into their retirement or into periods of illness.7 This

also results in many middle layers of better off workers, e.g., technicians, middle

managers, employed doctors, employed lawyers, employed tax advisers, state func-

tionaries, university professors, judges, military officers, often having a hard time

paying off their debt for a modest apartment or house over their lifetime.8

Privatizations of state property

If states have come to ownwealth assets,which they cannot have acquired but by ex-

propriations or taxation (only then theymayhave used thembusiness-like), they can

fund employment-generating spending also with their running profits or through

a one-time sale or privatization of the asset.The latter was the destiny of many rail-

ways, airports, roads, energy suppliers, communications firm, utilities, large hous-

ing companies, schools, hospitals, etc. in many highly developedWestern countries

in recent decades. This move was largely ideologically based on the neoliberal cre-

dence that all economic activity should be left to the private sector and bringing

the world closer to the ideal was regarded as a step to perfect happiness. But it also

momentarily filled the cashiers for prosthetics. As privatizations undo earlier expropria-

tionsor liquidate earlier tax-financed investments, includingcapital gains, theymay

be regarded as postponed spending of proceeds from earlier taxation or expropria-

tions.

The collapse of socialist countries in Eastern Europe, too, led to massive priva-

tizations of businesses and real estate at the close of the last century. Such post-

socialist privatizations, e.g., in Germany,were often connected withmassive subsi-

dies to the purchasers and resulted in net losses to the privatizing state.Their point,

though, was not to source money for prosthetics, but they were rather themselves

transfers–partially in kind andpartially inmoney– tofirmsof the productive econ-

omy to ignite further employment-generating spending.

7 SeeWolf, The welfare state is a piggy bank for life, in: Financial Times of 1 April 2016 (with

reference to Nicholas Barr).

8 Taxes are normally only used by states in a sterile way to the extent they pay interest. But

states normally do not purchase pre-existing sterile assets.
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The dilemmas of domestic prosthetics funded by taxation and expropriations

Themotive of M–C–M’-players in capitalism is profit and wealth accumulation; the

sterile and the productive economy serve this purpose. Redistributions and taxa-

tion are hostile to this; income taxation takes away a larger or smaller part of M’-M;

wealth taxation and other taxation encroach upon M and non-monetary forms of

wealth, which can be used to make loans, be rented out or in production.

High-powered political dilemma: political and military defense of

wealth owners against expropriations and taxation

The most attractive individuals to be expropriated and taxed can be found at the

top of the wealth pyramid.They descend from great families, often with noble ori-

gins and famous names, many of these names were well-known down through the

centuries. They are better educated and trained, know more, can do more things,

and have better connections. In ancient times (today no more?), they were typically

even taller, stronger, andmore beautiful by and large, etc. and had better health and

genes than the average person. If it there was a civil war against lower classes, then

they were also the better fighters. Spartan hoplites were better than their helots.

In modern civil wars, the elites mostly at least drew advantages from better lead-

ership, more money, better weapons, and more mercenaries, and from more spies

and traitors.The wealthy elites that we are talking about, were normally also able to

establish hegemonic ideologies that supported their power.

While it is, as we said, amisleading paradigm to conceive of history primarily as

“historyof class struggle”, class struggledoes,nevertheless, sometimes rear its head.

It is therewhen redistributions or expropriative taxationspose a threat and ifwealth

owners fight against this threat. Inmost countries, though, a certain armistice level is

reached in the formof ongoing partial expropriations by taxation and othermeans (e.g.,

limiting employers’ rights to terminate employment contracts or landowners’ rights

to terminate rental agreements or securing minimum salaries or maximum rents).

This level may significantly differ between countries – the wealthier countries can

afford amore generous compromise; the level of expectation is lower in poorer ones

– but it often allows to maintain social peace for some time. If misguided politi-

cians, bureaucrats, social rebellions, or organized revolutionarymovements launch

an attack beyond the armistice line, whether by “legal” and “constitutional” means

or outright violence, then this typically re-ignites civil war again. We got to know

such civil wars in Greek poleis (“stasis”), in Rome around the Gracchi brothers etc.,

in ancient China, in the French Revolution (1789), the French February Revolution of

1848, the Paris Commune (1871), the Russian October Revolution (1918), the German

November Revolution (1918), the Chinese civil war (1927–1949), the Vietnamese civil

and anticolonial war (1955–1975), or the over-throws of popular fronts or Peronist

governments in Chile and Argentina in the 1970s.
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It would be an interesting question to examine (which must remain outside of

the scope of this book) what side was historically more responsible for bloodshed,

i.e., whether there wasmore offensive revolutionary violence by the attacking lower

classes or more preemptive defensive counter-revolutionary violence by the wealth

owners. The only obvious thing is that in most cases the more reckless and brutal

party won – while in retrospect most observers find the losers to be the more like-

able.

Returning to taxation and expropriation as prosthetic means, we must accord-

ingly conclude that these means are struck with a high-powered political dilemma:

Taxation and expropriation always move around aggressively defended borderlines

and their crossingmay lead to civil war. Even today, the odds aremostly tilted in the

favor of wealth owners in an “Ernstfall” (Carl Schmitt) because, in addition to their

advantages already touched upon above, they also possess a great influence within

the depths of the state apparatus, like the standing army,military in general, police,

state bureaucracies, and in the “ideological state apparatuses” (Antonio Gramsci) like

education,mediapolitical, and culture.This limit to taxation andexpropriation can-

not be taken lightly– if taxation (or even expropriations) are excessive,hellwill break

loose.9Theubiquitousfinal failure of social revolutions relaxes the aggressive defen-

siveness of wealth owners by nomeans; instead, they set their line of defense much

earlier, much further “forward”, than where revolutions become interesting for the

more utopian dreamers and theoreticians. Thus, wealth owners will decidedly op-

pose revolutions and reforms even if they do not pursue the utopian “final goal” of a

new society, a functioning socialism or some paradise on earth, etc.Wealth owners’

concerns are not primarily in proving, as a matter of ideological battle, that there is

no alternative to capitalism, and not even in avoiding the killing that is commonly

connected to revolutions, but, ultimately, mainly to avoid damage to their wealth and

progressivewealth accumulation. In other words:The political dilemma of taxation and

of other forms of expropriation as prosthetic means is, quite simply: Civil war lurks

if they are pushed too far.

Limited effectiveness of redistributions

A second, purely economic, dilemma lies in the limits of effectiveness of redistribu-

tions.Tobeginwith, themost important expropriationshistoricallywere land redis-

tributions: As we saw, land redistributions to the detriment of domestic latifundia

9 It should be noted that fierce opposition by wealth owners will not only unleash if red

banners are waved or communist slogans are shouted, but they are smart enough to look at

the substance of the matter. History knows many examples – we have touched upon some

of them in our historical parts – where well-meaning, committed conservative politicians

and bureaucrats, who believed to act in the best interest of nation as a whole or of the

wealth owners in specific, were hit hardest and most brutally.
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mostly failed,were undone, or remainedmarginal. Yet, land requisitions and redis-

tributions of “empty” land (meaning land,whichwas sparsely populated andusedby

lower developed tribes), e.g. by Greek, Roman, or other European colonizers in Eu-

rope, Africa, the Caribbean, South America, within the US, or in Australia, typically

combined by racial cleansing or genocide, were very successful.10 Consider the colo-

nizationbyancientGreekpoleis as afirst example: Landlesspeasants frommainland

Greece spread out to colonize places like Little Asia, the Black Sea, South Italy, Sicily,

and even touched upon Spain and Southern France, where they became landown-

ers and successful farmers.Unfortunately, following further population growth and

land centralization back in Greece, new landless peasants emerged there soon af-

ter and the original problem repeated itself in the homeland. Alternatively, consider

the US. Private lot-landownership of farmland became the basis of the tremendous

success of US-agriculture in the 19th century. It gave birth to hundreds of thou-

sands of new farms, which almost instantly went beyond subsistence farming and

achieved significant profits.11These massive land redistributions greatly helped ar-

tisans, manufacturing, and early factory owners to ignite the industrialization in

the US, e.g., by supplying these farms and the farmers. Yet, the deficiencies of em-

ployment-generating spending were not lastingly solved thereby. Although the land

redistributions had a vivid initial effect, similar to Greek colonization, the problem

later only reproduced itself at a higher level.

The experience of splitting up andprivatizing larger entrepreneurial units, busi-

nesses, or firms, e.g., in post-socialist privatization or re-privatization campaigns,

points in the same direction. Initially, the new units will make additionalM-outlays

10 In a lecture from 1819/20 Georg Friedrich Wilhelm Hegel pointed to a twofold advantage of

colonization: “Durch Kolonisation wird das Doppelte erreicht, dass die Verarmten Eigentum

erhalten und dass durch diese zugleich für das Mutterland ein neuer Markt gebildet wird.

…Die Frage ist nun, wo Boden für Kolonien zu finden ist.” (Hegel (1983) page 198 et seq.).

11 In the south, the initially innocent new American farmers even followed suit to their Span-

ish, Portuguese, Dutch and French predecessors and re-introduced slavery. Slavery can be

seen as the expropriation of humans over their self-ownership and made M-outlays much

cheaper. In a way, slaveowners’ v-outlays disappeared at the cost of increased c-outlays

(higher costs for “equipment”, prices paid for slaves, and “inventories”, payments for slaves’

subsistence). In 1770, the slave population of the US was 400,000 and it grew to 4,000,000

by 1860. Between 1800 and 1860, about 40 % of the population in the south were slaves

(given a growth of both the slave and of the non-slave-population). This “patrimoine né-

grier” is highly concentrated; e.g., Thomas Jefferson inherited over 600 slaves. The price

of slaves was 10–12 times the annual salary for a free worker. Piketty assesses the value of

the slaves in the first half of the 19th century to be around 1.5 times GDP, about the same

as the value of agricultural land. See Piketty (2013) page 250, 251, 256. The French Revolu-

tion abolished slavery in France in 1792, while Napoléon re-introduced it in 1803; after the

February Revolution of 1848 it was again abolished. Slavery, in France, was mainly a factor

in the Antilles, La Réunion, and La Maurice.
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and provide additional employment, but they will also immediately begin to com-

pete for the ever-insufficient M’-M. If Amazon – a firm that seems to prove that

the world can live with one wholesaler and detail-distributer –were broken up into

smaller units again,while thiswould restitute incomeopportunities tomiddle-class

firms (traditional detail traders, e.g., book stores), the deficient-producive-spend-

ing-syndrome would still reproduce itself at another level.

Redistributionsof land, leading tomore equal landownership,wasdemandedby

the poor peasantry for millennia and, as we saw, often acclaimed by reform-politi-

cians of the upper classes.The ideas behind the suggestion weremostly, first, to en-

able the receiving farmers to feed themselves and their families, thereby avoiding

anomy, banditry, and rebellion, and, very importantly, to produce soldiers for the

state’s army. Second, new farmswere expected to generate additional employment-

generating spending – and did so. Whether or not money, agricultural tools and

knowledgewere also transferred to thenew farmers, they still had at least the chance

to use a surplus produce to purchase equipment and inventories (tools, ploughs,

oxen, seed, etc.) or to finance improvement measures, e.g., irrigation – all of these

being employment-generating spending.They could also use land or their expected

harvest as security to finance such investments (although this was always risky).

With a little progress of their farms, they would likely employ agricultural labor-

ers and pay wages enabling these workers to make further employment-generating

spending, too. Land redistributions, thus, are rightly regarded not only as a means

for the poor peasantry to survive and to provide well-fed soldiers for the state, but

also to generate prosthetic employment-generating spending and growth. This is

whyAlexander vonHumboldt,Sismondi,Malthus,andothers praised the equal land

distribution and supported hereditary laws that would split up land possessions af-

ter each generation and opposed primogeniture.12

How severely do taxation and expropriations depress the economy –

and does it matter?

If asked to comment on the limits of taxation and other expropriations in capital-

ism, most mainstreams-economists would probably argue that excessive taxation

andother expropriations cancel out or severely diminish themotivesof entrepreneurs

or professionals to work hard and, thus, slow down growth or shrink the economy.

They will go on to imply that this detrimental effect will somehow set “objective”

limits to both taxation and other expropriations. In our view, though, such feared

negative effects on production or growth are no effective cause, which actually lim-

its taxation and other expropriations; this for two reasons: First, there are no eco-

nomic mechanisms, which automatically stop policies that strangulate growth and

do damage to the economy. Such mechanisms did neither exist in the Middle Ages,

12 See also footnote 39 on page 154 (at the end).
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nor in Soviet style socialism or elsewhere where unsound state policies impede pro-

duction and growth.That is why liberal and neoliberal economists had to (partially

rightly) almost permanently denounce the existence of such bad policies and de-

mand changes. It rather takes conscient action to stop these policies,which only the

state can take. In other words, the very same state, which pursues the bad policies

is needed to change them.The allegedly “objective” limits to taxation and expropri-

ations are, thus, in fact, only proposals to the state to change its policies. If the state

does notwant to hear the proposals, e.g., because it is controlled by determined left-

wing government, the arguments become, at best, additional reasons to take down

the government and, ultimately, to throw civil war. Hence, we are referred back to

the political level.

Secondly, at what point do taxation and other expropriations really become so

bad as to materially depress the economy and impede growth and production? The

reader will recall that in the discussion of working-class-taxation, we noted that

states nowadaysmore or less tax away the part of the income of the elite of thework-

ing class (of particularly well earning blue and white color-workers, of technicians,

middle managers, employed doctors, lawyers and tax advisers, state functionaries,

university professors, judges and military officers), which they would need to sig-

nificantly move up socially. Therefore, after having lived a somewhat more luxuri-

ous live than the average deciles of the working class in terms of inhabited apparte-

ments, cars driven, food cooked at home, visited restaurants, travelling, culture and

education of their kids, they leave the planet with only a capital stock worth a nice

urban apartment. Still, these social layers,withmainstreams-economics professors

amongst them, are the most active and hard-working of society. Apparently, the

heavy taxation, which they suffer and keeps them frommaterially moving up, does

not yet kill their motives to make valuable economic contributions. If we look at even

lower income deciles, we meet those who take care of kids and the sick and the el-

derly, suchas kindergarten-nurses, teachers,hospital nurses etc.Theirnet income is

only slightly abovewhatmost social security recipientshave.Nevertheless, this small

margin appears to suffice to keep their important social services alive. Maybe, we

generally have to acknowledge that many human beings in the two layers we looked

at are, contrary to the idea of homo economicus, are not wholly and not even crucially

motivated by monetary income. Rather, many of them may close their eyes to the

economic observation that “it is not really worth the effort” because theywant to up-

hold a narrative of their live with a deeper meaning and beauty than just money.13

Finally, if we consider owners of largewealth now,wemay have to acknowledge that

taxing away amore substantial part of their income or their wealth than customary

13 Purely money-interested investors in hospitals, private schools, universities etc., thus, may

need an environment of not purely monetarily interested doctors, nurses, teachers, profes-

sors etc. for their goal attainment.
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in even today’s high taxation countries, may wholly not stop their investing. If 75 %

percent of profits are taxed away – are the remaining 25 % not better than nothing?

Even if fully-fledged expropriations take place somewhere, itmay stillmake sense to

continue other business operations or to set up newbusinesses in the hope that they

will enjoy a more pleasant fate. Remember that creditors who have just lost loan re-

payment claims in an insolvency of a sovereign or private debtor, often immediately

hand out new loans to the same creditor if the prospects of the future debt service

appear improved? Or think of the Medieval bankers, who, after being expropriated,

expelled and sometimes persecuted, often gladly returned to give new loans. Fur-

thermore, it is not so easy to transferwealth to foreign countrieswith assured better

net profit andwealth preservation expectations.Andwealth,which leaves a country,

improves the conditions for the wealth that stays. Thus, we believe that ultimately,

the true means that effectively stops excessive taxation and other expropriations,

and the true dilemmaof prosthetics fundedwith taxation and other expropriations,

remains the political power of the wealth owners, including their capacity of throw-

ing a civil war.14

Section 2. Redistributive prosthetics funded with war, external violent
wealth procurement and protectionism

War, external violent wealth procurement and protectionism

War and violent goods procurement as means of prosthetics funding

Examining ancient capitalism, e.g., in Rome, we have already seen howwar and vi-

olent wealth procurement were used as means to fund prosthetics by state might

and praeter-economic means. Robbing riches of neighbors, e.g., land, cattle and

14 This is not the place to analyze capitalist states’ taxation politics in greater depth. However,

such analysis would have to preoccupy itself with the – somewhat astonishing – fact that

taxation often disfavors incomes, profits, and salaries, in the productive economy and favors

incomes in the wealth economy, in particular capital gains. Because wealth owners draw a

mix of disfavored productive and favored sterile incomes, their average tax rate, thus, goes

down. Better earning salary receivers and professionals, who do not draw sterile income,

are, accordingly, worse off. It is also remarkable that, as rental markets for dwellings are

largely controlled and impose hidden social transfers on landlords to their tenants’, tax

laws often allow landlords to make good for these sacrifices by leaving capital gains at the

sale of properties largely untaxed. The clear (microeconomic) signal for the better earning

players in the productive economy is to enter the wealth economy as soon as possible.

Macroeconomically, of course, the wisdom of these taxation policies, which further drain

wealth into the wealth economy, is dubitable.
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tools, and subjugating them into forced labor or into paying tributes worked well to

feed and preoccupy one’s surplus population. It even oftentimes allowed additional

wealth generation by violence for the domestic owner’s class, too. (We ought to add

that therewas,of course,no institutional or other guaranty that the domesticwealth

owner’s class would not immediately begin to appropriate the wealth or the income

opportunities justwonby their surpluspopulationoncemore,e.g.,quite typically, to

displace soldierswhohad become farmers from their newly gained land, even if that

reproduced the problem). Nevertheless, warfare was a great relief. It could also re-

duce theneedof prosthetics bydiminishing thenumber of the surplus population as

such through illness,death,or bydispersing themabroad.Warfarepossesses yet an-

other peculiar property, which gains great impact inmodern capitalism, and which

helps to shrink the problem of deficient producive spending for the future: War de-

stroys land, buildings, other equipment and inventories, too. It, thereby not only

creates new esoteric demand for the destroyed or damaged objects, but also renders

their production more profitable, so that they become more competitive compared

to sterile investments oncemore. In other words, aside any war prosthetically feed-

ing the soldiers during thewar and awonwar often funding prosthetics for a longer

term thereafter, and aside reducing the number of people in need of prosthetics,

wars will almost always also improve the odds for the productive economy in the

future, which by itself, will generate more employment generating spending after-

wards (for some time). War is, accordingly, not only a mono-instrument of pros-

thetics funding, but it is multi-functional and operates on several levels; like a debt

jubilee does away with excessive debt, it frees an economy of excessive goods.

Protectionism as means of prosthetics funding

If prosthetics are funded externally through war and violent wealth procurement

or domestically through expropriation and taxation, the increment of employment-

generating spending over the “original” capitalist employment-generating spend-

ing had a clear individualizable source, the subject of the subjugation or the trib-

ute-payment or the expropriated or taxable subject.This is different with prosthetic

increases of employment-generating spending from protectionism. Protectionism

operates via influencing themarket andadditionally generatedor attracted volumes

of employment-generating spending often have no visible individual emitter. Pro-

tected firms, which profit, may not know who suffers in consequence of their well-

being, the victims may also not know that they lose specific amounts to concrete

favored firms, and even the bureaucrats who conceive and implement protectionist

policiesmaynotknowwhomtheypunish. In fact,oftenprotectionismonlyprohibits

prospective competitors from entering the market – the victims never really come

into being.
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Protectionism: State power giving the edge

If firms make M-outlays to realize profits in circuits, then they generate employ-

ment-generating spending, which is “original” and not “prosthetic”. If successful

firms, or cities, countries, homelands of colonial empires, or imperialist countries

can find employment-generating spending for their products, because their prod-

ucts are simply better or cheaper (or theymore effectively supply them tomarkets in

needed quantities etc.), then theM’ that they receive is also “original” and not “pros-

thetic”. Natural winners win because “natural” competitive advantages. They “pull”

employment-generating spending towards themselves, without states influencing

markets in their favor.

However, employment-generating spending becomes “prosthetic” when states

use their state might to support protected firms selling commodities or purchasing

supplies. The practice was known already in ancient Athens, Rome, and China, in

medieval burger towns of theHoly RomanEmpire of theGermanNation and in Ital-

ian Renaissance city republics such as Venice. It also existed in what was later called

“mercantilism” or “cameralism” in absolutistic states or princedoms and continues

to exist until present times. Protectionism was at the center of economic policies

of colonialism, imperialism, fascism and socialism. It also greatly helped catch-up

developments of late-comers in capitalist development, e.g., of South-Korea, Japan

andChina.Previous state violence andwar typically laid the foundations for the con-

secutive more moderate policies of protectionism.

While the worst practices of protectionism seem to have passed by with colo-

nialism, imperialism, and fascism, protectionism as such has certainly not. It ap-

pears today in unilateral trade and foreign investment acts by states, treaties be-

tween states, and in acts by the World Trade Organization or other organizations.

The employment-generating spending resulting from protectionist policies will in-

crease employment-generating spending from abroad, which appear in the lower

left corner of figures 6 and 7 on pages 121 and 122.Whatever its form, its essence is,

to borrow an expression from Clausewitz, the continuation of firms’microeconomic

search for competitive advantages by political means.

Protectionism needing a concise economic understanding

Protectionism begins with governments, city councils, duchies, kingdoms, and em-

pires. They need to understand, first, what every merchant already knows about

the economy: Economic self-enrichment works through selling the greatest possi-

ble number of commodities to the greatest possible number of purchasers with the

highest possible profits, i.e., to maximize M’-M. Protectionism’s core idea is a sim-

ple corollary from correct microeconomic insights of profit economies; therefore, it

is and always was the most intuitive economic policy. Protectionist policies only elevate

how single firms think and operate anyhow on the level of state policy. Market liberalism,

conversely, becomes counter-intuitive for firms and well-meaning states as soon as
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strong competitors arrive upon the scene (as freedom of opinion becomes counter-

intuitive if it is “abused” for the wrong opinions).

States, second, need to find ways to favor selected firms and to implement ap-

propriate measures to ensure this. Sometimes, recognizing possibilities for protec-

tionist policies and implementing them is far from easy. Proper points of attack

must be chosen, circumstances,which favor protectedfirms (or disfavor the compe-

tition), and a toolkit of law, ideology, administration and violence, to which the re-

spective state has access, have to be marshalled into action. Protectionism requires

a lot of continuous decision-making; it requires selecting favored firms, products,

and target markets. It requires the generation of a political will and maintaining it

to help the favored firms and to contrive a series of strategically chosenmeasures to

implement them. As markets move quickly, somebody must continuously monitor

how the policies work and adjust them if necessary.

Supply periphery and sales periphery

The protectionist state, starting from a more or less conscient understanding of

M–C–M’ as its basic recipe, will specifically try to ascertain that there are as many

cheap and good supplies as needed and that all resulting produce finds as many and

dear-paying customers as possible. These two different purposes, as we have already

seen in our initial discussion ofM–C–M’on page 95, draw a distinction between two

peripheries, a functional supply periphery and a functional sales periphery (Absatz,

débit, off-sale) for each product, behind them.The supply universe, figuratively on

the left, should be a low-price sector,while the sales periphery on the right should be a

high-price sector. As prices reflect valuations, the sectors can also be called low value

and high value sectors.15The favored firms (in the center) profit from bridging these

sectors’ value-differences.Onpage 91 et seq.wehaveuseda two-chamber-metaphor

for the role played by firms.The firms in the center can call the shots as long as they

suck in or absorb goods, services, and labor in the left chamber. However, they have

little control over the journey’s crucial final leg. In chamber two, where they offer

their products or services, they depend on prospective customers who must do the

“sucking”, but whether these prospective customers have the esoteric demand, the

necessary money, and whether they are willing to make the financial sacrifice to

the favored firms, is out of the firms’ control. Protectionism, now, applies tools to

improve the odds of favored firms (beyond seduction bymarketing etc.). In fact, the

protectionist tools are grosso modo negative imprints of everything, which antitrust

15 Clearly, these sectors are not solely defined in terms of geographical regions or political

countries, but in terms of markets that may be independent of political or geographical

borders. Africa may be a low value and low price sector for labor, agricultural products, and

raw materials, but a high value and high price sector for certain luxury goods, etc.
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laws forbid between competing firms and in the relations between firms and sup-

pliers or customers. They consist in opening gates or filters that are advantageous

for the favored firms, and in closing gates or filters that are bad for them or good

for competitors.

Figure 16:The sun of the protectionist state shines over its favored firms

Supporting favored firms:

 

Force supplier sector of favored firms to supply

them in sufficient volumes, at good quality,

and at good prices

 

Support supplier sector of favored firms,

e.g., by pushing their labor costs down (e.g.,

slavery, maximum salaries) and granting

them exemptions from taxes, fees, duties and

customs

 

Encourage, sometimes force, customers to

buy minimum quantities or exclusively from

favored firms

Damaging competing firms:

 

Force suppliers sector not to supply

competing firms or to only supply them

in limited quantities, at high prices or at

lower qualities

 

Damage supplier sector of competing

firms, e.g., by trade restrictions, pushing

up labor costs (e.g., minimum salaries)

levying higher taxes, fees, duties and

customs

 

Prohibit or restrict customers frombuying

from competing firms

The logic of M–C–M’ dictates that firms ought to show a softer and friendlier

face to the customer than they do to the suppliers. Accordingly, the repertoire of

protectionism on the left supply and on the right sales side are not equal. This is

one of the (several) reasons why capitalism can be so wonderful and so ugly. Laws in

the US south admitted negro slaves to be flogged in cotton plantations in Alabama

to keep them under control, but never would the laws in England have allowed a

lingerie supplier in Bond Street to flog British ladies if they did not buy their cotton

lingerie.

Medieval and Renaissance Protectionism

The Swedish economic historian Eli F. Heckscher was a convinced free-trader and,

energized thereby, wrote an impressive two-volume book entitled “Mercantilism”

(1932). While the book suffers from an idealistic method,16 Heckscher presented a

16 His stated goal, which he reiterates over and over, is to find “the” mercantilist “doctrine”,

“social idea”, or even the mercantilist “mentality”. E.g., Heckscher distinguishes three main

types of mercantilist policies, which are either (i) directed towards commodities, (“staple

policies”, Stapel, entrepôt), (ii) directed towards procurement (“policies of provision”), or
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very rich historic study of mercantilist practices. The first element of mercantilist

policies, he found,was to prohibit high quality and low-price commodities frombe-

ing exported to thedisadvantageof the favoredmanufacturingor tradingfirmsback

home.17 This applied to raw materials, semi-finished goods, tools and machinery,

and also to labor. It ascertained that there were enough apt inputs as base for the

favored firms adding value and also bereaved competitors of these same inputs.18

Heckscher saw the medieval German “Bannmeilen”-laws, whereby cities forced the

surrounding countryside to exclusively bring their products to the local city mar-

ket, as a typical example of this.19 Initially, the focus may have been on basic goods

– grains, meat, bacon, butter, cheese, grease, oil, and other food –, but later, e.g.,

as cities (e.g. of the Hanseatic League, Brussels, or the North Italian city republics)

entered into foreign trade, the mercantilist grip extended to raw materials, semi-

finished products, tools, other means of production for export goods or, again, la-

bor.20

While the preceding policies targeted the M–C-chamber, or, if the goods were

processed, the M–C’-chamber, others addressed the sales-chamber, the C–M’-

chamber (or C’–M’-chamber). A strong city-state, e.g., Venice, the first important

European post-medieval robber andmerchant-city-state, was powerful enough not

(iii) directed against competing products (“policies of protection” in a narrower sense) [see

Heckscher (1932) German translation, page 64] or he uses notions like “commodity hunger”

or “commodity fear” to describe the mercantilist “mentality”. However, nothing really works

and he only discovers that mercantilist firms are sometimes hungry (seeking cheap supplies)

and have at other times “fear” of competing commodities (seeking sales monopolies) or even

show both inclinations at the same time. Had Heckscher taken the contractionary capital-

ist process, which he, of course, was aware of, as a starting point (“buy cheap in order to

sell dear” (Heckscher (1932) volume 2, page 43), everything would have fallen in its right

place. As he did not, he blamed mercantilism for being more contradictory than it really

is. Heckscher sometimes also confused politically and militarily guided policies, e.g., pro-

hibitions against supplying strategically crucial material such as wood, horses, steal, and

weapons, as mercantilist policies, while, in effect, they may even have been economic sacri-

fices on the geopolitical altar. That anti-trust-laws largely only developed after Heckscher’s

book was published partially excuses these conceptual weaknesses. The analysis of the dif-

ferent ways of market interference, on which anti-trust-laws are based, could have helped

to better describe protectionist policies as well.

17 Heckscher (1932) page 71, page 131.

18 Heckscher (1932) page 134. “One could consider food as a factor of production, even as the

most important of all” (translated from German by the author). Heckscher points out that

mercantilism favored a large (page 142 et seq.) low income (page 148 et seq.) industrious

(page 139 et seq.) working population and objects to the view that child labor had been an

invention of the industrial revolution. According to Heckscher, mercantilists (like Colbert)

supported child labor beginning at the age of four, five, or six (page 140 et seq.).

19 Heckscher (1932) page 72.

20 Heckscher (1932) page 74. 75.
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only to prohibit foreign firms from importing commodities, e.g., salt, into what

Venice considered her home market (Venice including in so-called domini di terra

ferma around it), but also to force them to open up their territories to Venetian exports,

e.g., again, salt.21

Colonialist protectionism and its end

Opening territories for the trade of superior (technologically and economicallymore

developed) countries was also the first protectionist means applied by colonialist

protectionism to support selling products from home abroad. England opened

China up for English export and trade in the Opium wars between 1839 and 1868

(British cannon boats made Chinese authorities admit opium into their territory)

and Perry opened Japan up for US supplies in 1853. Colonial powers often went

further and forced territories, which they had opened for their commodities, to

exclusively purchase them and to disallow competing foreign products. Further-

more, they established monopolies in their favor to render services connected to

trades. E.g., England favored its own sea-related shipping and other services with

the Navigation Act of 1660, which even Adam Smith, although the interfering hand

was quite “visible” in that instance, praised as a masterwork of statesmanship.22

Britain, France, or other states set up and protected triangle trades, which,

e.g., supplied low quality “jewelry”, colorful glass pellets, to West Africa, exchang-

ing them against robbed negroes, and took the latter as slaves to the US or the

Caribbean, where they were traded against cotton for Europe. The British empire

protected the other aforementioned triangle trade, which consisted of buying

opium in India, selling it in China, buying tea and silk there and taking it, in

addition to excess silver from the particularly profitable sale of opium, back to

Europe.23

It did not stay this way, though. While founded by colonial powers, colonies

forced their way out and thereby cut off the former’s protectionist advantages. The

countries of the first wave of colonialism, the Spanish and Portuguese kingdoms,

had to accept the loss of Argentina, Brazil, Bolivia, Chile, Colombia, Ecuador, Mex-

ico, Peru, Venezuela, etc., largely as results of liberation wars, in the first quarter

of the 19th. century, and of Cuba after the Spanish-American war 1898. The most

important powers of the second colonial wave wereThe Netherlands, England, and

France.The Netherlands created a network of colonies, mostly in the form of trade

posts, parallel to their war against Spain (1568–1648), of which the most important

ones were lost again already in the 17th century. England saw its key colony in

21 Heckscher (1932) page 125.

22 Smith (1776) Book IV chapters 3, 5; Heckscher (1932) volume 2, page 6, 25.

23 Of course, triangle trades experience frictions; there is no guaranty that the volumes of

goods always match.
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North America, later the US, liberate itself in 1776. It was no accident that the US’s

rejection of England exporting its tea into the US, the Boston Tea Party, became

a signature event of US independence. The British empire’s colonial power went

through several phases, but only appeared to grow more and more powerful for a

long time. It enjoyed undisputed naval supremacy for over a century and was able

to defend its interests in middle Asia against competing Russia in the Crimean

War of 1856. In the end, though, it was also sacked and probably suffered more

than any other country from the collapse of colonialism. India was lost in 1947,

Hong Kong finally returned to China in 1997; other possessions had already become

economically unimportant. After France had been stripped of its North American

possession – Canada becoming British already in the 18th century, Louisiana was

sold to the USA in 1803 –, its focus shifted to Africa, where it held most of the north

western part. France also moved to the Far East, where it possessed today’s Laos,

Cambodia, and Vietnam. However, France lost fourteen French colonies in Africa

in 1960; Algeria followed after a bloody war in 1962. By then, France had also already

lost French Indochina in the battle of Dien Bien Phu in 1954.

Imperialist and fascist protectionism

Protectionist policies, though, as mentioned previously, did not end with classical

colonialism.NeitherM–C–M’had changed,nor had the search for salesmarkets be-

come irrelevant. First, imperialism, as described by Rudolf Hilferding24 andWladimir

Lenin,25 continued to use protectionist policies – nowwithmodern technology and

mass-armies. Cheapening the national output through the input of unfree labor

or robbed goods, thereby, of course, generating additional employment-generating

spending,becameanofficial statepolicy again–nowthenameof the“nation” (which

sometimes included the national proletariat). Conquering countries to subjugate or

even enslave them, as we have seen in the case of England and China, did not stop

before previously culturally highly developed countries. In an even more tasteless

and morally corrupt project, the late-comer Germany threw a grand scale attempt

to degrade Russia, a former colonial power itself and the homeland of Tchaikovsky,

Dostoyevsky, and Chekhov, into the status of a primitive colony in themiddle of the

20th century.The attempted German eradication of the European Jews, too, had the

economicdimensionof a large-scale appropriationof Jewishwealth inGermanyand

the occupied territories,whichwould have improvedGermany’s economic position.

Protectionism after WW II

The end of even imperialism and fascism still did not imply the end of protection-

ism. The Marshall plan was protectionist in so far as it connected US-financing

24 Hilferding (1910).

25 Lenin (1917).
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of European countries, largely by loans, with obligations to buy US-products. 26

Later the US allowed great volumes of foreign exports into its markets, partly in

exchange for debt-financing its budget deficit by US-bond-purchases and partly in

exchange for geopolitical favors in the ColdWar.Thus, the US became a voluminous

absorber of exports from Germany, Japan, and China (and other countries) and

thereby nourished these competitors. The US has, though, recently attempted to

turn this around and, e.g., re-conquer domestic and international markets for its

productive firms, e.g., in the energy, semiconductor, automobile, steel, and tech

sectors, including by protectionist means. Some measures, e.g., blocking technical

supplies for gas pipelines fromRussia (some allege theUS even blewupNordstream

1 and 2 in 2022) and general “sanctions” against Russia since the beginning of the

Ukraine war, or an embargo against Iran, combine protectionist geopolitical and

military objectives. Japan pursued protectionist policies when it kept foreigners

from competing against Japanese firms, e.g., electronic industries, in Japan while

it became a leading export power in the home markets of the dis-favored firms.

China followed suit thirty years later. Socialist states had also run foreign trade

monopolies, which, the different economic systems they backed notwithstanding,

were protectionist in character.

Certain other state measures, which increase a country’s competitiveness

abroad,must also be seen as protectionist. E.g., Germany, under the chancellorship

of the social democratGerhardSchröder, in a project called “agenda 2010”, terminated

previous political and legal measures in labor markets, which had raised salaries

and thereby pushed down labor costs and secured cheap labor inputs for German

productive firms. The agenda 2010 is believed to have significantly contributed

to Germany’s lasting export success in the second decade of the 21th century.

Manipulating the foreign exchange rate has reemerged as major protectionist

tool, too. Almost all countries have, moreover, pursued policies of pushing down

their domestic interest rates, which has the same effect. Such policies improve

the competitiveness of favored firms and prosthetically increase their access to

employment-generating spending to the detriment of foreign competitors.27

As a summary, first, in contrast to what free traders still teach, there is over-

whelming evidence for material protectionism almost everywhere, even today. Sec-

ond, protectionism cannot be portrayed as an erroneous, nonsensical, fallacious,

and illusionary misconception. Rather, protectionism offers proven recipes to mi-

croeconomically increase profits of favored firms and tomacroeconomically help to

26 On the Marshall-plan: Abelshauser (2011) page 54 et seq.

27 The International Bank for Settlement (BIS) at Basel admits that monetary policies pursue the

purpose of improving competitive positions abroad. It speaks of the “domestic transmission

channel” of monetary policies in that sense (International Bank for Settlement (2016) pages

5, 13, 82 et seq.).
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close domestic circuits – to the detriment of those abroad.Wehave a blatant contra-

diction between economic realities (over centuries and up to today) and the image

painted of capitalism by liberals and neoliberals. Capitalist self-observation again

admirably detaches itself from realities.

The dilemmas of funding prosthetics with external violent

wealth procurement and protectionism

Nevertheless, protectionismwas and is subjected to dilemmas,which severely limit

its microeconomic andmacroeconomic capacity. First, protectionism, per se, can at

best shift deficient employment-generating spending around its space.However, as

a “beggar-your-neighbor”-strategy, which it will always remain – it is asymmetri-

cal by definition-, it can never solve the worldwide deficiency of employment-generat-

ing spending as such; it can only redistribute it. Second, like external violent wealth

procurement, it generates displeased victims and opponents. These victims or op-

ponents will apply defensive counterstrategies (I do not want to be your hinterland)

and offensive protectionists strategies (you should bemyhinterland).Therewill also

be competition between protectionists to secure other countries as the hinterland

(A-country should be my hinterland, not yours). All this will diminish the effectiv-

ity of protectionism. Third, and worse, protectionism will often lead to war, wars

of liberation, and wars between protectionist pretenders. Fourth, protectionisms is

an awkward and obstinate tool to handle in itself. In a world with complex nets of

supply lines and trade systems, like that of today, it is very difficult to selectmacroe-

conomically relevant favored firms, products, andmarkets. Often hard and self-de-

feating choices have to be made, e.g., if a country’s production includes primary

products, intermediary products, and final products; protection of the final prod-

uct may be damaging to earlier stages’ products (or the other way around). What

is good for sales of colored cloth, may not be good for the sales of cloth in general.

When Jacob I, as Heckscher reports, in the early seventeenth century tried to en-

force laws that only allowed the export of colored cloth from Britain to the continent

to favor the dyers, he was challenged by a jurist (with the exquisite name of Julius

Caesar) whether he wanted “in order to employ 10,000 dyers… render 100,000 spin-

ners and weavers unemployed”.28 Favoring product A will often put product B at a

disadvantage, favoring product C or products D and E. Fifth, each single product

can only be favored by setting up a kind of a “nozzle pipe” (as in figure 4 on page 92),

so if protectionist policies address more than one product market and install more

than one “nozzle pipe”, the more there are, the more likely it is that they will blow

dust into each other’s faces. With the scientific, technical, and economic progress

and trade systems changing more quickly, the consequences of acts in one area for

28 Heckscher (1932) page 134.
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other areas becomemore unforeseeable and difficult to manage and a protectionist

central observer and gate keeper will quickly become overstrained. A protectionist

mega-cockpit is not as easily to control as a Benthamian panopticon prison.

A sixth dilemma of protectionism could be ideological. Protectionism collides

with central soft power contents of the main capitalist countries.The USA, the EU,

and Japan, etc., no longer base their soft power on religion, dynasties, and nation,

but onuniversal human rights,democracy and economic liberty.This does not fit to-

gether with protectionism,which is asymmetrical and recklessly egoistic instead of

being caringlyuniversal andaltruistic.Conversely, stateshavealwaysbeenverygood

at materially violating their official soft-power-claims without a great loss of con-

sensus and legitimacy and without generating significant opposition back home.

(Populations only tend to discover contradictions after hefty defeats – but not be-

fore). This is particularly true in a world, like ours, which marches into a generally

bellicose international atmosphere and things getmore andmore subjected tomili-

tary logic.We can, thus, eliminate the contradiction between protectionism and the

ideology of the leading Western capitalist countries from the list of its dilemmas.

To the contrary, the sharpening geopolitical antagonism and international bellicos-

ity will probably give way to more protectionism between the blocks in within the

blocks.

After all: Apart from being stuck in tricky practical intricacies, the main dilem-

mas of protectionism are that it is hopelessly insufficient in generating the neces-

sary prosthetic spending at a world-wide level and that it will be opposed, by eco-

nomic policies or militarily, by its victims. One the other hand, in an international

situation of long-term and grand-scale confrontation between strategic blocs, such

as between the West and Russia and the West and China (which may well merge

into one, single confrontation), and where geopolitical hostility and military logic

increasingly dominate, states care less about “making enemies”. In fact, even the in-

trinsic inefficiencies of protectionism become less burdensome due to parallel sec-

torization and de-globalization of the world economy.Within blocks countries can

alsomore easily be disciplined to accept protectionismandmore political-economic

trade-off become possible. While protectionism will, thus, remain at a great dis-

tance fromsolving theproblemsofworld-widecapitalist circuit closure, itmayexpe-

rience a new spring as a prosthetic tool in a partly de-globalizedworld ofmilitarized

block-economies.
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Section 3. Redistributive prosthetics funded with redistributive debt

Debt has played a major role in funding prosthetic employment-generating spend-

ing at least since the Renaissance.29 Debt originates as redistributive debt, which is

considered in this section, and rises to expansive debt, which is considered in the

two following chapters. If we define redistributive debt as debt without money cre-

ation, as we do, wemust be aware that even commodity money regimes knew some

money creation, namely by finding and mining gold or silver. Still, it is useful to

begin with this abstraction and to exclude debt, which is enabled by simultaneous

money creation for the time being.

Redistributive debt generation

We analyze redistributive debt’s prosthetic potential by looking out for precondi-

tions for debt generation. These are: First, money exists; second, debtors are out

there willing to take out debt and spend it but are still able, at least in principle, to

repay the principal and the agreed-upon interest.Third, theremust be debt holders,

creditors, who own enoughmoney and are willing to give it away for some time.

The creditors’ side

Many people think that if they possessed a lot of money or other wealth, then they

would not likely give it away as a money loan and expose it to the risk of not being

repaid.They would rather keep it safe or at least invest it in a venture of their own,

which they could oversee andmanage themselves.There are, though, several errors

in this. First, we have already touched upon the fact that allwealth, not just debt, is

always at risk. Landmay become useless if centers of living or of (agrarian or other)

productionmove elsewhere, if the land is exhausted, polluted, destroyed by natural

catastrophes or expropriated, or if the small peasants or tenants, who paid rent for

the use of the land, die out. Businesses, too,may lose value, even going bust or may

be expropriated, either in whole or in part. Even if money is held in bank deposits,

it may be lost as banks may go bankrupt; fiat money may lose its value in inflations

or currency reforms, or it toomay be expropriated.Goldmay be robbed or expropri-

ated, and it may also lose value. The first error is, therefore, that all alternatives to

giving loans are far from riskless –andwhat riskwillmaterialize always depends on

uncertain future circumstances.The second error: Debt is far less risky than people

believe.Even a simple loanwithout any collateral (in the formofmortgages,pledges,

or additional personal guarantors) always involves one build-in security: it involves

a claim for repayment against a debtor as a person.Thisperson is, regardless ofwhat hap-

pens to the loaned money, obliged to repay the loan; in other words, the given away

29 See, e.g., Ferguson (2008) page 34 et seq., 42 et seq., 71 et seq
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money is secured by all other personal wealth of the debtor and even by his capability

to work or otherwise draw income in the future, including inheritances. Compare

that to the risk-position of a wealth owner who poorly invests the money himself.

If he opens up a restaurant that fails, then that money is gone for good; if he loans

out the money to somebody who opens up a restaurant, then he retains a claim for

repayment against the poor restaurant entrepreneur. Fourth, in fact, in many cases

creditors canask for andwill receive additional collateral, e.g.,pledges ormortgages

of assets, assignments of claims for security or guarantees of third parties. A credi-

torwhofinances an investment under such circumstances need, then,notworry too

much about the investment’s merits, but may simply look at the other wealth and

solvency of the debtor (and at howmany other creditors there are thatmay compete

for the wealth, of course). Fifth, creditors may still, in addition, select the recipient

of the loan they hand out according to his experience and qualification andmay pre-

fer an experienced restaurant entrepreneur over an unexperienced one. People who

are skeptical about debt, sixth, also tend to ignore that ultimately all income must go

through a stage where it has “only” the form of debt. A private person or a firm making

a sale receives a claim (bookkeeping entry: debit accounts receivable, credit sales);

the same is true for a worker with regard to his wages, a lawyer with regard to his

fees, a stockholder with regard to his dividends, and even for the state with regard

to their tax claims. In this interim phase, the creditor is always and unavoidably ex-

posed to the risks connected to owning debt, such as unwillingness of the debtor to

pay or debtor insolvency. Debt is the pregnancy of new wealth and income comes

only into this world through the transitory form of a debt claim.Wealth owners are,

thus, ultimately notmistaken if they dowhat they have done formillennia – loan out

a significant share of their wealth in money form.The issue on the creditor’s side is

not such much whether it is smart to give loans, but whether wealth owners have

enoughmoney. In the latter regard, as we shall see, the invention of newmethods of

money creation will greatly help.

The debtors’ side

Microeconomically, borrowing in order to make an investment makes economic

sense from both the borrower’s or debtor’s perspective, albeit under certain defined

conditions. It makes sense if the additional costs of the loan (interest, fees, etc.)

are exceeded by the higher returns resulting from the investment being made earlier

(compared to saving up the required amount) or if a profitable investment is only

possible because of the loan. Taking out a loan also makes sense if a spending is

very urgent from a consumptive view, e.g., for medical treatment, to celebrate a

marriage, for a burial30 or to purchase an apartment in which to live. The financial

surplus-sacrifice (of the interest or of fees) is then willingly accepted in exchange of

30 Big thing in history, see Graeber (2011) page 9, 131.
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the possibility of an earlier fulfilment of the need or desire and in some cases, e.g.,

the purchase of an apartment, rent saved can be off-set against the interest paid.

States seldom borrow because they expect a profit from investing the borrowed

money31 and states do not consume. Why do they take out loans? State borrowing

began for warfare in the Renaissance, e.g., in Venice or Florence. States also borrow

in times of national catastrophes. Today, they also borrow, fully aware of what they

aredoing,not only to createnew infrastructure values-in-use (built or repair bridges

and highways etc.) but in view of the macroeconomic consequences of already the

spending of the borrowedmoney.They borrowwith a view to what good the spend-

ing of the borrowedmoney does to its recipients, not to what states get in return for

the money.

States, thus, do not follow the normal microeconomic logic that debt financed

expensesought tohavean increased returnor,at least,be eithernecessaryorurgent.

In aworld of egoisticM–C–M’-players, states act altruistically.32They can afford this

as they own, even beforemoney creation exists, a source of income that normal ego-

istic M–C–M’-players do not possess: The ability to confiscate and to tax their state

subjects, and even to sometimes robwealth or draw tributes from foreign states and

tribes.

The money side

A large volume of money must be available for a great many debt contracts to come

into being. Its scarcity will restrict debt contracts, but its abundance will propagate

them. Quite obviously, if there is only commodity money (mainly gold and silver

money), the basis for loans can only grow by finding, mining, or robbing new com-

modity money. The invention of credit money or state fiat money will, conversely,

31 If states borrow money for warfare, they improve their position to either defend against

other countries taking away the wealth of their citizens or to appropriate other countries’

wealth themselves. If states borrow to finance infrastructure, that improves the conditions

for firms in their country. We still do not regard both cases as “investment” by states here

as they are not M–C–M’-players themselves. In the case of war financing, the hoped-for ad-

vantages also do not accrue through exchange but outside of the economic system (wealth

procurement by violence).

32 Private consumers sometimes borrow outside of, as it appears, reasonable economic logic

as they borrow to finance their subsistence without a realistic chance to repay their debt.

They, hence, take the resulting wave of reminders, threats, legal proceedings, execution,

insolvency, penalty interest payment, extraordinary cancellation of loan contracts etc. into

account, which involve significant additional costs and a loss of standing. Yet, we might

also say that reasonable logic forces them to borrow, even though they cannot repay. Says

Zen-Master Taisen Deshimaru-Roshi: “Time is the best solution for problems of money and

love. If you climb into the coffin, nobody loves you anymore…”. Deshimaru-Roshi (1994) page

40 (translation by author).



402 Gerhard H. Wächter: The Capitalist Economy and its Prosthetics

enablemuchmore powerfulmoney creation, therebymassively increasing the basis

for loans.

Prosthetics funded by redistributive debt

Debt shifts funds for spending in space

We remind the reader that we still abstract from money creation. We assume the

existence of a certain volume of money that only matters for prosthetics. We, e.g.,

live a commodity money or gold or silver money world, in which further growth of

the physical basemoney is –fictitiously –excluded andwheremerchant and private

bank credit money creation exist as little as state fiat money creation. Establishing

a credit and debt relation, thus, can only make use of a temporarily limited and fix

volume of gold or silver. Making a loan means moving scarce money from one unit

to another,without the creditor possessing the possibility tofill up the resultinghole

by easy-to-procure newmoney. 33

Debt works via shifting funds for spending in space; spending power is directed

away from where it originated “naturally” and might otherwise have been applied

(or not) and is transferred to the borrower. As borrowers normally have intentions

to use borrowedmoney (and not to hoard it), formerly lazymoney is activatedmore

quickly and spent earlier; therefore, redistributive credit also often brings about a

shift of spending in time; it takes pace earlier. Furthermore, it is likely that the bor-

rower will use it for a different purpose than the lender (if the lender were to have used

it all). All three dimensions are interesting from themacro-perspective.Debt can in-

crease spending at an earlier point in time; right now, it can redirect spending to a

better place, e.g., in our domestic economy, and into better uses, in the productive

economy rather than in the sterile economy.We already referred to the last dimen-

sion as differences in the propensity for producive spending.

Debt is easy because it is consensual – but must be repaid

Thedebt-based transfer of spending power differs from protectionist redistributive

shifts of spending power and from taxation and from other forms of expropriation

by being consensual. This avoids the dilemmas that enforced ways of money trans-

fer trigger. He who would be an obstinate to-be-expropriated, taxpayer, or victim

of protectionism, will be an easy-going voluntary lender and acquiescing creditor.

Wealth owners, who would hate to be expropriated or taxed, compete against each

other for the chance to give away the samemoney as a loan.

33 Without money creation, we would indeed live in a world similar to the one suggested

by mainstreams economics’ supply and demand-curves for money, a world in which banks

are mere intermediaries of pre-existing money, and where they need to collect money on

savings deposits to make loans.
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The initial harmony between the givers and receivers34, though, comes at the

price that the loans must (normally) be repaid.The borrower/debtor only retains the

advantage to use liquidity for some time. More present liquidity comes at the cost of a

loss of liquidity in the future.The table shows this:

Figure 17: Redistributive debt and the funding of prosthetics I

Lender Borrower

Loan given -1 +1

Loan repaid +1 -1

Result spending power ±0 ±0

Interest and fees further reduce macroeconomic usefulness of debt

But this is not yet the end.The table abstracts from interest and fees, which worsen

the situation for the borrower. As interest and fees have to be paid in addition

to the repayment of the principal, the total debt service is significantly higher

than the amount of the loan and the isolated microeconomic result is often an

overall loss for the borrower. That is not supposed to be the whole story, though.

Microeconomically, as we already saw, if the loan is investive, then the borrower

expects an increased profit from being able to make his investment earlier or at all,

which he expects to overcompensate the interest and fees, etc. – or he accepts the

additional costs to satisfy his consumption need or desire earlier. What happens

macroeconomically?When does investive debt financing (of productive investments,

which only matter for us here) add aggregate prosthetic employment-generating

spending? First, if investive employment-generating spending ismade out of loans,

then their beneficial uses do not retroactively go away if the loan cannot be repaid.

Microeconomic and macroeconomic rationality part company. Microeconomically,

both the lender and the borrower have failed, but macroeconomically, a beneficial

employment effect from the initial employment-generating spending has been

achieved. Second, even if the borrower repays the loan and pays interest in full, then

an aggregate residual gain in employment-generating spending may still survive –

under certain conditions. Assume somewhere in ancient Greece, in theMiddle Ages or

in the industrial revolution, redistributive credit made “lazy” money available to a

merchant hero, e.g., via a nautikon daneisma, f(a)enus nauticum, a commenda or

34 The borrowers who receive a loan from a hated latifundia owner or from a loan shark at

excessive interest, are initially– at least growlingly – grateful for it.
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societasmaris (for a ship venture35) or a straightforward loan to a stock corporation

(for a railway venture). If we allow our loan-recipient to complete his venture suc-

cessfully, repay the loan, and then fail with a second venture, then we have a result

roughly as shown in Figure 18.

This Figure shows that the (upper) scenario in which the loan is given has an ag-

gregate producive (employment-generating) spending of 2.7, whereas the scenario

in which the loan is not given has zero producive (employment-generating) spend-

ing. Even if we deduct the second project’s investive producive spending of 1.7 and

the entrepreneur’s consumption out of the profits of 0.2, then we still have an orig-

inal producive spending of 1 out of the remaining loan. Thus, debt service out of

profits,while it reduces themicroeconomic profitability of the investment, does not

reduce the original beneficial effect of the loan on producive spending. Conversely,

it is quite clear that not paying interest or not repaying the loan (e.g., by consecutive

debt cancellation or partial debt cancellation) raises aggregate producive spending,

given that it would allow for further producive spending (instead of sterile “tribute”

spending) to be made.

If we look at redistributive consumptive debt we find again that the beneficial ef-

fects on employment-generating spending do not go away if the loan cannot be re-

paid. Loans to propertyless workers, e.g., to enable family celebrations, marriages

etc., or which are needed in times of catastrophe, e.g., the Corona pandemic, do,

thus, not lose their beneficial macroeconomic effects if they cannot be repaid. The

loans taken out by decaying former feudal wealth owners to finance their ongoing

luxury consumption also only, ultimately, added to aggregate employment-gener-

ating spending to the extent theywere not repaid.Otherwise,while they allowed for

the nobility to distribute the remnants of their wealth more flexibly in time, the in-

terest and fees ate up a part of the value of themortgagedmansions and drew it into

the sterile economy.

35 SeeWeber (1980) page 51. These legal forms were mixes between loans, silent partnerships,

and partnerships. Rather similar practices existed in Sung China a few centuries before

(McDermott/Yoshinobu, Economic change in China, 960–1279, page 403).
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Figure 18: Redistributive debt and the funding of prosthetics II
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The dilemmas of funding prosthetics with redistributive debt

In the above pages on redistributive debt, we have already encountered the first

dilemma of funding prosthetics with debt (which applies generally to redistributive

and expansive debt alike): Debt normally has to be repaid – with interest and fees on

top. Yet, the best debt for macroeconomic purposes would be non-repayable debt!

The problem with non-repayable debt is, though, the extreme scarcity of credi-

tors who are willing to hand out such loans. Rather wealth owners will scrutinize

prospective loan customers, force them tomake disclosures on all sort of things that

could constitute a risk for the debt service and torment them with score-systems,

etc., all this with the purpose to deny loans to such applicants (non-repaying) who

would macroeconomically best serve the purpose of funding prosthetics with re-

distributive debt.36 Thus, the “repayment-restriction” and “interest-restraint”, i.e.,

ultimately the profit-criterion, pose a dilemma of using debt to generate macroe-

conomic employment-generating spending. The profit-criterion also restricts the

willingness of prospective debtors to take out loans.

On the other hand, if consumptive loans are handed out and used for employ-

ment-generating consumptive spending, the principal is repaid and interest and

fees are paid, future consumption will fall below the level where it would be without

36 It renders banks more generous towards their worker-customers if they can hope to sell

their “NINJA”-loans to each other before their flaw becomes visible – as in the case of

subprime loans – or to the central bank – who engages in “quantitative easing”. But that

normally only becomes a factor under conditions of money creation; hence, where debt is

expansive.
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the loan; there will, thus, be an aggregate loss of employment-generating spend-

ing in consequence of the loan, a macroeconomic loss. Only in the case of inves-

tive loans, which are turned into employment-generating and successful investive

spending, will there be a significantmacroeconomic gain, which will see all partici-

pantsmicroeconomically happy.All this is true, as stated previously, for redistribute

and expansive debt alike.

Yet, the macroeconomic use of redistributive debt incurs an additional

dilemma. In a regime without money creation, e.g., in a commodity money regime

(gold or silvermoney)without any inflows of newgold or silver,money is very scarce.

The lending counterparties ought to possess tons or gold and silver (or credit entries

covered with them) to serve all hypothetical requests to finance prosthetics, but

they do not have them; there are simply not enough creditors who will lastingly part with

their money. This will educate borrowers to observe traditional limits of borrowing,

i.e., mostly to only borrow money transiently in particularly urgent value-in-use-

needs or in the case of particularly promising profit expectations. And, of course,

they will only borrow at comparatively high interest rates, which will additionally

microeconomically shrink the number of debt contracts that come into being and

work against a macroeconomic effect of redistributive debt.

The macroeconomic effect of redistributive debt, is, accordingly, restricted by

the profit condition imposed upon granting and taking out repayable loans by

lenders and borrowers, which two conditions can only be conjointly met in the case

of a very successful investive spending of the loan by the borrower. It is, addition-

ally, restricted by the limited volume of money available in a world without money

creation. Redistributive debt, thus, never rose to themacroeconomic relevance that

expansive debt – debt under conditions of money creation – would later acquire,

especially in fiat money regimes.
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creation in commodity money regimes

Money creation enables expansive prosthetics

The preceding chapter looked at monetary regimes, where fictitiously, money cre-

ation did not exist at all. The following chapter now examines prosthetic employ-

ment-generating spending inmonetary regimes,whichdohavemoneycreation–from

initially a little money creation to abundant money creation without practical lim-

its.Where newly created money is accepted by markets – otherwise there is no real

money creation – it can be used to make purchases. If the money is channeled to

the right places who have unfulfilled esoteric demand for goods of the productive

economy, its spending spent in the pr effective demand or foreseeable employment-

generating spending induces additional production and employment. We shall get

to knowprivate banks and the state (which includes its central bank) as themost im-

portant origins of new money, i.e., the most important money creation glands. From

there, the new money is either distributed via loans, e.g., to productive or sterile

wealth owners or workers. given to somebody for free, mainly to social security or

firms as transfer recipients, or the state itself spends it for what it deems socially

advantageous, for the military, for its functionaries, or for the infrastructure. That

are the subjects to which this chapter is dedicated.

Higher volume-potential of money creation-boosted prosthetics

Prosthetic spending financed with money creation, has higher volume-potential

than redistributive prosthetics. Money creation can be technically effected through

a social-economic or evolutionary coming-into-use of new commodities, which are

accepted for the purposes of indirect exchange, such as mussels, cows or precious

metals. Latermoney creationmay be brought about as an intentional act by a group

of people, an institution or the state,who introducemore of what is already accepted

as money or some new version of it, e.g., new, possibly debased, gold or silver coins,

token coins made of wholly non-precious metals, merchant credit notes, bank
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notes, which convey a claim for conversion into gold or silver, notes, e.g., issued by

central banks or states, which don’t, hence, fiat money notes, entries of credits into

bank accounts, or even digital money.

Money creation and fiat money

It is always important to remember that the historic period ofmoney creation is not

identical with the period of fiatmoney regimes.We reiterate oncemore that already

in commodity money regimes there is a significant amount of money creation, by

finding, mining and embossing or simply bringing into monetary use new gold or

silver.There is alsomerchant creditmoney creation and even a very substantial frac-

tional reserves bank credit money creation, before fiat money exists. If fiat money

arrives, which only works as state fiat money or a state’s central bank fiat money

in practice, this only fires up a second stage of money creation, which throws all

prior restrictions out the window and allows for the application of the alchemy of

money creation at a muchmore voluminous,muchmore powerful and, so they say,

unlimited scale. Money creation is freed from the fetters of an extrinsically deter-

mined base of commoditymoney, of tons of gold or silver available in vaults, of con-

vertibility requirements, and of reserve fractions or multiples. It is, thus, not at all

surprising that state fiat money became the means par excellence to – through debt

or without it – ultimately fund prosthetic employment-generating spending after

other forms of funding hit lasting or transient limits.

The crucial macroeconomic thing for prosthetics is money creation as such, in whatever

shape. Money creation, in particular via merchant money creation (promissory

notes and bills of exchange), via fractional reserves bank creditmoney creation, and

via fractional reserves central bank or fractional reserves state money creation, was

already massively used to mitigate deficient employment generating spending in

commodity money regimes. To repeat the point once more: The advent of state fiat

money is very important, not because allows money creation for the first time, but

(only) because it enables greatly higher, indeed limitless, volumes ofmoney creation

than were possible previously.1

Combining the deficient-producive-spending-syndrome with insights into

monetary history, and assuming that states wish or need to apply prosthetic poli-

cies, provides a general thread through economic history. In the present chapter XI,

we look, in this sequence, at commodity money creation, merchant credit money

1 Weber (1980) page 113: “Bei Geldschaffung aus einem … “beliebig” vermehrbaren Stoff, wie:

Papier, gibt es eine solche mechanische Grenze nicht. Hier ist dann wirklich der freie Ent-

schluss einer politischen Verbandsleitung …die von jenenmechanischenGrenzen gelöste Re-

gulator(i)n der Geldquantität.”
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creation, and private bank credit money creation, at first still in a world of com-

modity money as base money, and how it is used for prosthetics. We later follow

the evolution to a regime of state fiat money as base money and initially examine

how prosthetics can be funded by private bank credit money creation in the more

abundant world of state fiat money. Ultimately, we shall see that state fiat money

creation can fund prosthetic employment-generating spending even independent

of private banks. The means of expansive prosthetics, thereby, theoretically, strip

off all limitations.

Section 1. Expansive prosthetics funded with commodity money creation

Commodity money creation

In history, the appearance of new commodity money normally enabled new em-

ployment-generating spending and greatly pushed production.Had not the Greeks

discovered a very rich streak in their silver mine in Laurium right prior thereto,

they would likely not have been able to carry out the tremendous productive activity

(construction of ports, shipyards, of the trireme fleet, and of weapons), which won

them the second Persian war. Europe might be very different then, and we might,

of course, not be able to admire the monuments of the classic Greek architectural

heritage. Alexander the Great, too, might not have succeeded with his conquests

had he not found the Persian kings’ silver hoards, which he embossed into money

coins.2 Themassive inflow of gold and silver following the Spanish and Portuguese

conquests in South America, while it had very mixed results in both Spain and Por-

tugal (themoneywent into thewealth economy and luxury consumption to a signif-

icant degree and caused inflation),3 after it had travelled to Asia and China, though,

helped out the economy of the Ming dynasty there.4

2 Clauss (1993) page 96.

3 Graeber (2011) page 309, 311 et seq.; Bonn (1896) page 180.

4 Previously, the Ming dynasty, under its first emperor Hung wu, the former rebellion leader

of the Red Turbans, for the lack of sufficient gold or silver and, probably more so to procure

itself a money creation gland, had attempted to introduce a fiat money system based on

non-convertible paper money while suppressing the use of silver and copper. The attempt

largely failed. Increasingly, though, silver arrived in China from Potosi via Spain. Between

1540 and 1600 these annual silver imports rose from 40.000 kilograms to at least 150.000

kilograms. The silver was used as un-minted money. See Heijdra, The socio-economic de-

velopment of rural China during the Ming, page 453 et seqs. and Huang, The Ming fiscal

adminstration, page 148, 149. According to Jacques Gernet, about half of the 400 Millions

Silver Dollars imported from South America and Mexico between 1571 and 1821 was used

to buy luxury goods in China (Gernet (1972) page 47).
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The dilemmas of funding prosthetics with commodity money creation

Still, funding prosthetic employment-generating spending through commodity

money creation is restricted by the difficulty or almost-impossibility of procuring

new commodity money in a planned and controlled way in sufficient volumes at

the times when it is needed. State organized campaigns to search for gold or silver

were, overall, almost as unsuccessful as state-sponsored or private attempts to

artificially produce gold or silver by alchemy. Gold rushes in California, Alaska,

Australia, South Africa, and other places were insufficient and uncontrollable too.

Two early related practices in commodity money regimes anticipated fiat

money. They consisted in either adding an open seignorage (raising the official

nominal embossed value of a gold or silver coin beyond the market value of the

precious metal in it) or by secretly reducing the precious metal content of coins,

e.g., by adding lead.5 A third practice wasmade possible by specifics of the Chinese

monetary system. Since the Qu’in, cupper coins with a square hole in the middle

were used, and, given the relatively low value of a single coin, it was customary to

connect to large numbers by putting a string through their holes, whereby “strings”

became the de facto units of payment. In periods of scarcity of cupper, the Sung

fiscal administration would now allow the use of “short string” of only 770 coins

rather than of normal strings with 1000 coins.6 But all these methods only worked

for a short time. They were resented by markets and led to inflation. Often their

quantitative effects were also too limited to make them a powerful instrument of

money creation.

It is quite noteworthy that the preceding forms of commodity money creation

– finding and mining, debasement and seignorage – operated without any trace of

debt being involved.Thatwould all changewithmerchant creditmoney creation and

fractional reserves credit money creation.

5 The practice of debasement is well known with regard to European princes, but it also

already existed in the 2nd century BC in the Chinese Han dynasty, where we witness an os-

cillation between state monopolies for the minting of the square-holed cupper coins and

private minting, and between aggressive an moderate debasement; occasionally, even un-

debased coins were minted. At the times we also see experiments with state fiat money

in the form of deerskin (Sadao, The economic and social history of former Han, page 587).

The social reformer Wang Mang (9–23 AD), too, resorted to the debasement of coins (Bie-

lenstein, Wang Mang, The restoration of the Han dynasty, and later Han, page 232).

6 Golas, The Sung fiscal administration, page 208.
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Section 2. Expansive prosthetics funded with merchant credit
money creation

Merchant credit money creation

Trade as inventor of facilitations of trade

In a commercial deal, both parties cooperate to expedite its execution. The buyer

wants the delivery of the goods as quickly as possible. And, if the seller can be se-

cure to receive the purchase price, he will also support the buyer to become liquid

again as quickly as possible. Merchants developed several techniques particularly

addressed to further this goal. In fact, they were the first to create credit money,

merchant creditmoney. It all beginswith the debtmoment that is already present in

the simplest exchange contract.We start with this moment and see howmerchants

worked it out into a classic form of securitization.

A transactional analysis of exchange reveals that the parties must, before they

factually exchange commodities against money, already be legally bound to carry

through the exchange, as jurists say “a logical second” in advance. This avoids the

possibility that a party can change its mind in the middle of the process; e.g., if the

commodity is handed over before the payment, then the buyer can no longer say

“I don’t want it” or “I take it only as a gift”, etc. The theoretical distinction between

the closure of binding contractual obligations and their fulfillment even exists if the

commodity and the money are exchanged instantly when the purchase contract is

closed.

Legal claims as genes of merchant credit money

Beginning from this point, the parties may stipulate the lapse of a shorter or longer

time between creation and fulfilment of the legal obligation. If the delivery of the

commodity comes first, its use by the buyer may, thereby, be de-coupled from the

payment by the buyer.This trivial legal option of datedpayment alreadyhasmacroeconomic

potential; it opens up the possibility for a purchaser to receive a commodity today,

even if he does not have the money yet. Received commodities can, thus, already be

further forwarded or processed by the buyer before they are paid for and this expe-

dites the circuits of the economy and employment, albeit only by a small margin.

The silver coins for a payment by a Spaniard to amerchant in Rotterdammay still be

on a ship from the Americas to Sevilla, but if the Spanish buyer is regarded as being

solvent, then the trust that the money will later be forthcoming travels before the

physical coins and the Spanish buyer’s promise to pay latermay cause themerchant

in Rotterdam to already deliver goods today.

So far, this only expedites the M–C-leg of the circuit on the part of the Spanish

buyer.Shouldmerchant practices not also be capable of expediting theC–M’-leg and

a futureM–C–leg of the circuit of the seller, in the example of the selling Rotterdam
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merchant? As the Rotterdam seller already has the claim for the purchase price, and

as his Spanish debtor is assumedly solvent, could he not simply assign his claim for

the purchase price and use this assignment as payment for a newM–C-order, e.g.,

to anEdinburgh-basedmerchant? If thiswere possible, then the gold or silver coins,

which are still gently rocking on the ship to Sevilla, could become instrumental to yet

another circuit and could expedite the closing of the seller’s M–C–M’.

Securization as promissory notes and bills of exchange

While this legal possibility undoubtedly always exists – it is necessary a moment of

the logic of a sales transaction –,merely contractual claims are still very individual-

istic and insecure.Therefore, the assignment of claims for a purchase price as such

did not rise to the status of becoming a general instrument of settling accounts be-

tweenmerchants in longdistance commerceandnomarketdeveloped inwhich such

claims were traded. However, this very same transactional debt-moment, which is

intrinsic in all exchange contracts, allowed to being evolved into promissory notes and

bills of exchange,which carriedmore security and became tradable andnegotiable in-

struments formerchants.They turned intomerchant creditmoney,which grew cru-

cially important in international commerce over centuries. Merchant credit money

took three forms, the promissory note, the merchant’s bill of exchange, and, ulti-

mately, the bank cheque, too. The promissory note is the simplest form of merchant

credit money, a signed written confirmation to owe money (an “I owe you”, IOU),

e.g., out of a sales contract or to settle a dispute, to a payee, either to any holder of

the note or to a named person. E.g., our Spanish buyer, who received the delivery

of commodities, might write out a promissory note to his supplier in Rotterdam if

the gold is still rocking on the ocean or he wants to otherwise use it.The Rotterdam

supplier takes thepromissorynote insteadofwaiting for cash (as he trusts in the sol-

vency of his Spanish customer and in its liquidity when the note is due).7Moreover,

by signing the promissory note, he who signs it assumes a personal additional and

legally separate liability to pay, which is stronger than the mere payment debt out of

7 Already at the end of the Chinese T’ang dynasty (late 9th century AD) merchants engaged in

long distance trade drew up and exchanged paper documents, probably like bills or drafts

(see McDermott/Yoshinobu, Economic change in China, 960–1279, page 403). If McDermott/

Yoshinobu speak of a “private use of paper money” in this context, it must be stressed that

these papers were certainly no fiat money but probably merchants credit money. In the

late 9th century A.D. certificates of deposit were also issued at Sh‘ang An (ibidem), which

resembled, in their function, to the original certificates of the Amsterdam Wisselbank 700

years later; yet they were issued by provincial government officials rather than by a private

bank. The Chinese Sung dynasty, in 985, would hand over vouchers to its army provision-

ers far up in north China, which could either be redeemed in cash or exchanged for tea

voucher, which could then be redeemed against tea in south China, or which would be

traded amongst merchants (Golas, The Sung fiscal administration, page 198).
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the purchase contract.The promissory note not only excludes the objection that the

underlying commodities were not delivered or were defectiv, but is also subjected

to special rules of civil procedure that expedite and ease enforcement; it is legally

“stronger” than a mere claim for payment.

Instead of signing a promissory note, a recipient of a delivery, e.g., our Spanish

buyer, may also involve other persons, who are not parties to the original sales con-

tract, in the process of merchant credit money creation. For this purpose, he may

“draw” a bill of exchange (or a ”draft”) on, say, his customer in Paris to whom he sells

the commodities. Such a bill of exchange brings a triangle structure into being. It is

an order by one person, the drawer (in our case the first recipient of the commodi-

ties, the Spanish buyer), to another person, the drawee (the customer in Paris), to pay

money to a third personwho is also called the payee (in our case the original supplier

from Rotterdam).The drawee, the second recipient of the commodities in Paris, of

course, only becomes liable to pay the bill if he himself makes a declaration of will

to this effect. He typically does this by signing the bill as “acceptor”. The second re-

cipient of the commodities, the person in Paris in our example, will often be ready

to sign as acceptor as he will otherwise, quite simply, not receive the delivery just

yet. By adding an acceptor as a further debtor, the bill becomesmore secure and this

increases the readiness of the first supplier in Rotterdam to accept it.

Third signatories adding security and tradability

Because they are detached from the original transaction (as mentioned, the objec-

tion that the underlying commodities were not delivered or were defective is ex-

cluded and their enforcement before civil courts is expedited),promissorynotes and

bills of exchange become tradable or negotiable.They may be endorsed by the payee (in

Rotterdam) to third parties (in Edinburgh) who may in turn endorse it further (to

parties in the US). Such endorsers normally also become liable to pay the bill like a

guarantor. He who later holds the bill, may, thus, claim payment against the drawer,

the acceptor, and all endorsers who are jointly and severally liable debtors when it

becomes due; thus, a polygonal structure emerges.

As we mentioned already twice, a promissory note and a bill of exchange have

the effect of improving the seller’s legal and procedural position, compared to the

mere assignment of a purchase price claim. Their main economic improvement is

based on this and on the bill gaining securitywith each signatory and on promissory

notes and bills being tradable or negotiable instruments. A supplier can already pay

his own suppliers by endorsing a promissory note or bill and, therefore, can make

newpurchases and receive theirdelivery, typically inventories, for thenextM–C–M’-

circuit. To that end, bills of exchange de facto substitute gold or silver money and

allow their holders to quasi “pay” with them instead of cash from amacroeconomic

perspective. The gold or silver coins keep rocking on the ship to Sevilla, but mer-

chant credit money creation has already made several uses of them in expediting
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their deal-making.There is no chance that new commodity money could have been

created so conveniently to close the transactions.

Those who sign promissory notes or bills may or may not hold and maintain

a 100 % reserve in commodity money somewhere. If they do, and as long the full

amount of gold or silver is indeed in their possession, then no additional new

money is created? If the gold or silver payment they promise is not already, or no

longer kept in reserve, then the stock of pre-existing money is enlarged, newmoney

– merchant credit money – is created. Such merchant credit money is comparable

to von Mises’ circulation credit8 which is created by banks out of fiduciary media,

or what we will call fractional reserve bank credit money. While fractional reserve

bank credit money disappears again, when a loan is repaid,merchant credit money

disappears with the final settlement of the promissory note or bill.

Banks: Discounting promissory note and bills – and signing checks

Banks developed roughly in parallel to merchants’ promissory notes and bills of ex-

change. A first way for banks to come into play was by discounting promissory notes

and bills. Instead of holders waiting until the promissory note or bill became due,

or until they would find another merchant to take them as payment, holders would

carry them to banks and immediately receive cash for them.This involved credit by

the bank – the note was only due later – and the bank assumed the holder’s risk.

The bank also wanted a profit. Therefore, the bank paid less than the note’s nom-

inal amount, which was called the discount. A second way for banks to get involved

was to allow their depositors to draw bills of exchange on them. A bill of exchange

drawn on a bank (as drawee) is called bank check (or bank cheque or, simply, a check or

cheque).Checkswould be drawn on banks by bank customers.The very drawing of a

check would only entitle the bank vis-à-vis to make a payment, e.g., out of money of

the depositor’s account, to the check-holder; thereby, the bank did not yet assume

a legal obligation vis-à-vis the check-holder. In this case, banks’ wealth would not

increase the security of the check and the checks would not convey better security

than notes or bills (without acceptor or other additional debtor). But banks could

also accept checks (as acceptor), whereby they would personally become liable to the

check-holder; these checkswouldbecomemore secure.Checks, too,canbeendorsed

and endorsers, like drawers,normally become jointly and severally liable, further in-

creasing the security of the check.

8 E.g.: “The fiduciary media affect the market phenomena in the same way as money does.

Changes in their quantity influence the determination of money’s purchasing power.” (von

Mises (1949) page 434) or: “It is important to realize that commodity credit cannot be ex-

panded. The only vehicle of credit expansion is circulation credit.” (von Mises (1949) page

434). Von Mises does not take finding new mines or robbing existing precious metals into

account here.
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Legislation on checks often prohibited or restricted the acceptance of checks by

banks. States sought to, thereby, prevent checks from being used instead of bank

notes and closed the door for banks to circumvent state regulations on the creation

of bank fractional reserve credit money through bank notes. Today, for the emer-

gence of bank deposit accounts, checks are very seldom used and bank laws have

often becomemore liberal in this regard.

The dilemmas of funding prosthetics with merchant credit money creation

The dilemmas of prosthetic spending, enabled by merchant credit money creation

in regimes of commodity money, result from notes, bills and checks only evolving

out of specific commercial transactions, these possessing a significant level of com-

plexity, involving significant information necessities for users, and carrying costs

and unavoidable remaining risks.

The number of notes and bills is, in particular, limited by the number of the

members of the merchant class with a rank and reputation of solvency that their

notes, bills and checks are trusted. It is also limited by the volume of commercial

transactions, in which such trustworthy merchants actually engage. Furthermore,

there is a price for the “self-made-ness” of merchant credit money: The creation of

merchant credit money takes a certain level of effort, coordination, information,

communication, andpersuasion–and even thatwill not always ascertain that it suc-

ceeds. It also often necessitates the help of lawyers. Not everybody will be equally

capable of assessing the risks connected to taking or endorsing a note or bill and not

everybody else will take it as payment because prospective holders may have differ-

ent information.

Of course, the security of a promissory note, bill or check is of crucial impor-

tance. Even if it conveys a strong legal position, the security of payment still ulti-

mately depends on the solvency of the drawer, drawee, acceptors, and endorsers

or other guarantors. Merchants must, thus, take remaining risks and assess them.

Time, oncemore, is an issue. A debtor-counter-partymay be initially solvent, but no

moreby the time thepromissorynote,bill or check is due.9While a gold of silver pay-

ment is solid, thefinalwordabout apaymentwithanendorsednote,bill or checkwill

only be spoken after they have been presented to the signatories. Bad surprises are

especially possible if the solvability of several signatories depends on the fate of the

same single trade system. A settlement by notes, drafts or checks, which appeared

to haveworkedwell andmay almost be forgotten about,may retroactively turn badly

sour and he who took one of these instruments, and who endorsed and forwarded

9 Indeed, few can dare to feel sure to be solvent and liquid at a future date as typically their

solvency and liquidity, apart from natural, economic and political catastrophes, depends

on whether the counterparties in their networks of exchanges are solvent or at least liquid.
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it to his supplier in turn,may later even find that he thereby became jointly and sev-

erally liable to a successive holder for the full amount (plus interest and costs).This

plunges merchant credit money into a flickering uncertainty in the otherwise brazen

world of payments by gold and silver.That feeds back on the readiness ofmerchants

to accept merchant credit money, etc.

Sometimes drawers and drawees were also known to consciously do things that

render notes, bills or checks less secure.Thanks to theirmoney creation effect, sign-

ing notes and accepting drafts became ameans of survival for businesses in trouble,

including to prolong the life of otherwise totally insolvent firms. And it sometimes

was a gimmick in the hand of fraudsters. A note is normally signed or a bill drawn

if a commodity is in production or already being transported to the buyer; in this

case, the buyer gives credit (makes an advance of the promissory note or bill) to the

seller. Alternatively, the commodity has already been delivered to the buyer; in this

case, the seller gives credit (in the amount of the difference in value-in-exchange be-

tween the promissory note or bill and gold or silvermoney) to the buyer. Both cases,

though, share in common that there is at least a commodity around, which normally

has a certain value-in-exchange close to the original contractual debt, and to which

the creditor has a legal claim (either for delivery or for return if it is not paid). This

adds some security.10 However, parties that have exhausted their reserves and are

no longer eligible for bank loans or private credit or who commit fraud, may use

notes and bills to “mine” merchant credit money ex nihilo without any legal claim

for a valuable good existing. E.g., if A and B both sign promissory notes for each

other, without an underlying commercial transaction, notes have been issued with-

out such additional value-in-exchange of a given commodity in play. The same is

true if two people, once more without an underlying commercial transaction, draw

bills on each other and are able to endorse them.11 This drawing and redrawing of

bills (“bill jobbing”) is, in fact, a classic example of the underworld of abusing notes

and bills. 12 In the end,merchant credit money creation remained far too limited in

10 It is, at first, only comparable to a bank holding reserves in commodity money for credit

money. Holding reserves and being solvent are entirely different things, but still, reserves

will often increase the bank’s solvency (see on page 72 et seq.) Furthermore, the travelling

commodities can be legally used as collateral, e.g., by retention of title provisions, etc.

11 This does neither imply the creation of counterfeit bill (with a fake signature) nor neces-

sarily a deception by the acceptor. There may have simply been a misjudgment about his

future solvency, hence, e.g., about the solvency of others, the market, or the lack of adverse

events.

12 If “bill jobbing” spells the pathology of merchants’ bills of exchange, it neither necessarily

implies that A or B must have fraudulent intentions nor that the bill will not be honored.

A and B may feel sufficiently solvent and may expect to be liquid on the due date, inde-

pendently of the underlying transaction-value and even the payee or endorsers may not

be worried that no new value-in-exchange is created together with the bill in the form of

a new commodity, e.g., in view of the abundant other wealth of the drawer, drawee, or
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scope, transactionally too complex, and too risky to satisfy the macroeconomic de-

sires of money creation for prosthetics. Of course, during the heyday of merchant

credit money, the necessity of prosthetics was also mostly not as perceivable as it

would become in modern capitalism when the modernmaster drama accentuated.

Section 3. Expansive prosthetics funded with private bank credit
money creation

Fractional reserves bank credit money creation in commodity money regimes

A first artificial money creation gland being born

The invention of bank fractional reserve credit money creation was of the utmost

historical importance as it gave birth to a first powerful money creation gland. It

was in banking, not in laboratories and by chemistry, where the dream of the al-

chemists was fulfilled. No test tubes, no fire, and no bizarre technology was needed

for the purpose, only bookkeeping and the printing of statements of accounts (or

bank notes or, albeit to a less relevant extent, the embossing of aluminum, iron, or

other low value metal tokenmoney).

The gland of banks’ money creation enabled the creation of something to which

people would attribute tremendously more value-in-exchange than the costs of its

production.This pushed down the costs of the generation of new value-in-exchange

to about the costs of generation of debt, ofmere paperwork.Wehave seen that com-

modity money and state fiat money have no trace of debt in them. That is differ-

ent with merchant credit money. Like merchant credit money, private bank credit

money, involves debt. It is, indeed, the offspring of a noble and privileged segment

ofmerchants: Bank creditmoney creationworks by the state allowing this segment,

banks, to sell some of their debt as money.13

acceptor. How the law on bills of exchanges and merchant practices deal with this, in a

way, resembles how bank codes regulate banks.

13 Luhmann (1988) page 145: “Die Banken haben das Zentralprivileg, ihre eigenen Schulden mit

Gewinn verkaufen zu können…”. “Geldschöpfung seitens der Banken” erfolgt, sagt Schumpe-

ter, “durch Konstituierung von Forderungen gegen sich selbst.” Schumpeter (1912) page 202.

Schumpeter also quotes Fetter saying that a bank is “a business whose income is mainly

derived from lending its promises to pay” (page 203). This insight, which would probably

still irritate a significant percentage of otherwise well-educated people, is widely accepted

in economics. “…our money mostly consists of the transferrable debts of banks to account

holders” (Wolf, The threat and the promise of digital money, in: Financial Times of 23 Octo-

ber 2019). Wolf also writes “What makes banks special is that their liabilities are money

– a universally acceptable IOU” (Wolf, Fear of hyperinflation is a delusion of the ignorant,

in: Financial Times of 11 April 2014).
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There are two forms of debt involved in bank creditmoney creation: the entry of a

credit on the bank-customers’ deposit account (this bank-debt to the customer is already

money and is transmutable into other forms of money, such as bank notes, central

bank notes, or token coins)14 and the entry of a debit on the customers loan account,

which remains the customer’s normal bastard debt to the bank.

The activities of banks connected to merchants’ promissory notes, to bills of ex-

change or to bank checks, remained far less important than themonetary activities

that banks would, in parallel or later, develop in the new field of bank notes, bank

deposits, and token coins. As we are still in the world of commoditymoney, if banks

wrote out bank notes, entered credits on deposit accounts, or issued token coins,

then the positions gained by bank-customers were still comparable to promissory

notes (thus “bank note”); they conveyed a hard claim against the bank for the delivery

of gold or silver.

Credit money without money creation: The early Wisselbank

We shall look in greater detail at when bank credit money involves money creation.

The premier way for credit money to come into being in the world of commodity

money was for customers to pay gold or silvermoney “into” their own accounts with

a bank, as they did with the AmsterdamWisselbank (founded 1609), allegedly the first

modernbank.Thisfirst allowedcash-free transfersbetweencustomerwithaccounts

with the same bank. Customers who had physically carried gold or silver money

(coins or bullion) to theWisselbank received “receipts”.These receiptswere evidence

for a claim against the bank for themoney deposited and could be used tomake pay-

ments likewithbanknotes.Therewas, thus, initially nodifferentiation yet betweena

ledger evidencing a claim against theWisselbank and its banknotes.15 For the bank,

14 Banks, of course, also have conventional “bastard debt”, e.g., they may owe rent to land-

lords or salaries to their employees. Even then, though, they can normally honor that debt

by paying with self-created money – through entering a credit on the landlord’s or the

employees’ account.

15 Similarly, already in T’ang China a practice had developed to deposit goods or money in

shops against “certificates of deposit”. Early in the 11th century, the state established a pri-

vate monopoly for accepting such deposits but shortly afterwards took over this monopoly

itself as a “Paper Money Office”. This office soon confused this Wisselbank-like loaning-

business with the creation of naked or somewhat blurred state fiat money, but, by the

middle of the 13th century, failed. They later Yüan dynasty (1279–1368 AD) and the Ming

dynasty (1368–1644 AD) also experimented with fiat money, but largely failed, too. Luckily

as from the 16th century, significant volumes of European silver, from increased mining in

Europe itself, and South American silver, either via the Pacific and Manila or Spain or Por-

tugal, found its way to China and enabled the necessary (commodity money) creation (as

unminted silver). That did not help further efforts of the state to introduce state fiat money.

Obviously, the monetary evolution in China never nearly as much as in Europe discovered

private banks’ fractional reserves credit money creation as a tool. See Golas, The Sung fiscal
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the receipt of commoditymoneywas abalance sheet extension; the incominggoldor

silver extended their assets side, the claimof the depositor, evidenced by the receipt,

extended the bank’s liabilities’ side.

At first, although creditmoneywas issued at theWisselbank, nomoneywas cre-

ated. The Wisselbank generated credit money that entered circulation, but as, by the

same token, it withdrew the same amount of commodity money from circulation, which

was brought to rest in the bank’s vaults,16 the aggregate volume of money was not

increased.

We now leave the Wisselbank and look at banks in general: If a customer wants

tomake a payment from his deposit account with a bank, and if the intended recip-

ient has an account with the same bank, then the first customer’s account with the

bank is debited and the recipient’s account credited, but all customers’ physical bal-

ance of gold or silver money with the bank remains untouched. If a customer wants

tomake a payment to a customer from another bank, the first bank can either phys-

ically forward commodity money to the second bank or there has to be some other

institution inwhich both banks have accounts.Such institutions canbe other banks,

clearing houses, or the central bank. Still,much like before, as long as the commod-

ity money remains blocked at the first bank and the bank credit money only moves

to another balance sheet, then no newmoney is created.This situation could be cap-

tured by the image (which sometimes laymen have anyhow) that for each bank note,

deposit account, or token there is a physical box in the bank with the number of the

note, deposit account, or token on it, in which the gold or silver “covering” the note,

token, or account is safeguarded and from which account-related money is moved

to other boxes or to another bank after transfers or which is given to the customer if

he presents his banknote or token coin for conversion.VonMises, in this sense, com-

paredkeepingaphysical reserve of commoditymoneywith “coat tokens”handedout

by a cloakroom attendant for coats deposited.This highlights the crucial macroeco-

nomic point:The coat is either with the coat owner or in the cloakroom, but no dou-

bling of coats takes place.This is the same when the bank note circulates instead of

the commodity money; no money is doubled as the holder of the bank note cannot

use the commodity money in the vaults while he holds the banknote.17 Banks may

administration, page 210 et seq. and Atwell,Ming China and the emerging world economy

c. 1470–1650, page 381 et seqs.

16 Ferguson (2008) page 49.

17 The comparison is not perfect from a legal point of view. The holder of a note or depositor

of an account, even if they qualify as money certificate, are not the owner of the commodity

money, to which it entitles. Without the – quite atypical and constructed – assumption that

the legal claim of the note holder or depositor is completely independent of the debtors’

economic fate, including insolvency, the claim represented by a note or account would also

be less secure than the claim of the depositor of the coat. Even if a bank held a 100 % re-

serve of commodity money for every unit of commodity money owed because of an issued
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of course, as they usually do, put all gold and silver money together in one big vault

instead of allocating individual gold or silver coins to bank notes, deposits, or to-

kens by putting them into separate boxes. As long as they ensure that the volume of

money in the commonly used vault remains equal to or higher than the creditmoney

issued, then nomoney is created.18

Credit money involving money creation

Things, however, change fundamentally – from a microeconomic and macroe-

conomic perspective – if the bank gives away the gold or silver money for which it

has issued notes or tokens or for which it has entered credit on deposit accounts,

even while these notes or credit entries or token coins are still outstanding. Imagine that

banks buy wealth assets with such gold or silver or lent it out.Then, the commodity

money and the credit money, which conveys a claim for the commodity money, are

both used at the same time. Commodity money and the credit money representing

it are both simultaneously operative, a doubling of circulating money and money

creation takes place.

Moreover, money creation can also take place if the bank keeps the commodity

money in the vaults and simply issues more credit money – by bank notes, credit

entries, on deposit accounts or token coins – than its reserves in commodity money. In

this case, the amount of credit money created over the stock of commodity money

sitting in the bank’s vaults is newly created money.19 In von Mises’ terms, the bank

exceeds the limits of a “money certificate” or of a “money substitute” and brings a

“fiduciary media of exchange” or “circulation credit” into being.

bank note, credit entry or token, as it would normally also be liable with that commodity

money to other creditors, the commodity could be lost if the bank suffers losses, in part

or in whole. That would then only be credit money, no longer a money certificate in the

sense of von Mises.

18 While a museum visitor would be alienated if he receives another coat for his token, it

does not matter for bank customers which gold or silver pieces they get back.

19 Myers/Wang, Economic developments, 1644–1900, page 629, report that Chinese banks of

the late 18th century, e.g., in Ningbo, applied both practices (to loan out the silver or cash

deposits or to increase issued notes beyond deposits). Both methods involved money cre-

ation. Yet, while China even used “paper money”, which was, in fact, fiat money, already in

the Sung and Yüan dynasties, the potential of money creation, credit and fiat money, did

not nearly evolve as dynamically as in Europe. This had already been true with regard to

merchant credit money creation, which suffered from China’s withdrawal from maritime

trade after glorious times of Zheng He under the Sung. The record with regard to private

banks’ fractional reserves credit money creation is by no means better. Banking, and, thus,

private credit money creation, was only made a material factor by colonial powers, in par-

ticular by the U.K. after 1840. The first central bank of China opened not before 1908. The

underdevelopment of the monetary and credit system massively contributed to China eco-

nomically falling back against the West in the 19th century.
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To repeat, if fractional reserve credit money is issued, then money is created in

the excess of the issued bank credit money over the gold or silver money held in

the reserve.20 Money creation by banks, while it involves exceeding the commod-

ity money in their reserves by issuing credit money (which could be easily noted by

an observer with full information after a bit of math), may remain invisible to the

public for a while. For instance, the aforementioned AmsterdamWisselbank could,

ultimately, not withstand using its initially extremely good standing to later greatly

exceed its reserves by issuing credit money; that was punished and it had to be dis-

solved.21

A cycle of credit money creation

Banks areM–C–M’-playersmotivated by profit themselves,more specificallyM–M’-

players.When they still only issue receipts (as initially theWisselbank) orbanknotes,

for which full reserves are held, they learn quickly that it is normally22 highly un-

likely for a great number of receipt holders or banknote holders or other depositors

to simultaneously demand conversion of their claims into deposited gold or silver

money. It may be advisable to look at this process (which is basically the same for

bank money creation in fiat money regimes) in greater detail: When banks create

money by issuing creditmoney, “paying out” a loan, as we saw, normally onlymeans

making two bookkeeping entries, a credit in favor of the customer on their deposit ac-

count with the bank and a debit on their loan account with the bank; together, they

are abalance sheet extension for thebank.On the sideof the credit customer, there is

a balance sheet extension too. If the loan finances purchasing a house and the seller

of the house also has an account with the same bank, then the loan is “paid out” by

deleting the credit on the buyer-customer’s deposit account and by entering a credit

of the same amount on the seller-customer’s deposit account.This is an exchange of

liabilities for thebankand its balance sheet remains as extendedasbefore; it nowhas

a debt to the seller-customer (rather than to the buyer-customer), but still a loan re-

payment-claim against the buyer-customer. If everything goeswell, then the buyer-

customer, uses parts of his income to “re”-pay the loan as time goes by, e.g., of rent

20 “Breaking the link between money creation and a metallic anchor has led to an unprece-

dented monetary expansion…” See Ferguson (2008) page 63. This can apply either to the

introduction of fractional reserve banking or fiat money.

21 From 1609 to 1672, Sismondi tells us, the bank continued to execute “religieusement ses

engagements, et à conserver intact, dans ses coffres, le dépôt immense qui lui avait été

confié.” In the middle of the 18th century, however, it began to abuse its credit and “à prê-

ter le capital qui était mort dans ses coffres à la Compagnie des Indes, aux provinces de

Hollande et de West-Frise, et à la ville d’ Amsterdam”. When the French invaded in 1794,

it had to disclose the “secret longtemps caché” and went bankrupt. (Sismondi (1827) page

79).

22 The opposite is true in stampede-like bank runs.
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he collects for the house. He could do this by actually carrying gold or silver money

to the bank; the bankwould then put this commoditymoney in its vaults and reduce

the buyer-customer’s debit on the loan account.What is more likely, though, is that

the buyer-customer will receive bank transfers from other bank-customers, which

are credited to his deposit account, andwhich theywill use to run down the debit on

the loan account. If the loan is fully repaid, then the bank may have partially more

commodity money in its vault, partially less debt to other customers, and partially

more claims against other customers.The newmoney was born with the extension

of the credit side on the buyer-customer’s deposit account and on the debit side of

their loan account.The credit on the deposit account “wandered” into the seller-cus-

tomer’s deposit account and the debit on the loan account disappeared via reduc-

tions of credits on other customers’ deposit accounts, increase of their debts on ac-

counts, or by increased gold or silver in the bank’s vaults. In addition, the bank has a

profit left in the amount of the interest (plus fees etc.minus operating costs), which

the buyer-customer also paid over the years as part of their annuities.

The course of events would not be much different if the seller has an account

with another bank. If only a basic cooperationbetweenbanks exists, then the buyer’s

bank would not carry gold or silver money to the seller’s bank, but the account of

the seller’s bank with another bank, a clearing house, or the central bank would be

credited and banks would only pay peak amounts that remain after offset in gold or

silver, if they pay anything at all.

The banks’ power to create money, to repeat, is based on their stunning and

miraculous capacity to pay bastard debt, including their own bastard debt, with other own

debt of a special type and this is possible as this second and special type of their debt

is accepted as credit money. The bank fulfills its legal obligation, one debt (the bastard

debt) to pay “out” the loanby simply assuming another debt,first to its loan customer,

then to other customers or other banks, with a little luck, without having to touch

one ounce of commodity money. As the banking system proliferates and gets more

mature, this shifting around of bank debt can go on for a long timewithout ever touch-

ing gold or silver.23

The security of credit money

So far,we have looked at bank creditmoney from themacroeconomic perspective of

whether and when it involvedmoney creation, which was the case when its amount

exceeded reserves. As stated in the Foreword, the microeconomic question of the

value and security of bank credit money, or of the value and security of a claim against a

23 Non-bank units, e.g., normal bank customers, conversely, cannot act the same way, of

course. A non-bank unit, in order to relinquish payment debt, cannot generate other debt

from itself; it has to either procure bank debt, which is bank credit money, or to deliver

hard gold or silver.
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bank for conversion of bank notes or credits on deposit accounts etc. in commodity

money, is a different story. The person who holds commodity money in kind (like

gold or silver coins or bullion), thanks to the possibility to sell it as demonetized gold

or silver, enjoys the simplest imaginable downside-protection. In order to assess the

minimum value of their commodity money, it only has to follow the market for the

money-thing, which his commodity money is or what it carries ”piggyback”.24 As

long as the commodity money’s value as money is higher, i.e., it is still traded at

its nominal value with a seignorage, then he will continue to use it as commodity

money; if not, he will de-monetize it and use it as simple gold or silver.

The holder of credit money in a commodity money regime, however, enjoys no

such downwards-protection.Only if the bank is fully solvent, then the credit money

holder can convert his credit money into commodity money and from there every-

thing is as it was before. If the bank is only partially solvent or is insolvent, the credit

money holder will lose a part of the amount at which the credit money was issued.

The important point to grasp is that whether 100 % of reserves are held by the bank

against the issued credit money or not does not conclusively spell whether the bank is

also solvent to honor the conversion claims or other claims of credit money holders. Money

creation depends on whether simultaneously with issuing credit money the same

amount of commodity money is put to rest in vaults, solvency depends upon the re-

lationship of the aggregate of the assets side to the aggregate of due liabilities. Solvency

does not depend on whether there is an amount of gold or silver somewhere that

adds up to amount of freshly createdmoney.25While it seldomharms anyone to own

gold or silver, holding 100 % reserves for issued credit money is, thus, no guarantee

for credit money’s security. Conversely, a bankmay be highly solvent even if it holds

gold and silver reserves well short of the credit money created.26This is so, at least,

as long as the public trusts in this banks creditmoney – as long as this trust is there,

its credit money is as good as the commodity money in its vaults.

Bank runs and bail-outs in commodity money regimes

Yet, fractional reserves banks in commodity money regimes still ultimately rely on

the convertibility of their credit money into commodity money. If too many cus-

tomers demand payment in commodity money, typically because they doubt, often

even mistakenly, the bank’s liquidity or solvency, then this is called a “bank run”.

24 See on page 70 et seq.

25 See on page 72 et seq.

26 In monetary debates, economists who are critical of bank credit money creation mostly use

both arguments and sometimes confuse them, e.g., the British Bullionists in their debate

with Anti-Bullionists around 1810, who argued in favor of the convertibility of bank credit

money into gold money, or the Currency School in its debate with the Banking School, who

argued in favor of limiting the issuance of bank credit money to gold held in reserves.
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Note that this may hit banks, which are perfectly solvent, hence, whose assets by

far exceed their debts. Yet, they only have the problem that their credit money ex-

ceeds their commoditymoney–and this problem, they have by definition–because

they are “fractional reserves” banks.This is when central banks come into play with

bail-outs. Bail-outs classically took the form of commoditymoney lending,with the

central bank acting, in the often-quoted words ofWalter Bagehot, as the “lender of

last resort”. In bail-outs, private banks receive commodity money loans from cen-

tral banks, secured by assets, which are obviously not commodity money, as collat-

eral.The interest rate applied and the conditions reflect the availability of commod-

itymoney for central banks, the views on the risk of the general economic situation,

and the views on the special risks of the assets that the bailed-out bank provides as

collateral and of this bank.

Themost critical problem of bail-outs in commodity money regimes, of course,

was the commodity money; gold and silver was even scarce for the central bank.27

Bailing-out private banks in a commodity money regime, accordingly, was not

only a question of will, but crucially mainly a matter of available means. Central

banks could be lucky, though, and the creditors of the troubled bank might accept

credit money issued by other private banks or by the central bank. Nevertheless,

the ultimate limit for central bank bail-outs was set by the volume of commodity

money somewhere available.Therefore, the principle applied, asWalter Bagehot has

famously put it in 1873, was that central banks should lend freely but at a penalty.This

way, banks would be sanctioned for over-aggressive “over-lending”.28The principle

worked its way backwards into preventive regulation and policing of private banks’

credit money creation and private banking in general. States knew that private

banks’ profit motive would drive them to over-use their money creation gland

and did not want to risk the precious commodity money reserves on altruistic

emergency missions in favor of overly greedy banks too often.The central bank had

rather tomaintain its lending power in commoditymoney formore urgent national

missions, such as wars. On the other hand, states highly appreciated private banks’

money creation gland – nothing got them closer to their alchemistic goal for the

time being. It was, thus necessary to come up with calibrated ideas of how to reg-

ulate private banks’ money creation properly, without strangling them too much,

but also without leaving their reckless greed too great liberties.This calibrated view

27 State’s commodity money was often pre-committed for warfare. E.g., in 1543, 65 % of

Charles V of Spain’s revenues were committed to interest payment on old sovereign debt.

In the last years of Elisabeth I., around 1600, two third of state expenditure went into ei-

ther interest or new military spending. See Kennedy (1987) page 102, 126. A similar situation

existed for Phillip II. of Spain (loc. cit.).

28 Quoted after Ferguson (2008) page 56.
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was to substitute the UK-politics erring back and forth between a 100 % reserves re-

quirement or full suspension on gold convertibility, e.g., as necessitated by the costs

of the Napoleonic wars (on 27 February 1797 by Act of Parliament). This calibration

occurred in two famous debates.

Two famous English debates on private bank’s credit money creation

After the Napoleonic wars had been won, a famous discussion between the Bullion-

ists and the Anti-Bullionists arose. The Bullionists, amongst them Ricardo, Henry

Thornton (1760–1815), and John Wheatley (1772–1830) requested the reintroduction

of gold convertibility in order to avoid inflation. Anti-Bullionists, with Henry Boase

(1763–1827) and Sir Coutts Trotter (1767–1837), supported their positions with Adam

Smith and James Steuart (1713–1780), and argued against the reintroduction of gold

convertibility.No inflation and no crisis were to be feared, they proposed, as long as

loans were given to creditors with sufficient wealth only (Real Bills-doctrine). Infla-

tion from 1800 to 1814 seemed to support the Bullionists and, indeed, theResumption

Act of 1821 reestablished gold convertibility. Subsequent deflation and crisis (1825,

1836/37, 1839), though, kept the debate alive. Twenty years later, the controversy was

reproduced and deepened in the equally famous clash between the Currency School

and the Banking School. The Currency Schoolwas led by Lord Overstone (1796–1833)

and continued to argue for the Bullionists’ view.The Banking Schoolwasmainly rep-

resented by Thomas Tooke, John Fullarton, and John Stuart Mill and basically fol-

lowed the Anti-Bullionists’ argument that has been presented previously.

The controversy was politically decided upon by Sir Robert Peel’s (1788–1850)

Bank Charter Act (or Peel’s Act) from 1844, allegedly once more in favor of the more

restrictive view, hence of the then Currency School. The Bank Charter Act, in par-

ticular, took away the right of private banks to issue bank notes and established a

monopoly of bank note issue for the Bank of England. Yet, fractional reserve money

creation by credit entries on deposit accounts remained with private banks and largely

unrestricted. 29 Furthermore, the Bank of England was obligated to maintain, (ac-

cording to the credence of the Currency School) 100 % reserves. But, while this ap-

peared to spell the conservative and restrictive view of the Currency School, it was

allowed to hold reserves not only in gold but also in sovereign debt.The practical re-

sult of the Bank Charter Act, thus, consisted in allowing private banks to continue

to create all the money they dared to create as long as they did not print bank notes

29 Partly as a reaction to the expropriation of their power to create credit money via banknote

issuance, the period after the Bank Charter Act saw many mergers between provincial pri-

vate banks. The establishment of larger units increased private bank’s remaining factual

money creation power. The fewer banks there were, the more transactions could be con-

summated within a bank without the issuance of bank notes – and the more could private

banks still create credit money and profit therefrom.
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and in allowing the Bank of England to print all themoney they state needed as long

as it at least received IOUs signed by the state in return. If the central bank con-

tinued to be legally obliged to exchange its banknotes into gold, the created money

remained credit money, i.e., central bank credit money. While mainstreams histogra-

phy still holds that themore restrictiveCurrency Schoolwon the controversy, in fact,

money creation was, first, generally upheld as fully legitimate and institutionalized

at the level of private banks and of the central bank. Second, the restrictive argu-

ments of the Currency School were largely used to appropriate the most valuable

power creation powers of private banks (through the issuance of bank notes) by the

central bank acting in conjunctionwith the government and to generally strengthen

the grip of the central bank and the state over private banks in order to control and

to police their money creation. 30

The contribution of private banks’ money creation to capitalist development

by productive firms

Fractional reserves creditmoney creation allowed banks to createmoremoney than

merchants’ promissory notes, bills of exchange, and bank checks and redistribu-

tive lending ever could have made available. Being able to create money ex nihilo

also induced banks to being much more generous in giving away credit money for longer

periods, to allow loans to be rolled over, progressive debt build-up, and the total of outstand-

ing debt to reach heights that were previously unthinkable (when money was scarcer and

whenonly redistribute loanswerepossible).31 And,of course, the profitmotive drove

banks to make use of this possibility at large scale. Increased bank profit is, nor-

mally, a direct function of increased bank credit issued; hence, bank profit grows

with the multiple of the credit money issued over the held gold or silver reserves.

When, in the second half or the 19th century, most European capitalist states es-

tablished structures similar to the English example, which allowed for significant

fractional reserves credit money creation by private banks, this enabled long-time

credit expansion throughout Europe and contributed to significant employment-

generating spending for the productive economy, and greatly pushed financing in-

30 In crises, the Bank Charter Act even allowed the Bank of England’s banknote issuance to

surpass the limits of the sum of gold and government debt held by it. This exceptional

power encouraged overall money creation as its allowed to bail out private banks, which

had created private bank credit money and were hit by bad luck. It goes without saying that

states never seriously considered the libertarian concept of “free banking”, which would

have subjected banks to competitive discipline and taught the public to critically observe

the competing banks’ reserves and their solvency. That would have been the opposite of

what states wanted, i.e., of banks with extended credit money creation possibilities, for

prosthetics and the military.

31 See page 405.
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dustrial growth, the infrastructure and the military.32 Germany’s economic deve-

lopment between 1871 and 1914 (Germany’s first catch-up-period), in particular, was

strongly supported by expansive fractional bank creditmoney creationmoney.33The

story repeated itself inGermany’s reconstruction in its second catch-up period after

1945.34 Equally, outside of Europe, Japan and Korea and other developing countries

financed their growth-drives postWorldWar II or after the Korean war largely with

money creation through fractional reserve bank credit money; bank credit money

was also widely used in the French post World War II “planification”.35 States often

also gave guidance and supported certain investments, e.g., by tax advantages, se-

lectively lowering banks’ reserve requirements, by guaranteeing repayments or the

like.

The contribution of private banks’ money creation and wealth owner’s debt

Wealth owners’ consumer credit and wealth owners’ consumer debt was already a

significant factor in commoditymoney regimes;wealthowners especiallyused loans

to successively convert their defunct feudal wealth into cash, smearing the economy

with employment-generating consumptive spending. Country estates and castles

served as collateral and were later sold in slices to nouveau-riches or turned into

factories; this took place from the English countryside to St. Petersburg and up to

Kazan. Fractional reserves bank credit money creation, e.g., by John Law’s Banque

Royale, already financed asset bubbles in the wealth economy.36 Britain saw bank

crises since the 18th century,37 partially basedonasset bubbles.Germanyhad itsfirst

major asset bubble in the “Gründerkrach” shortly after its first unification in 1871,

i.e., in 1873.38 Finally much later, asset bubbles massively contributed to the Great

Depression, the Asian Crisis of 1997, the dot-com-bubble, and the financial crisis of

2008, etc.

Workers take out no debt in commodity money regimes

Consumptive loans to workers, though, were hardly a factor in commodity money

regimes.One could imagine that banks simply felt too class-conscient and arrogant

to consider workers as loan customers; they mostly did not even have deposit ac-

counts andpickedup their salaries in a paper envelopewith their handwritten name

on it (andweremostly trade-unionists and social democrats, etc.). Alternatively, one

32 Turner (2016) page 32, page 57–60. Moments of state fiat money creation became more and

more visible over time.

33 Turner (2016) page 54 with reference to Gerschenkron (1962).

34 See Schröter (2005) page 369 et seq.

35 Again: Even while moments of state fiat money creation became more and more visible.

36 Turner (2016) page 61–73.

37 See Kiehling (1991) page 24, et seq and Mackay (1841), and de la Vega (1688).

38 See Kiehling (1991) page 72 et seq.
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could surmise that workers were unacceptable as loan clients for their lack of collat-

eral, as the legal system was not prepared to litigate and execute claims from mass

loans, or as the banks did not have and not want to create the clerk capacities for

the low volume, mass-business. Yet another view could take the lack of fiat money

as a cause for the non-existence of mass bank loans to working class people. Any-

how,banks’ consumer loans toworkers only rose to importance after fiatmoney had

substituted commoditymoney as the basemoney. Even if workers remainedmostly

excluded as loan-recipients, private banks’ money creation greatly supported pro-

ductive investment of firms and other employment-generating spending of wealth

owners and the state. It was a major factor of prosthetic circuit closure right from

its inception.39

The dilemmas of funding prosthetics with fractional reserves bank credit

money creation in a commodity money-regime

Limits to money creation capabilities

Even if a first money creation-gland is discovered – fractional reserves bank credit

money creation –, which conveys much more power than redistributive lending

without money creation, some relationship between the created credit money and

the barrenmass of gold or silvermoney in the banks’ vaultsmust bemaintained.The

stubborn requirement of convertibility of credit money into scarce precious metals

does not go away and it, of course, microeconomically restricts banks’ ability to

create money.This ratio, fraction, or, looked at from the other side, the multiple of

credit money created against the commodity base money, can be stretched and was

sometimes over-stretched, but it remains a burden that still fetters the financing

of prosthetic spending to a country’s possession of gold and silver macroeconomi-

cally.40Theshortage ofmoney is not yetfinally overcomeand theprosthetic program

39 “Aggregate demand” Keen writes, “is…aggregate supply plus the change in debt.” (Keen (2011)

page 219 et seq., page 337 et seq.) referring to Schumpeter and Minsky. Schumpeter speaks

of the credit structure as not only projecting “beyond the existing gold basis, but also be-

yond the exiting commodity basis” (Schumpeter, The theory of economic development, 1934,

page 101, quoted after Keen (2011) page 220 et seq.). Minsky is saying that growth is fi-

nanced by “emitting debt or selling assets”
975

(Minsky, Can it happen again? page 6 quoted

after Keen ( 2011) page 219 et seq., italics added). This allows a simple explanation of crises

that would arise in the future – even after state fiat money had become an option: “The

collapse of debt financed aggregate demand was the key factor behind both the Great

Depression and the Great Recession.” (Keen (2011) page 352 see also page 300).

40 While banks are desirous to lower the fraction of commodity money held, they are also at

least careful enough to consider risks for their solvency following excessive credit money

creation. Banks’ microeconomic self-interest, which, on the one hand, drives money cre-

ation (to increase profit by interest revenues) thus might also occasionally set limits to

such an increase (by the fear of bankruptcy).
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to artificially increase employment-generating spending often hits the barrier of

too little ammunition. The circle of potential borrowers is limited and this keeps

interest rates high, whereby the circle of prospective borrowers who use loans for

employment-generating spending is once more narrowed.

Furthermore, and not at all surprisingly, money creation by banks’ fractional

credit money proved insufficient where exceptionally large amounts were needed,

which often slowed down peace time economic expansion in western economies

and, more so, in always gold and silver-scarce underdeveloped countries. It also

posed a heavily felt restriction on the wars waged by states with commodity money

regimes. Apart from greater or lesser access to voluminous capital markets, such

warring states that had the better cards who were the quickest to suspend the

convertibility of bank and central bank notes, and who succeeded best at managing

emergency state credit money creation, central bank credit money creation or even

exceptional interim state fiat money creation, and to, thereby detach the financing

of the war efforts from the available commodity money.41

Credit not used for employment-generating spending

The second dilemma of commodity money regimes is what Adair Turner refers to –

with a view to present fiat money regimes – as the “wrong sort of credit”42 being

issued.Whenever banks create money, including in regimes of commodity money,

they decide how the money is used together with the credit-applicant, specifically

aboutwhether it goes into employment-generating or sterile spending.Now,unfor-

tunately, fractional reserves creditmoney creation is all too oftenused for prosthetic

sterile spending.This is so as already in commoditymoney regimes numerous sound

microeconomic motives push into this direction. It is much easier to anticipate the

cashflows from an existing sterile asset than from a newly created asset, which is

typically the result of a productive investment. Another strong motive for banks to

prefer to finance the purchase of pre-existing, old debt, real estate, or stocks is that

these assets are already there and can be used as a security and possess a core-value-

in-exchange.Many productive investments are utterly different in the negative.The

value-in-exchange of a newly set up plantwill be its business value; it depends on fu-

ture profitable sales of products over a significant period.However, if the loan turns

sour, theywillmostly do this because no such business value has been created.Then,

41 Interim state fiat money regimes work in a twofold way. First, they create the exceptional

additional state fiat money and, second, this extends the base over which private banks can

create additional fractional reserves credit money (as soon as it is accepted as the bank’s

reserves).

42 Turner (2016) page 61 et seq. As Arnold reports, Mario Draghi, after his time as ECB-Pres-

ident, also began to distinguish between “good debt”, which is “used for productive pur-

poses” and “bad debt” which is used for unproductive purposes (Financial Times of 19. August

2020 page 2).
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only the remnants of the failed business – real estate, equipment, inventories, etc.

–, which can be sold separately, represent some value-in-exchange. Furthermore,

banks will often find their hands chained in crises: If they spot an attachable asset

of a sizable value, for instance, account receivables or cash, this execution itself may

ultimately trigger insolvency. Execution in a momentary value in a newly created

asset often destroys the value of the overall asset…

Another reason why banks may prefer to give “the wrong sort of credit”, results

from the effects that credit financing of a new productive venture has on the profits

in the market of the venture and on the value of the financed venture itself. As

touched upon previously, the arrival of a new productive investor, who founds a

new automobile firm, for example, will increase competition and typically lower the

profitability of the firms in the market; it will generate negative feedback, including

on the new productive firm. On the contrary, the arrival of new sterile investors

in bonds, real estate, stock or commodities, etc., markets, will typically bet up prices

and generate positive feedback. In product markets, arriving new investors are bad

news, while leaving investors are good news. In asset markets, arriving investors

are good news and leaving investors are bad news. Banks, thus, drive up their col-

lateral’s value-in-exchange by financing sterile investments in asset markets.These

dilemmas, which are inherent in commodity money regimes, even with private

bank credit money creation, have driven the evolution to state fiat money.



Chapter XII. Expansive prosthetics funded with

money creation in state fiat money regimes

Section 1. From commodity money regimes to state fiat money regimes

Fickle origins of state fiat money

In the previous chapters, prosthetic spending was already being supported by

money creation, but the money creation was primarily private bank fractional

reserves credit money creation only. State and central bank credit money creation

or even money creation by fiat money showed up experimentally and transitorily

in war or other emergencies but disappeared again after the war was over. This

remained so until even after World War I andWorld War II, at BrettonWoods, and

was only to change in 1971, when Richard Nixon un-did the latter restoration of a

commodity money regime. Only now fiat money became the exclusive base money

of the US and of most of the world. This ultimately provided states and central

bankswith a permanentmoney creation gland of their own,whichwas utterlymore

powerful than private bank fractional reserves creditmoney creation.At first, states

did not use state fiat money creation as the primary means to finance prosthetics

but as a tool to support private bank fractional reserves money creation.They used

it to push interest rates down and to bail out private banks out where required.

States also set up new legal frameworks and institutions, to ease to manage the

growing debt, which was enabled by state fiat money.1

1 John Law was one of the first writers who connected the idea that an increase of money

would further trade and employment with the conviction that money without intrinsic

value could be used. SeeMurphy, John Law (1671–1729) in: Faccarello/ (2016) page 17). Goethe

had Mephistopheles present the advantages of state fiat money creation to the Kaiser in

his Faust II, published 1832 (Erster Akt, Lustgarten, line 6120 et seq., 6075 et seq.): “Ein solch

Papier an Gold und Perlen statt,/Ist so bequem, man weiß doch, was man hat, …/Beschämt

den Zweifler, der uns frech verhöhnt,/Man will nichts anderes, ist daran gewöhnt./So bleibt

von nun an allen Kaiserlanden,/An Kleinod, Gold, Papier genug vorhanden./Schatzmeister

(to Kaiser): “Seht Eure Stadt sonst halb im Tod verschimmelt,/wie alles lebt und lustgenie-
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Under a system of gold or silver money, without fractional credit money cre-

ation, states had very limited space to maneuver. When they minted coins out of

precious metals, decided upon their weight, embossed a currency unit, and put a

nominal amount and emblem on it, they were, as we observed,2 only able to earn a

very small seignorage. Yes, they could issue the coins at a face value slightly above

their production costs (mainly the content of precious metals), but no more, and

could, thus, realize only a meager add-on. Markets would typically accept such a

small “honest” profit in view of the additional value-in-use, which accrued from the

convenience of the coins being embossed. If, however, in war, catastrophe, or out

of frivolity, states attempted to increase the seignorage to a quarter, half, or the full

amount of the value-in-exchange of the preciousmetals used (or if they debased the

preciousmetals by an eighth, a fourth or half of their weight with un-preciousmet-

als,which is the same thing), thenmarkets would often no longer accept these coins

at their full nominal value.3This problemwholly disappeared with the introduction

of fiatmoney regimes.Marketswould nowwillingly swallowhuge amounts of coins,

paper or bookkeeping entries with zero percent gold or silver content or backing! The

smallmoney-creationmaneuvering space that states hadduring commoditymoney

exploded with the advent of fiat money regimes.

A near 100 %-seignorage at the issuance-moment

In addition,before states coulddreamof putting a seignorage on commoditymoney

coins or debasing them, they first needed tons of gold or silver as base material. If

they could not get hold of them, then their only option was to withdraw existing

coins from the circulation and reissuing them at the same or a superior nominal

value, albeit with a lower gold or silver content.That did not only look bad, but again

the overall re-issuance profits were limited.They depended on the volume ofmoney

in circulation in their territory, on the percentage states would get into their hands,

what degree of debasement the money already had, and how much more debase-

ment the market would tolerate.There could also be technical problems.4

ßend wimmelt./Obschon dein Name längst dieWelt beglückt,/man hat ihn nie so freundlich

angeblickt.”

2 See on page 63.

3 Some late Roman emperors earned a particular bad reputation for pushing such attempts

too far. In particular the “soldier emperors”, e.g., Valerian I and Gallienus, who lowered the

silver content to only 5 % (Beck/Bacher/Hermann (2017) page 40).

4 If you want to withdraw commodity money from circulation, to reduce the precious metal

content from 80 % to 66 %, you have to first check each coin, which you manage to get a

hold of concerning its prior state of debasement. One could surmise that differences in the

embossing of coins served the purpose to easily distinguish coins of different debasement

in later debasement rounds. The coins have, then, to be carried to a mint to do the work.
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States,moreover, ran into difficulties to get rid of the additionally debased coins

at theunjustifiedhighernominal value:Theadvantage for the state lies only in the singular

moment of initial issue or initial re-issue. To realize it, the state had to induce somebody

to deliver commodities, including gold or silver, in the nominal value of the coins

without increasing the prices of the goods delivered. Unfortunately, the recipients of

payments from the state were often suppliers, which were close to the state and on

whom the state depended, e.g., military suppliers, the state’s construction firms,5

the emperor’s luxury suppliers,bureaucrats or soldiers,whom it needed to treatwell

andnot to alienate.Still, to repeat, the first bringing-into-circulation of the debased

coins was the only opportunity at which the state could make a profit from the de-

basement or the seignorage. Wealthy merchants and nobles around the state who

wereasked toaccept thenewbadmoney, thus,mostlyhadnooptionbut to try toout-

smart the state (pretending to have no goods to supply or trying to increase prices)

while still swallowing the badmoney in a first step.They would, then, of course, use

their superior might to forward it to others, which were weaker than themselves. In the

end, most certainly, the particularly debased money ended up in the hands of the

lowest rank with the fewest alternatives, probably soldiers and poor peasants. All

these options of states were unpleasant, but in a pure commodity regime no further

options existed.Nowonder that states desperately hoped for the alchemists tomake

progress in their laboratories.

States’ simplified relations to banks in modern times

States had intense relationships already with the predecessors of modern banks,

e.g., to money loaners, and usurers, the Lombard and, in particular, the Jews, as

the most professional dealers in money, in the Middle Ages. States were their loan-

customers,were indebted to them,were advised by them,partneredwith them, reg-

ulated them, asked them gently to waive some of their repayment claims from time

to time, and occasionally expelled them from their territory, or, if they were Jewish,

expropriated them or even unleashed or supported pogroms or killed them. Then

again, they called “their” expelled Jews or other money lenders back.6 Once modern

banking was established, states particularly admired the banking houses’ power to

create money through fractional reserve credit money. Warfare financing ignited

boosts in the development of private banks and states forged alliances with them.

Banks assumed a leading role in the financing of the warfare between the Italian

city states in Renaissance Europe by organizing the issuance of bonds.7 In Britain,

5 They tend to also be cheated often by the state, see the case of Faffner and Fasolt who

were cheated by Wotan in Wagner’s Ring.

6 See Sombart (1902) volume I, page 266, 267.

7 Ferguson (2008) page 70.
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the need to finance the build-up of the Royal Navy even induced the formation of

TheGovernor andCompany of the Bank of England, the later Bank of England, as such in

1694. Against granting a loan of £1.2-million-pounds to the state at 8 % interest, the

bank received the privilege of issuing (otherwise uncovered) banknotes in the same

amount; in other words, it was authorized to create money in the amount in which

it had loaned bullion to the state. During the Napoleonic wars, in 1797, the English

cabinet released the bank from redeeming its bank notes in commoditymoney.This

might lead to interpretational questions and legal considerations. The interpreta-

tional question was what the release meant precisely. Did it mean a switch into a

temporary or even general fiat money regime or just some kind of an emergence

lawunderwhich the opening of legal proceedings for the conversion of creditmoney

bank notes and creditmoney account entries into commoditymoneywas denied for

themoment?This remained unspecified, but the British cabinet’s actions pointed to

what would become a widespread practice of states in extraordinary situations, de

facto flipping what had been credit money into fiat money by ordinance while leav-

ing the question of whether the fiatmoney would again be restored to credit money

later an openone.The legal issuewaswhether a cabinetwas at all entitled to “release”

a debtor from a debt (normally the government cannot interfere in contractual re-

lationships). The crucial motive for the state-granted exemption from the conver-

tibility was, of course, not the fear for the security of existing banknotes-holders

– the bank’s solvency might already have been poor previously and the position of

its existing creditors was not greatly improved by the exemption –, but to protect the

banks’ capacity to create further money, which the state needed for the war or for what-

ever crisis.

Dirty origins of state fiat money

Other countries aside the UK also ventured into credit money creation and slipped

into de facto state fiat money creation from there. When Louis XIV died after

decades of warfare in 1715, his state finances were in disrepair.The situation was so

bad, indeed, that John Law, a Scotsman, was allowed to found the Banque Générale

privée to bring relief in 1716.This bank with a stated capital of Livres 6 million could

cover 3/4 of its stated capital with largely depreciated state notes (bonds),which had

financed Louis XIV’s wars; the actual paid-in capital was less than Livres 3 million.8

Thebank,whichwas to become theBanqueRoyale in 1719, issued bank notes,monnaie

papier, in the amount of its stated capital of Livres 6 million. This resulted in a

volume of fractional bank creditmoney creation in excess of the totalmonnaie papier

over the sum paid in silver, plus the residual value of the old state notes.

8 Ferguson (2008) page 140.
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Following 1862, theUnion, inorder tofinance theUScivilwar for theNorthwith-

out the involvement of a central bank – the Fed was only founded in 1913 –, issued

so-called “Demand Notes” which were redeemable against gold, hence state credit

money, in the limited volume of fifty million dollars. Unlike most or all other notes

in use, which were only printed on the face-side, they were printed in green on the

reverse-side (hence the term“greenbacks”). Shortly thereafter, theUnion issued sev-

eral hundred million of so-called “United States Notes”, which also had a green back,

and were also called “greenbacks”, but which were not redeemable against gold. It

was said that a significant part of the public believed that the second issue was as

redeemable as the first. Nevertheless, this second issue helped the North to win the

war. From a monetary point of view, the first issue of “Demand Notes”, was clearly

credit money because of its legal convertibility into gold money; whether it led to

money creation would have depended on whether the claims were or were not fully

backedbygold reservesheldby theUnion.9Thesecond, larger issueof “UnitedStates

Notes”, given the lack of convertibility, was clearly fiat money. Whether it led to

moneycreationdepended,as above,onwhetherwhilefiatmoneywas issuedgold re-

serveswere built up.As thiswas largely not so, it overwhelmingly constitutedmoney

creation once more. As to the “solvency-concern”: “United States Notes” were fiat

money and theywould as such,without additionalmeasures,never convey any secu-

rity for their holders.However,Congress allowedholders to use them instead of gold

to pay taxes andmade it legal tender, thereby ascribing significant value to them.At

least as long as the North remained stable, he who had subscribed to them, had a

good chance not to be punished for his patriotism. “United States Notes” were cru-

cial to pay for soldiers and to purchase military equipment to ascertain the win for

theNorth. In fact, after its victory, the Union promoted the initially non-convertible

notes to be redeemable against gold.10

Germany and Japan established central banks in the second half of the 19th cen-

tury. Like other countries, their monetary regimes remained based on commodity

money, but they allowedmoney creation by the central bank by issuing central bank

credit money beyond what the central bank was obliged to hold as gold or silver re-

serves (in addition to the ongoing money creation by private banks through frac-

tional reserve credit money).

As in prior wars and emergencies, these systems – commodity money regimes,

but allowing a certain fraction of bank and state fractional reserves money creation

9 Most likely the larger part of the issue, indeed, also constituted money creation. Note once

more that the “solvency-concern”, as we know well, is a different issue. The security of the

claim for conversion of the credit money into precious metals (or other good value) de-

pended upon the Union’s general solvency, on whether or not it would win the war in par-

ticular.

10 See https://en.wikipedia.org/wiki/Demand_Note.
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– came under stress in World War I and World War II. Most warring states at first

increased the volume of central bank notes, which were not backed by gold or sil-

ver reserves, and, as this did not suffice, either officially or factually suspended the

convertibility or redeemability of their central bank notes in gold or silver.This may

not even have made a tangible difference for the holders of the notes, as, whether

theywere holding notes representing central bank or state creditmoney or state fiat

money, their value always depended on the victory of the respective issuing country.

After both world wars,WorldWar I andWorldWar II, the mainWestern countries,

in a way quite astonishingly, oncemore returned to commoditymoney, e.g., the UK

throughWinstonChurchill in 1925 and, afterWorldWar II, as alreadymentioned, the

US and the wholeWestern block, after the BrettonWoods conference of 1944.

Section 2. State fiat money creation aside private bank credit
money creation

From occasional experiments with state fiat money

to a new monetary regime

While the occasional suspensions of convertibility in regimes of commodity money

during emergencies had always ended with the restoration of a commodity money

regime,as a side-effect it had allowed states to experimentwith state fiatmoney and

to prepare the ultimate full transition to state fiat money. And this day came when

state fiat money creation gland was ultimately established lastingly as the superior

money creation gland. If a date is needed, many authors point to the announce-

ment by RichardNixon of 15 August 1971 to temporarily (!) suspend the conversion of

US-Dollars into Gold (at the fixed rate of US$35 at the time) – likely with the imme-

diate purpose of protecting the remaining US Gold reserves from being exchanged

against fractional reserves bank credit money created in order to finance the Viet-

nam war. As we now know, that “temporary” suspension ignited a worldwide sys-

tem-switch and represented the final departure from commodity money.

Technically, the swap to state fiat money regimes did not actually require much

more than the declaration of “non-convertibility” of the already issued creditmoney

(of banks, central banks, or states); indeed, the change could even lastingly officially

remain “temporary”. Moreover, existing notes and coins did not have to be taken

out of circulation and the gold and silver, which was sitting in the vaults of the trea-

sury, could stay there. Yes, theoretically, it could have been demonetized to realize

its value-in-exchange as commodity in a one-time coup. (The transition to state fiat

money had set free the value-in-exchange, which gold and silver coins carried “pig-

gyback”). But therewas no rush to use this newly accrued option, and, indeed, there

were less reasons than ever before to touch the gold and silver – states had just ac-
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quired the possibility to create asmuch fiatmoney ex nihilo as they wished. Rather,

states felt that if the commodity money in the vaults would “psychologically” stabi-

lize the new fiat money, probably for good reasons.

Fiat money was generally accepted by the public without much-a-do. Almost all

citizens have to pay taxes and that provided a first layer of value-in-use and value-

in-exchange to the new explicit state fiat money. The second layer arose out of the

fact that the state fiat money immediately became legal tender, so that you could

also use it to settle your debts with other privates. Furthermore,many groups of the

populationsof thenewfiatmoney statesdrewbenefits fromtheadditional spending

that it enabled.The seventies were years of abundance in many countries.

State fiat money: a doctrinal revolution

Nevertheless, thenewgeneral statefiatmoneywas a doctrinal and social revolution as it

admits the possibility ofmoney to functionwithout themoney thing containing any

iota of value-in-exchange after demonetization.Many saw the revolution as yet an-

other enlightened self-liberalization, in theKantian sense of the “striping off of self-

imposed immaturity”, as an overdue consequence of having overcoming archaism,

magic, andmyth in the political economy.Themoney “code”, systems theoretical so-

ciology claimed (and others made similar statements), never really required value-

in-exchange of the money-thing (outside of its being used as code). As it had ap-

peared to be a great progress that states took away the power to create laws from

tradition and Gods, it now appeared that they had also done well to take away the

power to create money from physicists, miners, and carriers. Only a few anti-mod-

ernists, “Austrian” and other gold or silver “fetishists”, who appeared hooked on a

reified reactionary style of thinking, remained opposed.They emphasized that not

only had state fiatmoney appropriated powers formerly held by physicists andmin-

ers etc., but also power, which were ultimately the market’s powers. Nobody could

halt the landslide, though. Fiat money was just too attractive for all political parties

in mass democracies, even though they intended to use fiat money very different

purposes, from social transfers to warfare.

State fiat money: a second artificial money creation gland

aside bank credit money

The most important result of the introduction of fiat money, as stated previously,

was itspower topush thepossibilities ofmoneycreation toamuchgrander scale.Fiatmoney

was alchemy’s dream come true, so grand in fact that fiatmoneymay today have be-

come a tool of stateship that is as important as physical violence and, most of the

time,more important. States now finally achieved what they had always desired – a

possibility to createmoney, value-in-exchange,wealth, in a convenient format their
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discretion, at no significant cost and at practically any time. It meant independence

from finding,mining, robbing, debasing, or faking gold and silver and it meant in-

dependence fromprivate banks, too,with their restraints on fractional creditmoney

creation, the risks this carried – andwith the occasional obstinacy of private banks.

States could now issuemoneywith near a hundred percent of seignorage orwithout

any grain of preciousmetal at their discretion. It is, oncemore, elucidating to com-

pare the states’ new “monetary sovereignty”11with themeager ammunition thatwas

available to the states of antiquity when they wanted to deal with their ancientmas-

ter drama.12Weapons and armies win on the spot against wealth, but access to fiat

money can also buy consent and legitimacy, hearts andminds, at home and abroad.

It can achieve objectives without violence, and if civils wars and wars become nec-

essary in spite of this, it can still help to win them by buying soldiers and weaponry.

Indeed, the great mass wars of modernity, from the Napoleonic wars toWorldWar

II, could not nearly have been as horrible in the numbers, firepower, and precision of

the arms used, themasses of soldiers and in the duration of the wars had they solely

been financedwith fractional reserve creditmoney creation or even in a commodity

money regime with redistributive credit.13 Modern wars exploded not only because

of progress in technology, growth in populations, and on the basis of modern mass

ideologies, but also because of monetary and financial explosions and because fiat

money boosted money creation.

11 This term also used by Polanyi (1944) page 261. It is quite interesting that as part of reflec-

tions on monetary policy in a low-rate- world, Martin Wolf particularly closely relates state

control over money not to states as such but to democracy. “The lesson of history seems

absolutely clear: a democracy will not accept that money is outside of purposeful control.”

Democracy, it appears, is more “totalitarian” towards money (and the economy as a whole)

than absolute princes or kings ever dared to be (Wolf,Monetary policy in a low rate world,

in Financial Times of 14 September 2019).

12 If states wanted to take measures to mitigate the master drama in antiquity, they mostly

could only distribute land to small peasants. However, they had to take land away from

somebody for this purpose, either from domestic latifundia owners or foreign countries

or tribes. This typically led to opposition, civil unrest, and civil or external war, and also

involved, in the latter case, displacing, enslaving, or eradicating the population who pos-

sessed the “desired land”. Even if states in antiquity only sought temporary relief, e.g.,

through public spending enabling employment or direct transfer payments to the unem-

ployed, they still needed to appropriate the gold or silver used for this purpose from some-

body who would likely resist. “Fiat gold” or “fiat silver” existed as little as “fiat land”.

13 See the observations of Ferguson (2008) page 70, on the Italian Renaissance city states (in

their wars against each other – giving birth to the condottieri) and of Spain against the

Netherlands. The worst was yet to come. In this sense, see also von Mises (2013) page 222.
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Section 3. Expansive prosthetics funded with private bank credit
money creation

Fractional reserves bank credit money creation in state fiat money regimes

The acceptance of state fiat money

The transition to fiat money regimes displaced commodity money as base money.

“Base” is a metaphor stemming from architecture and refers to a foundation on

which something airier is erected. State fiatmoney, though, is “artificial” and, thus,

in some way airy itself, certainly airier than gold and silver. Still, as we saw, its gen-

eral acceptance relies on two strong “material kernels”.The state, themost powerful

social institution and largest creditor, takes it for tax payments and the very same

powerful social institution enforces its acceptance by privates for the payment of

debt as legal tender. Normally, when using fiat money, people do not even think so

far but rather feel comfortable to accept fiat money because of a mental shortcut.

They simply ask themselves whether they still trust that they can unload their fiat

money again to buy other wealth with it. If so, then they accept it. The trust in the

trust of others emerges on top of the two material kernels – acceptance to pay taxes,

legal tender – which convey the primary level of value-in-exchange to fiat money.

The social use of fiat money triggers a reflexive social-psychological mechanism, a

supportive emergent property of fiat money. Accordingly, while fiat money always

remains an endangered species – states can undo their invention in a second by

no longer accepting it for tax payments – as long as they don’t and nobody expects

them to, the new airy base money is rock-solid. So far so good.

No elimination of private bank money creation

After the magnificent arrival of the state fiat money gland, as it is capable of theo-

retically unlimited money creation, states could have eliminated bank credit money

creation altogether and switched the whole money creation to state fiat money cre-

ation.They could also have taken an inventory of all sovereign debt and of even parts

of private debt, and could have created enough fiatmoney to settle all parts of it that

they wanted rid of. From there on out, they could have exclusively used their state

fiatmoney gland to directly pay for new government expenses or to finance transfer

payments (what is called, as we shall see, “overt monetary financing”). All prereq-

uisites for a declaration of independency and practical independence from private

bank credit money creation were fulfilled. Had states acted in this sense, sovereign

debt would, by now, have disappeared (as a debt and as an asset) in one fell swoop

and there would no longer be any more sovereign debt bondmarkets.

Obviously, this is not what happened. States and central banks did not abol-

ish private banks’ money creation gland and did not push them back to the level

of the innocent early Amsterdam Wisselbank – into the realms merely redistribu-
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tive credit. To be sure, there were plans and ideas in this direction. E.g., in the

so-called “Chicago Plan” of 1993, a group of well-known economists at the University

of Chicago, amongst themHenry C. Simons and FrankKnight; supported a 100 per-

cent reserves requirement and, thereby, in fact, asked for the abolition of fractional

reserves bank credit creation. Since then, the proposal has never been wholly off

the table; in fact, the popularity of “full-reserve banking” grew after the crisis of 2008.

The proponents of the restrictions argue with macroeconomic dangers involved

in money creation, the risk of massive losses of GDP after the bursting of bubbles

and that only “full-reserve banking” can prevent private banks from blackmailing

states in financial crises to, effectively, socialize risks resulting from their prior

excessive money and debt creation. While the proponents of full-reserve banking

are by far no anti-capitalist radicals, states and central banks have still not taken

the bait to eliminate their private “junior partners” in money creation or to strangle

them too much.14 Rather, while they use the state fiat money creation gland for the

basemoney and as a reserve tool, they still prefer to leave the credit money creation

by private banks on top largely untouched. Money continues to be created at two

hierarchical levels,15 yet, private banks only no longer create bank credit money in a

second “story” over commodity money, but, now, in a second “story” over state fiat

money. This enabled an extension of bank credit money creation, which was most

welcome in the 70ties.16

Cooperation and policing in the private banks-central bank “tandem”

The two methods of money creation now began to play together and to cooperate

in “tandem”,much like commoditymoney creation and private banks’ credit money

creation had done before.There were two main aspects to that. As before in a com-

modity money regime, states – who need a functioning money creation for their

14 E.g., Deutsche Bundesbank makes disparaging comments on full-reserve banking in Deut-

sche Bundesbank (2017).

15 Central banks are private law institutions and/or they do not underlie direct commands by

the state in some countries. While it is imaginable that central banks might discontinue

to do what states expect from them in times of great stress, we generally assume that this

does not happen. Theoretically, money could still be created as merchant credit money,

hence on a third level, through notes and bills. However, this level has almost wholly lost

its relevance.

16 E.g., to finance reforms, new schools and universities almost everywhere, and the Viet-

nam war. Actually, bank depositors do also yield advantages from state fiat money as base

money. True, in a fiat money regime, the collapse of fiat money leaves the credit money-

holders without a claim for precious metals against their bank and in this regard they are

worse off than their predecessors who held credit money on a commodity money base. But

another depositor risk is minimized: States and central banks are more willing and capable

of bailing out banks in crises, if they can use state fiat money rather than scarce precious

metals.
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prosthetics – would still not want to allow private bank’s money creation to be en-

dangered by private banks’ excessive greed in a regimewith state fiatmoney as base

money.States had always been able to control, if needed, obstinate bankers and they

would certainly not want to relinquish this power now, after they had even secured

their general predominance in themoney creationplayingfield.Theywouldnowad-

just their arsenal of intervention, “policing” and bailing-out in crises to the birth of

state fiatmoney.17The fact that basemoneywas no longer scarce commoditymoney

but theoretically unlimitedfiatmoneydoubly affected the situation.New factual op-

portunities for private banks to “misbehave” as well as new opportunities for states

and central banks to save “misbehaving” private banks arose and the question of

whether or not the central bank would save private banks was generally re-framed

froma question of the availability of scarce commoditymoney plus ofwill into a question

ofwill alone. Both sides interacted and that knowledge fed back on banks and raised

moral hazards, which in turn required a more “totalitarian” style of bank-policing.

At first, the unlimited availability of base money after the advent of state fiat

money allowed to liberalize the traditionally narrow, reserve fractions. Lowering the

reserves fractions (or increasing the multipliers of credit money over the fiat base

money in the banks’ possession,which is the same thing) allowed the further growth

of private banks’ credit money creation ability, which was, as we already said, quite

welcome. But how to set limits to protect banks’ money creation gland from banks’

greed instead? The answer was to establish requirements as to the balance sheets

of banks, beginning with minimum requirements concerning equity and different

layers of better and less valuable equity to debt and different layers of more and less

risky debt.These categories could be related to assets of banks and all sorts of ratios

could were set, within the liability side of the balance sheet and crosswise. Further-

more, banks’ liquidity and solvency management drewmore attention and became

key; bankswere generally forbidden from certain particularly risky activities. In fact,

these policing-innovations were only implemented with a significant time gap after the state

fiatmoney regimes, which necessitated them, were erected.This was due to the wave of ne-

oliberalism (“Thatcherism”, “Reaganomics”) in the eighties,which delayed the intro-

duction of proper means of bank-policing until, in fact, after the financial crisis of

17 Very much like good old German “Gewerbe-Recht” or “Policey-Recht”. Quite interestingly,

well into the eighties of the last century, a belief was held in Europe that administrative law

governing economic activity was a “paternalist” European, if not Prussian or German thing,

while administrative law appeared to play a minor role in the advanced capitalism of the

US. All of a sudden, things turned around and the US began to teach the Europeans “reg-

ulation”, “compliance” and “governance”, which was, in fact, only the policing of businesses

in the old European tradition. Nevertheless, these teachings were willingly transformed

into new rules and laws by the European Union and propagated throughout Europe. The

regulation was macro-prudent, anti-corruption, environmental, and gender-based etc
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2008.18Only then the regulatory framework forbankswasadjusted to the conditions

of a state fiat money regime.

The availability of quasi-unlimited basemoney affected states and central banks

bail-out-policies. The only effective strategic answer for a prospective savior to

over-reliance on being saved is to occasionally disappoint that very expectation. That

means either consciously selecting individual banks who overplayed their hands

and sacrificing them from time to time or to apply the game theoretical strategy of

“brinkmanship” by allowing the situation to get a bit out of hand, thereby, in fact,

delegating the decision who will be saved and who not to a random generator.19

States and central banks further helped the increased lending based on money

and debt creation that this period witnessed by institutionally strengthening and

furthering diversified, liquid, and deep debt markets, in which original lenders or

second-hand debt investors could confidently unload their debt assets and re-fi-

nance themselves if they needed liquidity, such as inter-bank and repo-markets. As

thesemarkets were internationalized, investors became less dependent on national

trends, too. States often created legal provisions that eased ongoing debt build-

up, e.g., privileges for sovereign debt in accounting for bank regulation laws or

tax provisions privileging debt financing. All of this helped to enable – without

central banks already building up significant piles of debt themselves or without

“overt monetary financing” – a substantial rise in the volumes of credit money

created by banks, and of, consequentially, of new debt and of expansive prosthetic

employment-generating spending.

The ”tandem” of state fiat money and private bank money creation enables

fall of interest rates

The general transition to state fiat money, and the active support by states and

central banks for debt markets, resulted in a tremendous worldwide fall in interest

18 The reaction to the Great Depression in the US was still designed with a commodity money

regime in mind. Nevertheless, certain moments of its policing, e.g., as contained in the

Glass-Steagall Act of 1933, could be revived in the years following 2008. After the Great De-

pression, World War II, on the one hand, “solved” macroeconomic problems for some time,

while, on the other hand, states particularly needed massive credit money creation for their

war-financing and were ready to take more risks than normal (rather than running out of

bombs). Thereafter, the post Great Depression and post World War II regulatory situation

did not significantly change before globalization and neoliberalism swept through Western

banking laws in the nineties; accordingly, the Glass-Steagall Act was revoked in 1999.

19 It can be argued that allowing the Lehmann Brothers to go bankrupt, which is believed

to have greatly deepened the financial crisis of 2008, was either the result of misguided

intent or of reasonable “brinkmanship”. It may not be in the interest of states and central

banks to let the public become too convinced that similar non-intervention-policies will

not be repeated.
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rates. The world saw the absolute high of the US Fed Fund Rate of around 20 %

under Fed chairman Paul Volcker in 1980. Since then, over forty years, it has wit-

nessed an almost uninterrupted fall down to zero or below zero almost everywhere,

which of course favored a parallel and general worldwide build-up of sovereign

and private debt. In the US, this build-up was backed by several waves of central

bank easy money-policies under Fed chairmen Alan Greenspan, Ben Bernanke,

Janet Yellen, and Jerome Powell. In all smaller or larger crises, such as the dot.com-

bubble, the financial crisis of 2008, and the Corona-shock, the Fed always applied

the same recipe: easy money for more debt build-up.20 In each of these crises it

transgressed new borderlines, which had appeared to be sacrosanct and inviolable

in the wave before. The following graph shows the Fed Funds Rate since the sixties

of last century until 2020.

Figure 19: Fed Funds Rate from before 1960 until 2020

Source: http://www.macrotrends.net

The interest rates in China used to be higher and did not drop so much as in

other countries. Still, they followed the general downwards trend, particularlywhen

China used its maneuvering space to, as many Western commentators said, “save

the world economy” after 2008. Since the bursting of the Japanese asset bubble in

20 This at first meant only pushing interest rates down. Massive asset purchases became an

additional “more of the same”- tool of central banks after 2008.
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1990, the Bank of Japan massively lowered interest rates and has kept them ultra-

low, as one “arrow” of “Abenomics”, for three decades. Germany saw rising interest

rates in the early nineties connectedwith thedebt build-up in theGerman reunifica-

tion andGermany’s traditional “austerity”-politics. As German reunification’smain

task was completed, and as the ECB took over monetary politics from the Bundes-

bank, the German rates, though, adjusted to the general trend and fell. Countries in

which yields on sovereign debt had traditionally been higher – Italy, Spain, Portugal

and Greece – used the introduction of the Euro, which boosted their creditworthi-

ness, to lower their interest rates on sovereigndebt and to build up further sovereign

debt. Just as the former East-Germans received some “Begrüßungsgeld” (welcome-

money) after theGermanreunification,peripheralEuropean countrieswere flooded

with loans at lower-than ever interest after joining theEurozone.France also built up

more sovereign debt following the “unification” into one currency. Although the UK

remained outside of the Eurozone, rates fell there no less than elsewhere.The rates

in theUS,China, Japan, theUK,Germany,France, Italy,Spain,Portugal, andGreece,

as they developed from 1980 (Japan) or 1995 (all other countries) via 2007 to 2020 are

shown on the following table.
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Figure 20: Interest rates of major economies 1995 – 2007 –202021

Interest rates December. 1995

(Japan 1980)

December 2007 December 2020

USi 5,78 % 4,28 % 0,09 %

Chinaii 12,60 % 7,40 % 3,85 %

Japaniii

June 1980

9,00 % 0,50 % -0,10 %

UKiv 7,59 % 4,70 % 0,26 %

Germanyv 6,07 % 4,21 % -0,62 %

France 6,75 % 4,35 % -0,34 %

Italy 13,50 % 4,00 % 0,50 %

Spain 12,35 % 4,35 % 0,14 %

Portugal 10,43 % 4,47 % 0,02 %

Greece 15,35 % 4,53 % 0,63 %

Since 2020 the rates slowly began to rise but nevertheless debt-mountains con-

tinued to grow.

Low rates enable massive build-up of sovereign debt

The overall low rates of the past enabled a massive debt build-up between the

nineties of last century and today, thereby financing prosthetics at large scale, in the

form of public debt. New Eurozone-members, e.g., Greece, Portugal, and Spain,

give an example how productive investment, and increases of employment, arose

out of debt build-up. The mentioned countries and others rewarded themselves

with thousands of miles of new highways, often consisting of hundreds of bridges

and tunnels through hilly beautiful landscapes along coastlines, which would never

have been built under normal capitalist profit criteria and/or if they had been

21 i Fed Funds Rate. Source http://www.macrotrends.net.
ii PBC base interest rate. Sources: www/tradingeconomics.com (1995, 2007); http://www.gl

obal-rates.com (2020).
iii Bank of Japan interest rate. Source: www/tradingeconomics.com/japan/interest-rate

iv Long-term interest rate for convergence purposes – 10 years maturity, denominated in

UK pound sterling – United Kingdom
v Long-term interest rate for convergence purposes – 10 years maturity, denominated in

Euro: Source ECB. The data for France, Italy, Spain, Portugal, and Greece are the same data

from the same source
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financed by taxation.22These investments, if megalomaniac and dubitable as far as

their values-in-use are regarded, were still employment-generating and served the

interest of local firms and of local workers (and of state bureaucrats) very well for

some time. Indeed, most of the spending of sovereign debt in Eurozone countries,

which led to the Eurozone debt crisis in 2009, went predominantly into productive

investments.

In addition, of course, as always, a large chunk of the new debt throughout the

world, in particular in the US,went into themilitary, be it via research and develop-

ment (think of all the technological miracles, which are no paraded in the Ukraine

war), arms production or payments to soldiers and veterans.

Figure 21: Military spending inmajor economies from 2006 to 2023

Theratios of state debt, private debt, and aggregate debt toGDP in 1995 (1980 for

Japan), 2007, and 2020, which does not include the massive public spending in the

Corona crisis and the huge increases ofmilitary spending since theUkrainewar yet,

are shown in the following table.

22 Greece, where most vacationers go by plane, is today a wonderful country for an automo-

bile vacation with a most generous network of new, empty highways or new countryside

roads, e.g., from Thebes (ancient Thiva) to Delphi. The hilly Portuguese Island of Madeira,

where the vacationers mostly use rental cars, is another example.
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Figure 22: Development of sovereign and private debt in leading capitalist countries

1995–202023

In % 1995 (unless oth-

erwise indicated)

2007 (unless

otherwise indicated)

2020 (unless

otherwise indicated)i

State

debt/

GDP

pri-

vate

debtii/

GDP

total

debt/

GDP

State

debt/

GDP

pri-

vate

debt/

GDP

total

debt/

GDP

State

debt/

GDP

pri-

vate

debt/

GDP

total

debt/

GDP

USiii 64.2 162.9 227.1 62.8 223.7 285.5 132.5 218.0 350.5

Chinaiv 21.4 78.0 99.4 29.0 105.8 135.6 45.8 188.9

(2018)

233.7

Japanv 50,0

(1980)

291.9 341.9 175.4 227.3 402.7 224.8 223.8

(2018)

448.6

UKvi 44.5 160.0 204.5 41.5 231.7 272.2 84.6

(Q3)

190.3

(2019)

274.9

Germanyvii 54.9 149.4 204.3 64.0 162.6 226.6 70.0 159.9 229.9

Franceviii 60.0 163.6 223.6 64.5 202.5 267.0 118.7 264.8 383.5

Italyix 116.9 119.8 236.7 99.8 168.0 267.8 155.6 161.5 317.1

Spainx 61.5 129.9 191.4 35.8 276.1 311.9 117.8 190.4 308.2

Portugalxi 58.3 163.1 221.4 68.4 278.4 346.8 137.2 236.0 373.2

Greecexii 99.5 50.7 150.2 101.3 114.6 215.9 205.2 123.1 328.3

 

23 i State debt 2020, Private debt 2019 (unless stated otherwise indicated). Total debt includes

state debt of 2020 and private debt of 2019 or of indicated date.
ii Debt of non-financial corporations, households and non-profit institutions serving house-

hold. Resource: stats.oecd.org (2007 and 2018, 2019).
iii US. Government-debt-to-gdp: Sources http://www.fred.stlouisfed.org (1995, 2007), http:

//www.ceicdata.com (2020). Private debt: http://www.tradingeconomics.com.
iv China. Government debt/gdp: Sources: www/tradingeconomics.com (1995, 2007), http:/

/www.caixinglobal.com (2020). Private debt/gdp: Total stock of loans and debt securities

issued by households and non-financial corporations as a share of gdp. Source: http://ww

w.imf.org.
v Japan. Government debt/gdp: Sources: www/tradingeconomics.com (1995, 2007); http://

www.ceicdata.com (2020). Private debt/gdp: http://www.tradingeconomics.com.
vi Government debt/gdp UK. Sources: http://www.eurostat.com (1995, 2007); http://www.o

ns.gov.uk. Private debt/gdp. Private debt/gdp: http://www.tradingeconomics.com.
vii Germany. Government debt/gdp Sources: http://www.tradingeconomics.com (1995,

2007). http://www.ceicdata.com (2020). Private debt/gdp: www.tradingeconomics.com.
viii France. Government debt/gdp: Source: http://www.tradingeconomics.com. (1995, 2007)

http://www.statista.com (2020). Private debt/gdp: http://www.tradingeconomics.com.
ix Italy. Government debt/gdp Source: http://www.tradingeconomics.com. Private

debt/gdp: http://www.tradingeconomics.com.
x Spain. Government debt/gdp Source: http://www.countryeconomy.com. Private debt/gdp:

http://www.tradingeconomics.com.
xi Portugal. Government debt/gdp Sources: http://www.tradingeconomics.com (1995, 2007),

http://www.statista.com (2020). Private debt/gdp: http://www.tradingeconomics.com.
xii Greece. Government debt/gdp Sources: http://www.tradingeconomics.com (1995, 2007),

http://www.statista.com (2020). Private debt/gdp: http://www.tradingeconomics.com.
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As the table shows, private debt experienced a particular jump between 1995

and 2007,which contributed a lot to the period’s increased prosthetic employment-

generating spending. One might expect that corporate debt would have massively

financed firms’ productive investments, which was the main argument officially

justifying low interest rate-policies. Yet, this was not necessarily so. Low inter-

est rates did not induce as much productive investment as was hoped but rather

financedmany sterile investments, e.g., stock repurchase programs.

Low rates enable massive build-up of workers’ debt

Amore substantial support for employment-generating spending arose from the al-

ready touched upon growing private indebtedness, in particular from an increase of

workers indebtedness in the period.Aswehave set out, debt build-up requires a coming-

together of money, creditors, and debtors.24Workers (in the wide meaning of non-

owners), with a little help from the aforementioned favorable institutional and le-

gal framework and falling and low interest rates, significantly increased their pres-

ence in debt markets in this period. They were now, contrary to the 19th and early

20th century, heartily welcomed by creditors (banks, wealth owners) hunting ster-

ile investments. The increased workers’ debt can be split up into three sub-cate-

gories: real estate debt, educational debt, and general consumption debt.Workers,

and even jobless people, were enabled to debt-finance houses, at a scale, which had

been unimaginable before. This was largely employment-generating if the houses

were newly built. Workers were now also more welcome by banks if they wanted

to finance general consumptive purposes, such as the education of their kids, auto-

mobiles,motorcycles, sports equipment, long-lasting household goods, electronics,

or even their daily subsistence by leasing-arrangements, consumer loans, overdraft

facilities, or credit card or other forms of private debt. This debt, except for rolling

over prior debt and interest payments, financed employment-generating spending

almost exclusively.Rather than the state issuing sovereign debt andmaking transfer

payments to workers, workers would take care of the necessarymoney creation and

debt build-up themselves (obviously in conjunction with banks).This may also par-

tially have been a reaction ofworkers to stagnant or falling real salaries in the period

and to reduced social transfers in many countries.

The US subprime housing loans, which triggered the 2008 financial crisis, are

an important example: Sterile wealth owners speculated in subprime loan markets

(and may also have taken up non-subprime-loans themselves in this context to

leverage their sterile investments there) and subprime loans were handed to work-

ers and financed the construction of, to a significant extent, new working-class

dwellings in theUS (and very often of new cars etc. on top).Without subprime loans,

thus, the US would have seen much less construction and industrial activity, have been

24 See page 399 et seq.
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much less prosperous, and there would have been much more unemployment in

the period. All this was only enabled by working class debt build-up in conjunction

with sterile investments by wealth owners. Similar jumps in private debt occurred

in Greece, Portugal, Spain, and in other European countries; here, the debt build-

up was largely enabled by falling interest rates connected to the Euro-introduction

in peripheral Eurozone countries. Once more, spending financed by private debt

build-up boosted economic activity and employment. Alternatively, when looked at

it from the other side, had workers not loaded up significant debt on their shoul-

ders, the worker-borrowers themselves, like their colleagues in the firms in which

the borrowers spend themoney, would not have gotten close to the living standards

they actually had.Unfortunately, though, this jump inworkers’ indebtedness,which

elevated employment-generating spending and workers’ quality of life beyond the

“natural” economic level, was a one-time event, which cannot be repeated after the

level of workers’ indebtedness has reached the limits of its sustainability.The crisis

of 2008 arrived when sterile wealth owners got aware that they were financing

houses and other expenditures that the purchasers could, ultimately, not afford.

They, too, contributed to prosperity in the period in the respective countries.

In other words, without the falling, low, and ultra-low interest rates that we have

witnessed since the nineties, there would only have been a significantly lower vol-

ume of employment-generating spending across all major developed countries of

theworld; hence,a significant outfall of circuit closure,amaterial additional depres-

sive force on the economies, and much more unemployment, and human suffering

over decades.25

The dilemma of private bank credit money creation

in state fiat money regimes

There is amajor structural dilemmaofmoney creationbyprivate banks in a statefiat

money regime: Even if, in conjunctionwith rising private andpublic debt and before

the background of state fiatmoney creationwith its extended bail-out-possibilities,

the volumes of prosthetics financedbyprivatewealth owners, and thus the debt held

by them, skyrocket at first, there comes a moment where private debt holders get

irritated, feel uncomfortable and do not want to hold so much debt anymore. The

more massive the debt build-up enabled by low interest rates is, the more certain,

there will be a deficiency of possible debt-holders at some juncture.No optimization of

debt and bondmarkets, of inter-bank and of repo-markets, and nomarket-making

(including “dealer-of-last-resort-ship”) by central banks and no regulatory improve-

ments canmaintain the willingness of creditors to absorb increasinglymore junior,

25 Obviously, the debt to GDP-ratios also mirrors voluminous central bank debt purchases

and asset holdings in the period between 2008 and 2020.
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more subprime, riskier and low interest public and private debt on the creditors’

side. This will unload not so much in a falling readiness to absorb new debt issues

(which will be connected to higher rates), but in a collapse of a reliable “shiftability”

of old debt instruments between debt-holders,whichwould, though, be required to

meet the ever-growing hunger for new debt on the debtors’ side.

At some stage, the high risk, resulting from the high levels of worker debt, and

the low rewards, resulting from the low interest rates, which enabled the high debt-

levels, will dry out unloading-possibilities for creditors and, accordingly, dry out

debt-sourcing for debtors.Euphemizing (or evendeceptive or criminal) “restructur-

ing”, “repackaging”, etc. of debtmay also help for some time (in essence by reducing

transparency of risk), asmay debt insurance by credit-default-swaps (CDS, or other

credit derivatives) – until doubts arise in the insurers’ solvency –, but not forever.

The process of loss of trust in the debt can, thus, only be slowed down and delayed,

but cannot ultimately be dismissed. It will bring the rolling over existing debt, to a

grinding halt. As processes of insight proliferation and opinion changes travel very

fast, it will strike suddenly and everywhere.

This iswhat happened in theUS subprime crisis: A huge private debtmarket had

evolved for a certain type of private debt, housing, and ancillary debt of workers and

the jobless, and not enough privatewealth ownerswanted to hold onto it any longer.

Worse still, nobody either wanted to longer hold debt of units who were known to

insure such debt or to holdmuch of this debt on their asset side. Basically, the same

happened in 2009/2010 to sovereign debt for Greece, Italy, Spain, and Portugal. In

the financial crisis of 2008 and the Eurozone sovereign debt crisis of 2009, in other

words, the point was touched where the limits of the readiness of private wealth

owners to absorb the (available) debt,which had been created by private banks’ frac-

tional reserves credit money creation,were hit.This appears to have spelled the end

of continued debt build-up based on low interest rates and predominant fractional

reserves credit money creation without significant central bank debt holding and

without significant state fiat money creation.26

26 Sometimes it is believed that states could only afford massive indebtedness as long as in-

terest rates are low or moderate. This view is certainly true in commodity money regimes

where the means to repay the debt must mainly be procured by redistributive means (e.g.,

taxation, expropriation or protectionism) with their palpable limits. Yet, in state fiat money

regimes, even if interest rates rise significantly, central banks can simply print even more

money to either pay the higher interest rates to privates or to purchase more of the out-

standing debt and thereby neutralize it. Central banks will return the interest payments,

which they receive from states at the front door, at the back door – as profits distributable

to the state as their shareholder. Who sits on an unlimited money creation gland is less

afraid of rising interest rates than privates (without money creation gland) or even states

(as long as they did not control the fiat money creation gland).
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Central banking and debt purchases by central banks

Buying up of sovereign debt by central banks was, at first, an exceptional means of

state financing, e.g., inwars.After not long, sovereign debt holding by central banks

became amacroeconomicmeans to steer business cycles. Central banks should buy

and hold significant debt in a depression to stimulate activity and to overcome de-

flation. Conversely, central banks were said to sell the debt in a boom to calm down

excessive activity and to avoid inflation.That remained the general official theory on

central banks’ debt holding during most of the 20th century.

It is worthwhile to look at this theory in greater depth: How, specifically, should

debt purchases by the central bank help economic activity and employment? There

was a sober and rather crude and amore “sophisticated” and ambitious explanation.

Themore crude and sober explanation, which probably ruled in the brains of politi-

cians, the military, and in trade unions and continues to rule there until today, was

quite simply that if the central bank bought sovereign debt from private entities,

then private entities might consequentially recuperate this money to hand out new

loans to the state or to privates who would spend more, and that this would have

either a prostheticmacroeconomic or awelcome value-in-use effect. It did notmat-

ter in this context whether the central bank debt purchases were regarded as hav-

ing motived privates to give loans already in the past, as they had been foreseen, or

whether their execution re-equipped privates with the cash needed for future debt

issues as a surprise. The relevant transmission mechanism was thus: Purchases of

existing debt by the central bank enabled consecutive debt-build up, which enabled

additional prosthetic employment-generating spending.The official,more “sophis-

ticated” explanation, which labeled central bank debt holdings “open market poli-

cies”, though, built upon Keynes’ “inducement to invest”. It turned away from the

addedmasses of available credit and spending to a single peculiar effect of the debt

purchases, which allegedly resulted from higher volumes of money being shed into

the markets.This effect was lower interest rates,which were expected to influence the

investment calculus of firms towards more investment. A twofold mechanism was

believed to operate into this direction: First, lower costs of present investments (be-

cause of lower interest rates) would open up spaces to profitably more sell produce.

Second, higher asset valuations were expected to be forthcoming, also because of

lowered interest rates (by lesser discounts on future surpluses), which would also

render setting up new businesses more rewarding.

As central banks bought debt, additional employment-generating spending

actually did take place, but neither of the two theories was thereby vindicated.Was

the additional spending because the lower interest rates had improved the calcu-

lus of firms or simply only because additional money had been made available to

spenders with a high propensity to spend, i.e., to the state and non-owners, which

afterwards added to higher debt mountains? For skeptics, the latter was always
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more convincing. In the meantime, the question has become almost obsolete. At

first, it is impossible to reconcile the “open market”-theorem used in by the more

sophisticated interpretation with the consistent fall of interest rates and the consistent

growth of central banks’ balance sheets over the last almost four decades.27 “Open mar-

ket policies” have too obviously changed into a one-way-thing, a permanent flow

in the same direction, which has also led to the talk about “quantitative easing”

displacing the talk about “open market policies”. Second, it has even become more

dubitable than before whether lower interest rates really induce firms to invest

more.We have had falling and radically low, ultra-low rates interest rates, even zero

or below, for around two decades – but we experience “secular stagnation” instead

of a boom in the productive economy, which would need to be tamed down.28 The

crucial thing that bothers firms in their investment decisions is not interest rates,

but too few investment opportunities, i.e., to limited employment-generating spending

or too limited demand.Additional investmentwill only be rewarded if the aggregate

volume of employment-generating spending is increased. If new products can only

succeed by displacing existing products and drawing away employment-generating

spending from them, e.g., following technological or institutional innovations

(mobile phones, internet purchases, changes in consumer preferences like electrical

cars or biological food), even if the investment in these novelties were helped by low

interest rates, it will be at the cost of reduced investment of the displaced firms.

Accordingly Richard Koo, when he studied the “lost decades” of Japan since 1990,

found that the overwhelming part of massive and cheap credit facilities offered by

the Japanese government andbankswere not usedbyfirmsas theydidnot expect sufficient

demand.29 Rather, highly indebted firms only reduced old debt, in particular debt re-

sulting from earlier speculation in the sterile economy, such as real estate and stock

speculation,before they considerednewventures in theproductive economy.30 Even

authors who believe that “quantitative easing” works, see the main effective “trans-

mission channel” in manipulations of foreign exchange rate, which is ultimately a

protectionist thing.31 Similar findings appear frequently in the Annual Reports of

27 The composition of assets, of course, changed with roll-overs – old bonds becoming due

and new bonds becoming purchased – and with central bank trading, but the volume only

grew.

28 If there were booms in the last decades, then in BRICS-countries, especially the once-in-

human-history growth period in China.

29 Koo (2009) page 43, 47.

30 Koo (2009) page 39 et seq.

31 “Lesson one is that monetary policy works. The initial ‘bazooka’ of massive debt purchases

by the bank of Japan in 2013 was highly effective. Bond yields fell; stock markets boomed;

and most important, the yen fell below ¥100 to the dollar, a boon to Japanese industry.”

(Harding, Abenomics and the fight against ’Japanification’, in: Financial Times of 7 September

2020). Münchau, The success of eurozone QE relies on a confidence trick, in: Financial Times
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the Bank for International Settlements (BIS) in Basle or in macroeconomic writ-

ing.32 Sometimes it is also argued that Quantitative Easing could work via “what

is known as the ‘portfolio rebalancing’ channel – the idea that people who sell bonds

to the ECB will need to put their money elsewhere, such as in the real economy”.33

But this would require that there are attractive alternative investment opportuni-

ties, which do not exist.

Carl Christian von Weizsäcker and Hagen Krämer took Keynes’ identity of saving

and investment and showed that, if it ever had existed, at least a notable divergence

has arisen between saving and investment today.They found a lot of saving,but little

investment34 – notwithstanding the ultralow rates of the time. Itwas also observable

in recent years that top-level-firms, who have proven to be able to make substantial

successful investments as leaders of innovation, preferred to carry significant cash

reserves over long periods or sought to shift them into the wealth economy, e.g., by

re-purchasing their own stock, rather thanmaking new investments in the produc-

tive economy. If Apple andMicrosoft held reserves approaching $1 tn. or above $1 tn.,

their not-investing these amounts in the productive economy was certainly not due

to the existing interest rate having been too high! Mainstreams economist too, to-

day often admit that investment does not normally react much to a drop in interest

rates.

Thus, a lot seems to speak for the “crude” theory! If there is a transmission belt

between central bank debt purchases and increasing employment in the productive

economy, it seems to be the spending of the net debt build-up (if the debt purchases

are followedby anewdebt-buildup).Enable a raise of aggregatedebt by central bank

debt purchases and what you get is a raise in employment-generating spending by

roughly the same amount after the state has channeled themoney into transfer pay-

ments,military, or infrastructure spending.The simplest andmostmechanic trans-

missionbelt of central banksdebtpurchases,which is openlyunsustainable,appears

to be the only reliable one.35

of 21 March 2015, is more skeptical, even with regard to effects on the exchange rate. He

only agrees that QE has certain “effects on the “exchange rate”, but, adds “it is not clear

that this effect will be permanent”.

32 E.g., International Bank for Settlement (BIS) at Basle (2016) page 13 .

33 See also Münchau, The success of eurozone QE relies on a confidence trick, in: Financial

Times of 21 March 2015.

34 Weizsäcker/Krämer (2021).

35 It fits together with this suspicion that in the Corona crises, central banks announced in ad-

vance that they would buy (“back”) the sovereign debt, which states or the European Union

was issuing to fight the crisis. See page 485 and footnote 2 there.
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Section 4. Expansive prosthetics funded with state fiat money creation

“Overt” and “Covert“ Monetary Financing

There are two different ways to fund prosthetics with state fiat money creation.The

first one operates without public debt and without central bank debt holdings. Its

proponents call it “overt monetary financing” (“OMF”.)The second way is the presently

dominating practice of funding prosthetics by states issuing public debt and central

banks purchasing this debt with newly created fiat money and holding it on their

balance sheets. The latter, more conventional way is known as “Quantitative Eas-

ing”, “QE” or “central banks’ asset purchases”. The purchased assets are predomi-

nantly sovereign debt. But central banks also purchase educational debt, credit card

debt, housing debt, corporate debt or other private debt. “Overt monetary financ-

ing” presents itself as the more honest and more rational form to do what is being

done anyhow and what is believed to have to be done, without alternative: money

creation.This self-baptizing implies that the alternative, the conventional practice,

should, consequentially, be called “Covert Monetary Financing” (CMF), which the ad-

herents of the conventional practice will obviously not like. Ultimately, the naming-

issue is irrelevant, but only the two options of funding prosthetics through state fiat

money creation, either in conjunction with debt and central bank debt holdings or

without debt and without central bank debt holdings – seem to exist.

The legality and legitimacy of both, “covert” and “overt”, monetary financing

is disputed. Fundamental, classic-liberal or libertarian opponents of state fiat

money creation for monetary state financing reject it as morally, politically, and/or

economically illegitimate. Their main argument is that if the substitution of com-

modity money (with remaining value-in-exchange if demonetarized) by state fiat

money (without remaining value-in-exchange if demonetarized) is at all acceptable

(because of its practical advantages), it would be a corrupt abuse of state fiat money

to create it to selectively redistribute wealth.36 The Germans, in particular, were

horrified by the experience of German and Austrian inflation in 1923, which came

very close to a general “euthanasia of the creditors”. This inflation and the consec-

utive currency reform, in fact, economically annihilated the greatest part of the

traditional German or Austrian political elites, which had been the backbone of the

36 In Germany, this is called “Ordnungspolitik”, literally “order policies”. The idea concerns the

maintenance of abstract rules or of an order that enables a proper and “pure” operation

of capitalism in a liberal, non-interventionist sense. It does not exclude social policies in

general, but sets limits to them and, in particular, disallows infringement of a holy inner

space of such structures. I do not know of a similar term in other languages. The trick of

the term “Ordnungspolitik” is to coin as an active state policy that which, in fact, consists

in a declaration of some sort of Wu Wei, i.e., of no-go-zones for the state.
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“Kaiserreich” – and this annihilation surely contributed to paving the way for the

Nazis.37 In the forty years that followed World War II, the German “Bundesbank”

was extremely conscient of this lesson and consistently supported a strong German

currency, the Deutsche Mark; probably for this reason, the German Bundesbank

had better approval rates than all German governments. Furthermore, the main

German political parties only (ultimately univocally) convinced the Germans to

acquiesce to the Euro-introduction with the (as we can now see: false) promise

that the new European central bank would be as independent, unpolitical and

supportive of a strong Euro as the German Bundesbank had. After that expectation

was visibly disappointed, no surprise, conservative Germans brought numerous

lawsuits to theGermanConstitutional Court to declare theEuropeanCentral Bank’s

debt buying programs unconstitutional.The German Constitutional Court, indeed,

expressed significant concerns about this matter several times and even called for a

conditional halt to the European Central Bank’s bond buying programs in a ruling

of 5 May 2020.38

It was alsowidely held in economic theory that central banks’ purchases, at least

in “primary markets”, hence central banks directly making loans to states, is dan-

gerous and should be omitted. Still many economists today consider it as inadvis-

able for central banks to transfer newly created state fiat money as “overt monetary

financing” to states and jurists argue that central banks’ purchases in “primarymar-

kets” and “overt monetary financing” would be illegal in the Eurozone under Article

123 TFEU (which restates the consensus prior to the Euro-introduction).39 Others

argue that Article 123 TFEU at least does not prohibit asset purchases in “secondary

37 Polanyi (1944) page 24: “…the expropriation of the rentier class, which followed in its wake

[of the German inflation, G.W.] laid the foundation for the Nazi revolution… the intellec-

tual middle class was literally pauperized” (page 24, 25). As Niall Ferguson writes: “The hy-

perinflation could not wipe out Germany’s external debt, which had been fixed in pre-war

currency. But it could and did wipe out all the internal debt that had been accumulated dur-

ing and after the war, levelling the debt mountain like some devastating earthquake…This

amounted to a great levelling since it affected primarily the upper middle classes, rentiers,

senior civil servants, professionals.” (Ferguson (2008) page 106 et seq.)

38 2 BvR 859/15, 2 BvR 980/16, 2 BvR 2006/15, 2 BvR 1651/15. That decision was quickly

sidestepped by the German government and the large majority of the German Bundestag

by simply declaring that the requirements of the constitutional court had now been ful-

filled by the European central bank, clearly showing the court the limits of its power.

39 Article 123 TFEU Sec. 1:“Overdraft facilities or any other type of credit facility with the Eu-

ropean Central Bank or with the central banks of the Member States … in favour of Union

institutions, bodies, offices or agencies, central governments, regional, local or other public

authorities, other bodies governed by public law, or public undertakings of Member States

shall be prohibited, as shall the purchase directly from them by the European Central Bank or

national central banks of debt instruments.” (italics added).
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markets”, in particular, if they are made with the declared intent of an exit there-

after, hence, along the lines of the former “open market policies”. We will leave the

constitutional andpolitical battles as they stand, yet having to note that froma sober

perspective there is no real macroeconomic difference between central banks’ asset

purchases in “secondary markets”, purchases in “primary markets” or “overt mone-

tary financing” without involving debt.40

“Overt monetary financing”, State fiat money creation without debt and

without central bank debt holdings

Of the two options, funding prosthetics without public debt and central bank debt

holdings, “overt monetary financing”, is the purest,most naked,most radical,most

utopian, and most technocrat version of funding prosthetics with state fiat money

creation.We shall first look at it in more detail for this reason.

The view that debt is equal with money or is always connected to money

and money creation has become the favorite view of many non-mainstreams-

economists. Yet, this view is flawed: Assume that a Spanish convoy of ships returns

from Potosi, via Havana, to Sevilla or Cadiz, in the 17th century. The ship is filled

with silver.The Spanish king will be at the port, might say a few words, praise God,

the seamen, and himself, make a sweeping gesture and have his share of the loot

carried to his vaults.Hewill get some coins embossed (somewere already embossed

in Potosi), will begin spending the new commodity money – and will wait for the

next convoy.There is no debt involved. If he at all book the occurrence, he will book the

silver as a new asset on the assets side and will raise his equity as a counter entry

(debit: silver stock, credit: equity or earnings).

Centuries later, if in a fiat money regime, a state treasury has received a truck

load of newmonnaie papier from its printing-press, howwill it book this?Notmuch

speaks against applying the sameprocedure of the Spanish king.As thenewmonnaie

papier has value-in-exchange – the state can pay suppliers and state functionaries

40 MartinWolf also writes in the Financial Times of 7 April 2020: “Central banks must do what

it takes. This means monetary financing of governments. Central banks pretend that what

they are doing is reversible and so is not monetary financing. If that helps them act, that

is fine, even if it is probably untrue”. The substantial identity of “outright monetary financ-

ing” and central banks purchasing sovereign debt in secondary markets is also quite clear

in Adair Turner’s discussion of the case of Japan. “That debt [of Japan to the Bank of Japan,

G.W.] could be written off and replaced on the asset side of the bank of Japan’s balance

sheet with an accounting entry – a perpetual non-interest-bearing owed from the govern-

ment to the bank”. “The immediate impact of this [of a write-off of government debt of

Japan to the Bank of Japan, G.W.] would be nil, since the interest, which the government

currently receives from the bank is currently returned as a dividend by the bank to the

government as the bank’s owner.” (Turner (2016) page 229).
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with it, who, in turn, can pay taxes and their creditors with it – and as the monnaie

papier is certainly owned by the state, it can be shown as an asset on the assets side

of the balance sheet. If we abstract from the costs of paper, printing, and transport,

as little is debt creation involved as when the Spanish king received his gold or sil-

ver delivery.Nothing would change if themoney were to arrive as an entry on credit

accounts, be it with a central bank or with private banks, 41 or as digital money.The

proper counter entry would be “capital”, or “revenues from fiat money creation” in

a profit and loss statement. In summary, whether a miner has found gold, an al-

chemist has produced gold, a robber has robbed gold, or a financial alchemist has

created fiat money, this will increase the recipient’s wealth or equity, but will nor-

mally not involve debt.

If the state uses the arrivingmoney, then this will lead to an expense. If the state

has helicopters dropmonnaie papier over football stadiums, if it stuffs bills into cash

machines where withdrawals can be made for free, or makes transfers to bank ac-

counts of citizens, e.g., as a monthly basic salary, 42 then this is an expense to the

state,which reduces its capital. In profit and loss statements, itmay, e.g., be booked

as “expenses for social transfers”.

There is no technical or mechanical economic reason why states should not ori-

ent their fiat money creation system in this direction. As we said, states could even

compete with their central bank in fiatmoney creation or revoke the fiatmoney cre-

ation power, which they delegated to the central bank, and reassign it to sub-de-

partments of their finance ministry. Many different combinations are possible de-

pending on political circumstances.One path to general “overtmonetary financing”

could be for central banks,upon request of the state, to create fiatmoney and to pur-

chase the existing sovereign debt from private bond holders and to waive the pay-

ment claims against the state, which it conveys. States would, thus, enjoy a grand

ultimate debt-forgiveness and could, from there on, procure themoney,which they

41 The account holder, of course, has a claim to the bank that he has his account with, but

that is only a transitory technical debt resulting from the fact that money is held as book

money, not the type of debt meant by the adherents of a money-debt-connection. This can

be seen if the account holder has his credit paid out to him. He has the cash and nowhere

is there any debt left.

42 The state can also annihilate existing debt in favor of private parties. It can, for instance,

go through a list of debtors of educational debt, credit card debt or housing debt and se-

lectively annihilate this debt by paying state fiat money some of the respective creditors.

This can be done following the social impulse, e.g., to release those debtors of US-educa-

tional debt who did not make partner in a Wall Street investment bank or following the

macroeconomic impulse to generate new producive spending (instead of sterile debt ser-

vice), first by freeing existing income for the purpose, second by enabling new debt build-

up.
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need in excess of their income from taxes etc., by “overt monetary financing” alone

–without new debt issues.

There is a notable backside to this.The burial of sovereign debt would also bury

the sovereign debt market for the respective currency – image it would happen to

US-treasuries – and be like an earthquake in sterile wealthmarkets in general.With

the lack of tradable objects, Sovereign debtmarkets would cease to exist. As a result,

the privatemoney creation gland, private bank creditmoney creation,would shrink

drastically, as private banks would lose a main debt customer. High income-accus-

tomed traders in sovereigndebtmarkets, the sovereigndebt sub-departments in the

fixed income departments of investment firms, and sovereign debt investment ad-

visers would lose their jobs. For the lowered relevance of private bank credit money

creation, the staff in private bank watchdogs could be significantly reduced. More-

over, 90 percent of the employees in central banks and in finance ministries, which

had been were involved in sovereign debt issues and the administration of interest

and debt payments or in sovereign debt purchases and collections of debt service,

could be dismissed.43 If finance ministers, thereafter, find out as part of their bud-

get and tax planning that they need additional money, as they are sure to, they will

simply determine the amount and make a proposal to the cabinet. The cabinet will

pass a resolution thatmay be published in the Federal Gazette or some such, and the

central bank (if it at all still exists and has not been swallowed by the state) will trans-

fer the amount of money required to an account of the state. From there on out, it

will be business as usual, money may flow opulently, without debt creation.

Some authors, e.g., Adair Turner, who have critically and sensibly analyzed the

macroeconomic and monetary situation of the leading capitalist states, in fact,

stress advantages, which “overt monetary financing” is supposed to have over es-

sentially the same thing being done “covertly”.44 First, they ask – with reference to

rationalist tradition – is it not always more rational and intelligent to deal openly

with a problem than concealing what is being done, in particular as this tends to

also conceal the dangers and risks involved? Did speaking openly about sex not

help to prevent the spread of AIDS? Second, if monetary financing is rightly judged

43 The question obviously arises concerning where the billions of money that used to populate

the markets for sovereign debt of the respective state would go. We pursue the new practice

of money creation further before we go to this important point.

44 The selection of the term “overt monetary financing” was a smart tactical move by its propo-

nents. It implies that monetary financing takes place anyhow (which is correct) and, thus,

already by its name belies the official view that there is presently no monetary state fi-

nancing. This forces opponents of overt monetary finance to either also object to the long-

established conventional practices (of “quantitative easing” etc.) or to explain where the

differences are supposed to be (which is very difficult). It also reframes the debate into:

“What we already do (and have to do!), given ideals of honesty and transparency, should

it not be done in an open and better way?”
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to be dangerous but if there is still consensus that it has to happen, then should

it not better be taken away from private banks, who have a financial interest in

overusing it to make profits, and be entrusted to the state? Do we not generally take

dangerous activities, such as running armies, the police, the certification of drugs

and atomic plants etc. away from private entities and assign them to the state?

Third, “nationalizing” dangerous money creation via state fiat money (while scaling

down private fractional bank money creation) would allow states to better steer the

direction and volume of money creation. The collateral damage of private money

creation, e.g., in the busts after artificial booms in sterile wealth markets, could be

neutralized.45 Fourth, could not “overtmonetary financing” be an exceptional tool to

annihilate excessive old sovereign debt, e.g., following a pandemic or war etc., and

thereby support future traditional “covertmonetary financing”, i.e., new traditional

debt issues, after a clean-up of states’ balance sheets? The deletion of sovereign

debt from states’ balance sheets would make states more eligible to take on new

debt in the future again, would it not? “Overt monetary financing” and “covert

monetary financing” could, thus, instead of being mutually exclusive, become a

complementary system. For instance, “overt monetary financing” might require a

constitutional political majority etc. – politicians will probably like this idea. Fifth,

we have already touched upon the fact that covert monetary financing by central

bank debt purchases requires many transactions between huge bureaucracies with

significant costs, which can be spared. Moreover, states could spare the revenues

that private banks and their consultants draw from the issuance of bonds and,

possibly again,when the bonds are purchased by the central banks.One can see this

as a foregone opportunity to keep that money in the public sector.46 Finally, states

and central banks could get rid of the intellectual embarrassment of pretending that

what is obviously essentially the same – “covert” and “overt monetary financing” –

is not the same. OMF could make states and politics honest again.

The arguments for “overt monetary financing” are, thus, quite plausible as such.

If this is so, why did states and central banks not embrace them long ago? A prag-

matic answer might be: The present covert practice still functions well, and there

is no strong case why “overt monetary financing” should function so much better.47

There is, hence, no need to rush into a switch, which remains available in the future

45 See Turner (2016) page 3, 218, 232, 239, 250. The line of argument resembles the Chicago

Plan.

46 The pro-OMF argument puts emphasis on this. But it is also possible that states see the

flow to private banks and consultants (who are often banks as well) as an advantage. By

enriching banks, states stabilize the central bank-private banks-tandem-relationship.

47 In particular, as, by announcing that they will purchase new issues of bonds, they can al-

ready today initiate new private fractional reserve credit money creation if they feel that

new prosthetics need to be funded. Why alter anything as long as it works?
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anyhow. For the time being, states and central banks may also consider it as favor-

able to stay in the “cover” of a Byzantine hullabaloo, which plays to the illusion that

they are still operating in the framework of conventional “openmarket operations”.

This can de-thematize the movement of central banks into unchartered and novel

terrains and maintain trust. Yet, as we shall see when we consider the dilemmas of

funding prosthetics with state fiat money creation, states may have even stronger

reasons to remain skeptical about “overt monetary financing”.

“Covert monetary financing”, State fiat money creation with debt and central

bank debt holdings

As we have seen, “open market operations” had never really functioned in the way

they were officially explained to function.They did not stimulate firms significantly

to invest more in the productive economy through lower interest rates. The alleged

sophisticated transmission belts – lower rates were supposed to bring about in-

creased profitability of investments and higher business values – did not work. Yet,

themistaken sophisticated explanation hid simpler,more banal and crudemechan-

ics that did:48 Debt purchases returned cash for new debt issues to investors and

liquid debt market raised their willingness to hold more debt. Furthermore, falling

interest rates facilitated taking out loans by private borrowers as they becamemore

48 It is not all that uncommon for social institutions’ official legitimation to be “half wrong”.

I found the same result in my dissertation on criminal law. The “true” social function of

criminal law is to sharpen and to strengthen social values and ideologies by re-expressing

them and by re-elevating them through a monopoly to scandalously inflict violent damage

to he who disrespected them. A fitting official legitimation of punishment – since the as-

cent of the state – was thus to measure punishment by the evil will which was expressed in

the committed deed; a sort of an educated and emotion-free revenge by the state, which

was targeted at the general values, which the state wanted society to hold, substituted

the prior emotional and hateful revenge of the family of the victim, which targeted family

values or an archaic order of custom. That justifying ideology ran into problems in the En-

lightenment as an admittedly backwards-oriented practice (Malum passionis propter malum

actionis) did not fit in a world of future-oriented social engineering. The enlightened pun-

ishment, thus, had to be based on its (alleged) future effects on the individual or on soci-

ety. The modern, rational purposes of punishment, which are deterrence, incapacitation or

betterment of the “patient criminal” arose from here. However, nowhere were they, in fact,

allowed to fully displace the punishment of the evil will – as that would have threatened

what society truly continuously wants punishment to achieve. As a result, social institu-

tions or practices that “get the job done” (in the view of the ruling powers) tend to survive,

even if ruptures in the official legitimizing facade become visible. In that sense, “open mar-

ket operations” and talk about lowering interest rates and rising asset prices may remain

the official story, while in truth the really workable effect is procuring money to producive

spenders. On criminal law see Wächter (1987).
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affordable and supported private bank creditmoney creation.49Thisway, openmar-

kets operations helped to further prosthetic employment-generating spending and

tomitigate themodernmaster drama–evenunder conditions of primary fractional

reserves bank credit money creation. Banks and wealth owners were ready to give

more loans as they could rely on getting rid of them quickly and at decent terms.50

While states could live well with this situation, a problem arose at the other side

of themarket. As the crisis of 2008 taught,wealth owners’willingness to absorb cer-

tain private debts, which were a large component of aggregate private debt, – “US-

subprimeprivate debt”–hadbeen overstretched at somepoint. Similarly, as theEu-

ropean sovereigndebt crisis of 2010 taught thatwealth owners’willingness to absorb

a certain type of sovereign debt – “European subprime sovereign debt” so to speak

– had also been overstretched, at least at given interest rates or yields.

When the crisis hit – long before the head of the ECBMarioDraghi, inmasculine

warrior-tones, committed to “do what it takes” to save the Euro, the governments,

not the central banks, had to act. States actually love emergencies and to unleash

drastic political and legal measures. Within days they promised to provide loans

to “system-critical” banks and other, mainly financial, firms and institutions, and

soon actually provided government money in the form of loans as first emergency

measure. This was necessary to save them from illiquidity as some of them could

no longer finance their daily payment obligations. Such rapid loans would, though,

only solve liquidity concerns, but could not, ultimately, improve the balance sheets

andsolvencyof thebanksandfinancial institutions.Equity-injectionswere required

too. Yet, as there were limits to the readiness of states to make presents to private

firmsandas,according to–unfortunately still liberal –corporate laws, shareholders

have to decide themselveswhether they accept equity contributions and in exchange

against how many shares, “shareholders democracy” came obstructively into play

here. Yet, there was no time for observing the petty procedures of corporate laws or

for a long-winded negotiation of deals. (Typically, an agreement would have been

necessary by howmuch the stated capital of the affected corporations had to be re-

duced, and then increased again, andunderwhat conditions,whichmostly requires

49 Lower rates helped states, too, to build up debt. Yet, the obligation to pay interest only

seriously burdens state budgets if the debt is still mostly privately held. As seen, the higher

the percentage of sovereign debt, which is held by central banks, which return their profits

to states, the less the nominal amount of interest rates matters.

50 Polanyi already wrote: “The integrating power of monetary policies surpassed by far that of

the other kinds of protectionism…What the businessman, the organized worker, the house-

wife pondered, what the farmer who was planning his crop, the parents who were weighing

their children’s chances, the lovers who were waiting to get married, revolved in their minds

when considering the favor of the times, was more directly determined by the monetary

policy of the central bank than by any other single factor” (Polanyi (1944) page 214).
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the consent of 75 percent of the shareholders.) Thus, the legislative dashed in in ex-

ecutive style and laws, which were made in a great hurry, allowed government buy-

ins into “systemcritical” corporations outside of normal corporate and capitalmarket laws

and evenagainst thewill of themajority of existing shareholders.The emergency lawswere

arch-capitalist in their purposes, but commando-socialist, if not bolshevist, in their

methods.They disregarded not only shareholder democracy but also the holy idea of

property behind it (shareholder democracy is ultimately only how the owners man-

age their joint ownership).The emergency-commando-politics also – surprisingly?

– disclosed consensus among the political elites of the leading capitalist countries,

from the left to the right, that they did not at all trust the self-regulation ofmarkets,

whichmost of themnormally somuchpraise. In a crisis, it appeared, that everybody

was ready to give his Sunday-speeches and to interfere into capitalism as if liberal-

ism and neo-liberalism had never existed.

After the first emergency phase of the mission was completed, time was gained

to now grant loans to further increase the liquidity of the endangered businesses,

in particular if new bad assets were discovered or if claims against insurers, which

had insured bad assets,were raised.State guarantees also greatly helped to calm the

nerves of creditorsThis re-infused trust into the system.

Only now,after important battleswerewon, central banks joined the scene.They

essentially repeatedwhat theBankof Japanhadalreadydone for almost twodecades

andwhich had become known as “quantitative easing”. As in innocent times of open

market policies, they bought debt, butmuchmore than before and they now did it ut-

terly unconcerned about selling it back to private wealth owners any time soon. Eco-

nomic, political, and cultural practices and institutions possess a remarkable flexi-

bility to adjust to changes. At first, it appears that they are only used as they were

used before; then it appears that they are adjusted to specific circumstances, later

that they are being used a bit more often and at larger volumes than before…. How-

ever, the “filling of new content” into them, in fact, transforms “old tubes”–and soon

they are something quite different.51 Suchwas the destiny of central banks’ previous

“openmarket policies”. Even if they were never really working well as two-way open

market policies, oscillating between “easy” and “tight”-money periods, now even the

official explanation of the central banks’ doing in these terms could no longer be up-

held. Too much debt was attracted in only one direction without any relevant effect

on interest rates, which were already at zero or below, and it was held for too long.

The times of “open market operations” were over and the times “non-conventional

monetary policies”, i.e. debt accumulation by the central banks, had arrived.

51 In a similar sense, Polanyi (1944) page 192 writes “…it would be truer to say that no insti-

tution ever survives its function – when it seems to do so it is because it serves in some

other function or functions, which need not include the original” (italics by Polanyi).
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Tobe clear: All debt that is held by central banks normally only gets into their bal-

ance sheets because they pay for itwithnewly created statefiatmoney.Thus, central bank

debt holdings as such normally indicate state money creation or monetary financ-

ing. Still, as long the purpose of these debt holdings remains within the framework

of traditional “open market policies” – to officially work as a vaccine to lower inter-

est rates and to stabilize private debt markets – and as the volumes and the time

of central banks’ debt holding are limited, that is one thing. Yet, this changes when

central banks debt holding becomes a substitute for private creditors. Perry Mehrling

has attempted to describe this change as central banks transforming from “lenders

of last resort” to “marketmakers”or “dealers of last resort”,52with the purpose of still

securing the “shiftability” of debt.53 Mehrling sees the trend, but he only describes

what central banks, in fact, already didwith their openmarket policies.His concep-

tualization also overemphasizes the formal side –whether loans are given or assets

are bought –, yet he underrates the essence of the change.We have to go a step fur-

ther in order to grasp the “qualitative jump”, which is happening.The central banks

post 2008 becamemore than just dealers (which buy and sell).They instead became

net debt accumulators or debt absorbers of last resort.They consciously ignited a massive

uninterrupted flow of debt into their balance sheets, more voluminous and more

quickly than ever before, and this debt was meant to stay.54 The idea of a cyclical

change between central bank asset purchases and asset sales had become obso-
55

Emergencies are times, at which pragmatists with lots of the “have-to-do-what-

it-takes”-hormone offer themselves to step in. They know that somebody has to

show confidence and they feel selected to be that person.This may explain why the

helm of central banks were, since, more often taken by personalities who thought

and acted like politicians, or had been politicians, and less often by typical scientific

economists.56

52 Mehrling (2011).

53 See Mehrling (2011), in particular page 132 et seq.

54 “It is the Fed’s acceptance of its role as dealer of last resort that finally put a floor under

the crisis…” writes Perry Mehrling (Mehrling (2011) page 115). Yet, it may rather have been

the Fed’s acceptance, to buy and hold the purchased assets, irrespective of any realistic

expectation to shift them back to private debt holders, which brought about the healing

effect.

55 If matured debt was repaid by the sovereign or private debtors, i.e., “rolled over”, then

central banks would also buy the new, rolled over debt.

56 E.g., Christine Lagarde started off as a business lawyer (by chance in the Paris office of the

international law firm, in whose Frankfurt office the present author began his career), then

became French Finance Minister (amongst other government posts), followed her compa-

triot Strauss-Kahn after his unfortunate New York hotel-room-incident as managing di-

rector of the International Monetary Fund in 2011, and, although she was found guilty of

abuse of office as finance minister (by accepting, as the French court found, an excessive

lete.
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Occasionally, hope arose amongst the conservatives that there might be a way

back to the status quo ante, that debt could be unloaded again to privates, interest

rateswould rise, and that “normal” “openmarket policies” could be resumed.The of-

ten-used terms “tapering” and “exit” pointed to this at the time.However, until after

the Corona-crisis, the worlds’ central banks only bought more and more debt (and

sometimes other assets) through“central bank asset purchaseprograms”etc., losing

their “natural” inhibitions more and more. The volumes of intended new debt pur-

chases were now even more generally openly announced before the fact – with the

obvious purpose to let the subscribers know that theywould not have toworry about

opportunities unload the newdebt quickly, reliably and profitably.57TheCorona cri-

sis, the Ukraine war, the coming armament build-up across the world in a now gen-

erally more bellicose geopolitical atmosphere (or even in extended wars), this all led

or will lead to additional sovereign debt build-up. Therefore, it is hard to see that

any significant unloading is coming soon, rises of interest rates and some inflation

in the productive economy following 2022 (with the inflation appearing to partially

result from the loss of output and interruptions of the cheapest supply chains in the

Corona crisis and from increased energy costs following the Ukraine war) notwith-

standing.

Overall, the combined effect of the state and central bank actions following the

crisis of 2008, was to, in one blow, retroactively refinance a huge part of the privately

held outstanding debt,which the central bank itself had indirectly enabled by its easy-

money-policies, by direct state fiat money creation. From that point forward, a large

chunk of all newly issued sovereign andworking-class debt was picked up by central

banks as well.This is what happened in numbers:

settlement payment made by France to Bernard Tapie) in 2016, became President of the

European Central Bank in 2019. Mario Draghi was still an economics professor, but turned

politician and became prime minster of Italy. Janet Yellen, too, was still an economics pro-

fessor before she became President of the Fed and, then, US Finance Minister. It was also

seen as a recommendation for a second term of Jay Powell as President of the Fed that he

had “shown himself to be a nimble central banker and not tied unduly to dogma or ideol-

ogy.” Colby Smith and James Politi quote this statement by Peter Conti-Brown, a Fed historian,

in the Financial Times of 23 November 2021 page 3. Powell was also praised for having had

his “Draghi moment and [to have] met it in any way” (loc. cit.)

57 This situation between states, sovereign debt creditors, and central banks compares to the

situation that existed during the build-up of subprime debt: US saving banks would give

out subprime (ninja etc.) real estate loans knowing that they could quickly resell them

to other banks who bought them to structure, repackage, insure and resell them. Debt

generation is encouraged if you can recoup the principal at a profit and soon hand over

the risk to somebody else.
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Figure 23: Total assets of Fed, ECB, BoJ and PBoC (individually)

Figure 24: Total assets of Fed, ECB, BoJ and PBoC (aggregated)

Since 2007, the central banks of the most important capitalist economies (the

Fed, the ECB, the Bank of Japan, and the People’s Bank of China) have collectively

increased their asset holding from roughly US$ 5 tn. to just short of US$ 30 tn. in

December 2022. 58 Sovereigns,firmsandworkers issuedebt to banks orwealth own-

ers who sell this debt to central banks without much delay. Loans, which are ini-

58 https://www.yardeni.com/pub/peacockfedecbassets.pdf.
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tially funded by old pre-existing wealth or by private bank credit money creation,

are thereby re-financed by state fiat money creation. Existing wealth and fractional

reserves bank credit money creation kickstart prosthetics funding, but the original

financiers are bailed out after a short time. Of course, central banks will pay a pre-

mium to the investors who play by these rules. While there is not much money to

make with the low interest, theremay at least be some capital gains from selling the

bonds to central banks. Some of it is an “anti-embarrassment-fee”, saving central

banks face. Profits are no longer made by holding debt and collecting the interest

based on the coupons, neither by reselling the debt at a capital gain to other pri-

vates, but by exiting from the debt to central banks, which investors have already in

mind when they purchase the freshly issued debt.

Considering that in 2021/2022 the US had a GDP of approx. 26 trn., China of

19 trn., Japan of 4.3 trn., 59 and the Eurozone of 14,5 trn.,60 each in US$, (together

63.8 trn. US$, of a world GDP of approx. 104 trn. US$61), as of this writing, these

largest capitalist states have supported their economies with prosthetics financed

with state fiat money creation through assets held by their central banks in a total

amount of around 47 % of their GDP.62

***

These 47 %, however, only express the volume of debt that could no longer be absorbed

by private creditors or that central banks would rather not risk to sell to private wealth

owners. Privately held debt must be added in order to appreciate debt’s full prosthetic

contribution to the output and employment of the respective economies in the past.

In the aggregate, the amounts shown in the table “Development of sovereign and

private debt in leading capitalist countries 1995–2020” on page 447 – between ap-

prox. 225 % (China, Germany) and 450 % (Japan) – were debt financed and pumped

into the economies of leading capitalist states already until 2020. Sovereign debt

can be expected to have largely, except to the extent it financed interest to private

creditors, flown into the productive economy, either directly as social transfers or

as spending on infrastructure or the military, which is, largely employment-gener-

ating.63 The largest chunk of automobile debt, educational debt, and of other non-

59 https://www.populationu.com/gen/countries-by-gdp. (each 2022)

60 https://tradingeconomics.com/euro-area/gdp (2021)

61 https://www.populationu.com/gen/countries-by-gdp.

62 We abstract from objections that might be raised against methods of GDP-calculations;

the statistical evidence is so strong that such details do not matter. We assume that most

of the enabled spending was producive spending. The spending certainly did not always

remain in the domestic economy, but there was crosswise spill over into other countries.

63 States seldom purchase wealth assets, particularly, they did not in the recent neo-liberal

decades. State money, which is lost for producive spending, mostly goes into interest pay-
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real estate consumer debt, such as credit card debt, can also be expected to have

gone into employment-generating spending; the slippage, again,mainly consists of

most interest payments.64Whether real estate debt is used productively largely de-

pends on whether old or new buildings are financed and on the size of the share,

which finances transactional costs. Corporate debt partially finances employment-

generating spending, such as new factories, but also sterile asset purchases, e.g., of

land, in M&A, by stock repurchase program, or short-term sterile portfolio or trea-

sury investments in stock or bondmarkets. Corporate debt, which finances interest

payments or sterile rent etc., is also lost as employment-generating spending.

After all, it is safe to say that the leading capitalist countries, as of today, have

boosted their Output and employment by between 150 % and 300 % of the GDP,65

only via debt financing in the past. Hence, they have used prosthetic employment-gen-

erating spending in a volume of between one and a half and three years of their output. Pros-

thetics financed in other ways, e.g., employment-generating spending drawn away

from other countries via protectionism or procured by taxation, is not included.We

arenot talkingabout sub-SaharanAfricaor otherpoororundeveloped regionsof the

world; this is about what politicians of the far better-off capitalist countries, such as

the US, China, Japan, the UK, and the Eurozone felt necessary to mitigate the mod-

ern master drama in their privileged home countries!

The dilemmas of funding prosthetics with state fiat money creation

Central bank purchases of old and new debt

Themain story of the political economy since 2008 consisted in the re-financing of

massive amounts of already existing debt, which had originally been privately fi-

nanced and which had enabled prosthetic spending in the past, by the creation of

new state fiat money. It was combined with, from thereon, financing larger parts

of new employment-generating spending with state fiat money creation, only af-

ter a short interim-stop with private debt-holders. This combination, which also

opened up new reservoirs for private loans, led to the historic peak of debt and pros-

thetic spending, which we witness in the early 21th century. Whether this practice

will continue in the oldmerry-go-round-like style of “covertmonetary financing” or

whether itwill wholly or partially be switched into “overtmonetary financing”would

not change the substance. Both forms lead into dilemmas.

ments. However, interest is presently low and has been for a long time and interest on

sovereign debt held by central banks is recycled to states as central banks dividends.

64 Interest rates in this sector are obviously higher than for sovereign debt, particularly on

sub-prime debt or if repayments are overdue. They were still generally rather low.

65 As the data are from 2020, they do not yet reflect spending due to the Corona-crises and

worldwide increases of military budgets.
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No low-rates-private debt holders available

Central banks’ attempts to resell a significant part of the debt presently accumulated

in their balance sheets to privatewealth owners runs into difficulties.66Thefirst dif-

ficulty lies in the limitedwill of privatewealth owners to absorb risky low-rates debt.

This limitation already caused the shocks of the US subprime crisis of 2008 and of

the European debt crisis in 2010.These limits, while they are not fix and may move

to some degree, have not gone away. The issued debt has even significantly grown

since 2008,which raised the risks involved in holding it; this will hardly increase the

hunger of private wealth owners to buy large chunks of it. On the other hand, true,

interest rates have risen since the Corona-crisis. Yet, they have only risen from zero

to the levels of around 2007 and the fact that private wealth owners were trying to

unload their subprime debt in a hurry then, does not render it very likely that they

maynowmassively buy debt at similar rates –even if the debt offered today is some-

what better than the historic subprime-debt.There is, thus, insufficient demand of

wealth owners for low-rates-private debt.

States feel comfortable if sovereign debt is held by central banks

While it is difficult to unload debt held by central banks, already for the preceding

reason, it is less difficult to keep debt on central banks’ balance sheets. In the case of

sovereign debt, this is, if old biases are stripped-off, even particularly simple, as inter-

est paid by the state to the central bank is automatically cycled back to the state who

owns the central bank as dividends.Howmuch interest states have to pay to the cen-

tral bank on central bank held sovereign debt is, thus, – it the matter is considered

with radical sobriety – ultimately no relevant factor at all. The money leaves through

the front door as interest and comes back in through the backdoor as dividends, and

the amount, which is being re-cycled does not matter.67

States could also live well with sovereign debt being held by private

wealth owners

If sovereign debt is re-privatized, the interest on the re-privatized sovereign debt

would flow into the private sector and stay there. States could still live with that.

66 Except for if OMF or a yet unknown fake maneuver is used to equip the private wealth

owners with the needed money and/or to relief them of risks.

67 Of course, there are some politicians, economists, bankers, and central bankers out there,

who, notwithstanding their radical doing, still think in old-fashioned terms and will, thus,

suffer. They will suffer even more if the higher interest rates for new debt since the Corona

crisis apply generally to all sovereign debt. This, yet, takes time until thewhole sovereign debt has

been rolled over and all low interest coupons have been replaced by the new higher coupons.

As long as the outstanding sovereign debt still largely consist of old cheap debt, the av-

erage interest rate remains moderate. The good news is that the compensating effect of

“dividends” from the central bank to the state will also apply to high interest invoices.
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As states or their central banks sit on the state fiat money gland, they could simply

have their central banks also create the fiat money additionally needed to cover the addi-

tional, even rising, interest-costs, which will not be recycled from the private sector

(or only partially via taxes) – and have this money forward to them via “covert” or

“overt” monetary financing. In times of “whatever it takes” the public will quickly

get accustomed to this.

Sales of central bank-held debt at discount-prices lead into dilemmas

Central banks might consider to offload debt, which they hold, at attractive dis-

count-prices. This would, yet, lead to higher yields on the old debt and, thus, raise

interest rates for new loans, in particular to workers and firms. Such higher rates

would, of course, also apply to roll-overs of old debt of workers and firms.This way,

the re-selling of old debt at discount-prices would, via higher rates, infringe upon

the possibility of maintaining and continuing the build-up of workers-debt, e.g.,

of housing, educational, automobile, consumer and credit card debt, which funds

prosthetic employment-generating spending.Thehigher interest rates connected to

cheap sell-offs of debt would also lead to collateral damage by giving coups de grace to

“zombie-new-economy-firms” as well as “zombie-old-economy-firms”. High rates

just do not go together with ongoing build-up of workers-debt and the survival of

dubitable firms.

If states and central banks were to allow significant raises of interest rates, they

would, accordingly, have to compensate for themby additional transfer payments to

workers and firms.This would, though, require them to issue even more sovereign

debt in the aggregate,which could raise interest rates further, themore so thehigher

the part of the debt, which is privately held. (Of course, if to avoid rising rates, cen-

tral banks buy this new debt, they would again upload debt on the one side whilst

they are trying to offload debt on the other). There is no way out. A return to nor-

malcy regarding rates is paid for with less non-normalcy regarding central banks’

debt holdings. Both goals,more normal, i.e., higher than near zero percent interest

rates, andmore normal, i.e., lower, at before 2008 levels, central bankdebt holdings,

are incompatible with growing sovereign and other debt, which are though needed

to fund prosthetics.

Central banks feel as comfortable holding high mountains of dubitable debt

as states feel being indebted

If clearing central bank asset sheets of the debt mountains by reprivatizing debt to

privatewealth owners turns out problematic,why, then,not keep the debt on central

banks’ balance sheets and allow a further build-up of debt there?

There is, in fact, no fundamental problemwith that: As soon as debt arrives on a

balance sheet of a central bank, it enters a betterworld.Central banks are not greedy

and not obsessedwith hunting profit; moreover, they are free of liquidity pressures,
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survival constraints or other necessities, which may force them into reckless acts.

They can be generous as they are blessedwith the power to create asmuchmoney as

they desire.68They do not need it, but they can have as much of it as they could wish!

Of course, as far as states are concerned, central banks are friends with their

states. They are like wealthy fathers having purchased their lavish sons’ notes; the

sons canhope that the fathermaynot claim themoney. In fact, this comparison even

misrepresents a crucial moment: The state is the sovereign, it can politically decide

to dissolve the central bank, can create a new central bank or recall the fiat money

creation power that it has conveyed to it; lavish sons normally have not so much

power over their fathers. Apart from these political powers, central banks are also

– in different constructions – legally owned by their states. Therefore, as we have

mentioned, they have to return the profits from interest paid by their states to them

as dividends to states as their owners. Central banks are not only very relaxed, but

subservient creditors to their sovereign debtors (compare that to the obstinate private

bankers of the states since theMiddle Ages, e.g., the Jewish, Lombards, and Cahor-

sians!).69

In the aggregate, the classic economic dilemma for states in commodity money

regimes – issuing toomuch debt would bring them to the brink of illiquidity, insol-

vency, and bankruptcy, which exerted an unforgiving discipline over them – is no

longer, at least not for the privileged group of leading states that can issue debt in

their own currency, i.e., most major developed capitalist countries such as the US,

China, Japan, the UK, the Eurozone-countries (to a lesser degree as they only have a

“collective” central bank) etc.

Increase of the money volume and means to handle the additional money

However, even the privileged states that can indebt themselves in their own cur-

rency, and who can fund the prosthetics, which can no longer be lastingly financed

out of existing private money or private bank credit money creation, by state fiat

68 Until, of course, some day when people no longer want fresh money as no more value-in-

exchange is attributed to it.

69 As the public debt mountains on the shelves of the central bank grow higher, it is easily

possible to conceal what is going on by all kinds of cosmetic moves. We may see transfers

of debt to subsidiaries of central banks or subsidiaries of the state, even to apparently

private units, which either do not have to pay a purchase price or ultimately receive finance

from the state or from the central bank. We may also see debt contracts to be amended in

different directions: interest lowered, delays granted, overdue payments waived, the debt

mutated into some a conditional, mezzanine-like form of debt, etc. A lot is imaginable

here for economists and lawyers to confuse others and themselves about the underlying

realities. Ultimately, it is in the central banks’ power to do what final disposal facilities for

nuclear or chemical toxic waste can never achieve: Central banks can wholly do away with

the debt by simply forgiving it.
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money creation, and maneuver their central bank to take this debt on its balance

sheet, cannot avoid that thereby themoney volume is greatly increased.Wemay hold for

amoment and ascertainwherewe arewith our argument: Capitalism is structurally

stricken with deficient employment-generating spending. Capitalist states apply a

number of prosthetics, of which expansive prosthetics, by debt-build-up funded by

state fiat money creation (“covert monetary financing”), has presently become the

mainmethod. It allows to handle the debt, which originated in the process, by sim-

ply accumulating it on central banks’ balance sheets. But what about the simulta-

neously also increased money volumes? Are they leading to dilemmas? What can be

done, if anything, about such dilemmas?

We now see that the problem of deficient employment-generating spending is

substituted by the problem of having to handle the increasedmoney volume.There are two

obvious means to do this. Both work via containment of this money and both were

already practiced after central banksmassivemoney creation following thefinancial

crisis of 2008 and are still being practiced.

One option is simply to allow the additional money to be invested in such as-

setsmarkets, which are not simultaneously productmarkets, hence in debt and stockmar-

kets. As long as sovereign debtmarkets exist, they offer themselves particularly well

for this purpose, as money going there is, by the same token, refunding prosthet-

ics. Already Marx, although he did not make a systematic contribution to state and

prosthetics financing, observed, they are great money absorbers.70 In fact, the use-

fulness of debt markets as playground for money may be a strong reason in favor

of maintaining the conventional way of prosthetics financing, hence “covert mon-

etary financing”. As long as with newly created money also new debt, in particular

sovereign debt, is created on the flipside as an asset, it can at least still be offered

to private wealth owners, and they may hold a portion of it. The two sides, which

originate with “covert monetary financing” can pair and keep busy with each other.

“Overt monetary financing”, which does not involve debt, forecloses this option.

The second option consist in channeling back the newly created money to their

creators, the central banks. The storyline of this practice is: Central banks create

money to buy existing debt-instruments.Thewealth ownerswho receive thismoney

deposit it on bank accounts or buy assets in asset markets from other wealth own-

ers with it, who in turn deposit the received money on bank accounts… Ultimately,

central banks absorb thismoney by offering to private banks to redeposit itwith central

banks for some interest.Central banks, observedBenjaminFriedmann, “havemade it ad-

vantageous for banks to redeposit the additional reserves instead of lending against

them.”71 Like central bankspickup thenewdebt bymoney creation, they also pickup

70 See e.g., Marx (1976) chapter 31.

71 Friedmann, The perils of returning a central bank balance sheet to ‘normal’, in Financial Times

of 20 June 2014. The Neue Züricher Zeitung of 22 February 2010, page 9, makes the same
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the newly createdmoney–by also creating newmoney to pay interest on thismoney

if it is shuffled over to them.What happens if these – or other methods– fail?

Inflation, employment-generating spending and prosthetics

Increases in the money volume lead to inflation where the money goes – if there is

sufficient effectual demand. 72 If the “money-containment” or othermethods do not

suffice, therefore, the newly createdmoneywill appear on productmarkets or onmar-

kets, which are both product and assetmarkets, and raise price there.Massive amounts

of money have already taken this route after central banks’ increases of the money

volume following the financial crisis and have brough about the effect, e.g., on real

estate and commodity markets. More recently, the interruption of certain produc-

tion activities of supply chains in the Corona-crisis and a further partial deglobal-

point: “Die Geschäftsbanken haben nämlich damals einen beachtlichen Teil der Notenbank-

geldmenge aus dem Wirtschaftskreislauf genommen, indem sie den Notenbaken das Geld

gleich wieder zurückgaben.“

72 If new state fiat money (or even private bank credit money) is continuously created and

sovereign debt markets as classical money absorbers shrink, then a lot of the newly cre-

ated and of pre-existing money, which is no longer absorbed by the debt markets, must

go into other asset markets, e.g., real estate markets. Price rises in housing markets of

major capitalist countries are already well underway since decades. The money goes into

expensive areas and low-income districts (where the trend is called “gentrification”) and it

has two-fold consequences. First, it has become increasingly difficult for average or low-in-

come earners to find dwellings in attractive places. To some extent this raises salaries and

to some extent states compensate the back-door effects of their own front-door prosthet-

ics with secondary prosthetics, e.g., rent subsidies, state finance the construction of low

budget housing, or support private financing working-class house-building through differ-

ent schemes (which contributed to the US savings and loan or subprime crisis). States also

make rental laws protecting tenants and restricting the freedom of contracts for landlords.

The general result is still increased inequality and more acute social conflict. Conversely, as-

set inflation or bubbles in real estate markets are a serious opportunity for heirs of formerly

less valuable real estate or for high earning workers to increase their individual wealth or

to recoup some wealth for the social middle-classes. If they are lucky to have owned or

acquired real estate, which is sucked into real estate bubbles, then they may – like fisher-

men in sea villages, which become fancy sea baths, or mountain peasants in areas, which

become exclusive ski resorts – sell their property and make a killing. This will significantly

increase their future consumptive producive spending. Such capital gains in favor of nou-

veaux riches contribute materially to the present consumptive spending, e.g., in luxury cars,

luxury vacations, luxury housing, including producive spending in newly built houses, lux-

ury watches, luxury clothes, luxury furniture, etc. – although the occurrence is essentially

a one-time-event and will mostly be a goodbye-present. At least, the heirs of these lucky

ones will likely leave the middle class again after having eaten up their capital gains. Af-

terwards, the properties will only be sold forward and backwards between sterile wealth

owners without stimulating producive spending and only a sharpened class difference be-

tween owners and non-owners will be left over.
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ization in favor of intensified trade in political blocks, e.g., the reduction of energy

supplies of the West by Russia, significantly risen military employment spending,

prices are now also almost generally rising in the productive economy, have further

contributed to inflation.

If globalization was, as it was in many regards, a means of costs reduction –

hunting low labor costs, low regulatory costs, lowcommodity costs and savingdue to

economies of scale – then deglobalizationwill by necessitymean cost increases,which

firms will try to recoup with price raises. A decade ago, I visited Morocco on a busi-

ness delegation.We were brought to a light Aluminum hall (with the main purpose

to allow an air-condition to do its job inside), in which at seven or eight small kid-

ney-shaped “islands”, tables at bar-levelwith bar-like stools, youngmen andwomen

were sewing fine black ladders around what would become steering wheels for lux-

ury limousines.Themetallic wheel inside came fromChina. Afterwards, the wheels

would travel to Poland to build in the electronics from Vietnam; only then would

they go to final assembly into Germany and France. About the same time, I was told

by an official of the German Traffic Ministry that the costs of transport for a large

TV-screen from Shanghai to Hamburg (harbor to harbor) were 9 Cent per piece (at

the time).Quite obviously,many such delicate supply lineswill collapse if put in dis-

use for some time (as the Corona-crisis did) or hit by differently rising energy, labor

or commodity costs or by expectation of political cuts. Prices will then rise a lot and

even if new “nearly as cheap” configurations can be put together again, firms will

nevertheless seek to maintain the higher prices, now for higher profits. Let us also

not be naïve: Even firms, which suffer from no or little price increases, will take the

news of generally rising prices as an invitation to raise their prices as well, almost as

if they had formed a cartel. There is no shortage of agents that feel they are under-

paid!

In what was called a deflationary period between 2008 and 2020 many main-

streams economist almost identified deflation and depression and central banks

targeted an inflation rate of 2 % as if this would generate higher employment and

growth. Even if this approach was dominating the talk of politicians talk and of the

business media, it was never sound. Investment too obviously depends on the dif-

ferences betweenM andM’ or between c + v andM’ or on s etc., i.e., the gap between

input-costs and the price for the output realizable in the market, but not on the abso-

lute level of prices.Even if price rise at different speeds indifferent sectors, thatwill not

always favor investment: E.g., if input-prices (labor, commodities, interest) rise be-

fore output-prices, it will work againstmore investment. In fact, in themost advan-

tageous constellation, if output-prices, e.g., prices for consumption goods, luckily,

rise first, this rise will almost necessarily be followed by rising input-prices, labor-

costs in particular. And if not, nobody would be there to buy the additional goods…

Following these considerations, we must disparage, first, the idea that the in-

flation enabled by the increase of the money volume could possibly do away with
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the deficiency of producive spending. Inflation will not generate full employment.

Secondly, on the other side, inflationwill also not render prosthetics unfeasible.The

main effect of inflationwill remain that hewhohas the option should better be hold-

ing assets than money during inflation and he who does not have the option will

lose if the price rises overwhelmingly occur inwhat he has to buy, e.g., consumption

goods, rather than in what he has to offer, e.g., labor.

The international monetary system and the perils of divergent inflation

for the money creation glands of imperial powers

Yet, inflation is, nevertheless, not neutral, and it may be very consequential. The

world is not one single economy but there are rivaling imperial powers, which are

each predominantly concerned with their own economy and their own prosthetics,

e.g., the US, China, the Eurozone, Japan, the UK, the BRICS-states.The currencies

and the activities of these states and their central banks and of international insti-

tutions have integrated into an international monetary system, in which curren-

cies, factually, and based on conventions of different origins, have assumed unequal

roles.These roles can bemore favorable or disfavorable.Theworst position for states

isnot even tohaveafiatmoney currencyof their own,which they can issue.Theycan,

thus, not even draw a seignorage from their own population and others on their ter-

ritory at the initial issuance of statefiatmoney.States that dohave a statefiatmoney

gland of their own are better off; yet, will they also be able to take out loans, i.e., sell

their debt, in this currency? This depends on their solvency and on whether their

central bank, if needed, would print newmoney to buy the debt from the creditors,

andwhether creditors would want to hold thismoney; the latter, of course, depends

on whether the currency will be foreseeably affected by inflation. If the before is not

practically possibly, the reach of theirmonetary sovereignty of states is very limited.

States are far better off if they have a fiat money currency of their own and can in-

debt themselves in this currency as they are considered solvent, have a central bank

who can buy the sovereign debt and if their currency is not expected to lose a lot

of its value.73 Such states mainly differ in the sizes of their economy and popula-

tion, the ongoing evolutions, their political power, international alliances and mil-

itary might as well as from different effects of existing institutional arrangements.

Presently only the US and the Dollar assume an outstanding role here. This posi-

tion is often described as the respective currency having a “reserve currency func-

73 In this sense argues Wolfgang Münchau that sovereign bonds from eurozone countries are

actually structurally “risky assets because eurozone countries issue sovereign debt but no

longer have their own autonomous central bank as a buyer of last resort. This is why the

eurozone debt markets are inherently more crisis-prone than those of countries with an

independent monetary policy.” (Münchau, Eurozone reformers act as if the crisis never hap-

pened, in: Financial Times of 18 February 2018).



Chapter XII. Expansive prosthetics funded with money creation in state fiat money regimes 475

tion”. Itmeans that private wealth owners and other states have a preference to hold

significant parts of their wealth either in this currency in cash or in debt denom-

inated in that currency, of debtors, which are considered solvent, before anything

the sovereign debt of this state of course. This made the market for US-treasuries

the most important asset of the planet (except for, may be, the planet’s land) and

the US-treasury-market “the biggest, deepest and most essential bond market” in

the world.74 It goes without saying that sitting on the gland, which can exclusively

produce the commodity traded on this market, at very little costs, is in incredible

advantage.

It is here, where inflation may become a crucial factor. It does not matter how

much a unit of a leading currencies can buy compared to other currencies, e.g.,

whether one Dollar can buymore than one Renminbi; it does also notmatter if gen-

eral inflation reduces the purchasing power of all currencies by the same percentage

and an elusive position of a currency is even often not endangered by the currency

losingmorepurchasepower than its competitors for some time…Still, expected signif-

icantly higher inflation, compared to other currencies in connection with an expected

worsening of the exchange rate of the currency, will do great damage to a currency. It

will disincentivize creditors to buy and hold debt in it and to even use it for transac-

tions.This reduces thepossibilities of the state,which issues the currency, to fund its

prosthetics withmoney from private creditors. It may try to correct the situation by

raising interest rates to improve the post-inflation-losses and post-exchange-rate-

losses of investors, but that may not work. It can, then, only resort to finance more

prosthetics with domestic money creation, which will expand the money volume

once again and will worsen the situation even more. There is no difference in this

regard about whether states go on with conventional monetary financing (accumu-

lating debt on central banks’ balance sheets) or switch to “overtmonetary financing”

(by central banks “printing” new money without new debt or waiving their debt re-

payment claims against states).

Ultimately, thus, expected future inflation in relation to other currencies deter-

mines how powerful a state’s fiat money creation gland is. Foreign exchange rates

and their trend make the relative power of the fiat money creation glands of differ-

ent statesmost comparable.Wealth ownerswill prefer debt issues in currencieswith

no or little inflation and stable or improving exchange rates, so that states with such

currencies have the best odds to attract private investors in thewholeworld as co-fi-

nanciers of their prosthetics. Such favored states will, by the same token, be able to

use their currency best to purchase goods abroad at advantageous prices.

States, accordingly, cannot help but look out for means to strengthen their money

creation gland. This is, of, course, presently particularly a concern for the US with

74 Financial Times of 29 July 2021, page 1. At the time the market’s size was $22trn.
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its enormous amount of outstanding sovereign debt of US$ 31,5 trn75 and with its

geopolitical ambitions, as the geopolitical defender, and for China, as the geopolit-

ical challenger, but, to a lesser degree, for the Eurozone, the UK, Japan and Russia,

too. It appears the expanding BRICS-states are about to form an alliance to support

the Renminbi. Unfortunately, as inflation of a currency and its foreign exchange

rate greatly depend on the issuing country’s geopolitical might in other regards, and

on its military might in particular, which feedback on the economy and vice versa,

this may render the future funding of home-prosthetics dependent on a defiant,

adamant, assertive or aggressive or expansive geopolitical and military stance in

the world.

Already the elementary (pre-prosthetic) economics of profit economies taught

us that capitalism as such may be pacegenetic, i.e., operate via free exchange, as well

as bellogenetic, i.e., operate via goods procurement by violence, and, thus, sometimes

go to war, depending on the circumstances.76 At a second level of observation we

noted that as capitalism needs to fund prosthetics, and the funding of prosthetics

can work via goods procurement by violence and protectionism, it may be induced

to take aggressive stances aswell.We nowhave to acknowledge a third-level, amore

advanced dynamic, which yet again pushes towards confrontation and war: Even if

states almost seem to abjure violentwealth procurement and protectionism in favor

of financing prosthetics by domestic money creation, which appears utterly peace-

ful at first, we have to acknowledge now that they may be thrown back – by objec-

tive necessities – into a geopolitically andmilitarily unyielding and expansive posi-

tion to only protect the power of their existing state fiat money creation gland. De-

ficient employment-generating spending necessitates prosthetics, prosthetics rely

increasingly on state fiat money creation, the power of a state’s fiat money depends

on its relative political and military power…This politicizes the situation and forces

states to strengthen their geopolitical might and military to strengthen their cur-

rency. Additional bellogenetic dynamics arise from here.The political economy and

prosthetics ultimately glide into the purest geopolitical stuff.

A political-ideological dilemma

Prosthetics by state fiat money creation, finally, give rise to a political-ideological

dilemma: States that open the floodgates of state fiat money creation, to mitigate

the modern master drama, may, by the same token endanger capitalism’s politi-

cal-ideological bases. Capitalism is an owner society built upon respect for private

property, which decides on the exclusive access to goods. These characteristics ap-

ply to money, too.Themoney code organizes and legitimizes the social distribution

75 https://tradingeconomics.com/united-states/government-debt (as of the end of 2022)

76 See on page 56 et seq.
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of scarce goods through their exchange against scarce money.77Themoney code is,

of course, still observed by making loans; the owner gives away the money in view

of the future repayment of the principal with interest. The money code is also ob-

served if somebody pays alms or charity, given that the money given away reduces

the money held by the charitable person and that the transfer as a gift is based on a

free decision of its owner. If states levy taxes, this constitutes an exception in so far

as money wanders from one person to the state involuntarily; yet the existing vol-

ume of wealth is only redistributed, it is like a forced gift. If, now, though,money is

visibly created anew but still exerts its usual grip on scarce goods, then the money

code and, thus, the property-code, are partially lifted.Money is no longer stubbornly

exclusive and scarce (like the property of something) but has visibly become a mere

technicalmethod of goods re-distribution.Moneymutates fromaneutral scarcity-mech-

anism into an administered political technique to distribute goods by state decision

(like ration cards). Where this happens, “not having money” ceases to be a conclu-

sive justification for why access is denied to goods, e.g., to dwelling, health care,

children’s education, or the conveniences of life. If it becomes common practice that

money is created ex nihilo to finance social transfers by political decision, the Pan-

dora’s box is open and hedonistic,mass-democratic politics will likely want tomake

a lotmore out of this possibility than the conservative central bankerswho still sit on

the money creation gland (and are torn back and forth between their neoliberal or

even “Ordnungspolitik”-education and the pressure of politicians for prosthetics)

dare to think of. General demands to increase sovereign indebtedness are already

being made publicly today. They are not only raised by so-called “populist” parties

but widely practiced by classical conservative, social-democrat, liberal parties and

certainly by “green” parties, whose ideology is largely free of structured non-moral

content. For the moment, central banks are still protected by a veil of misconcep-

tions. Amongst them are a traditional respect vis-à-vismoney, an unjustifiedmem-

ory of the times of commodity money, and a trust in a scientific and super-tech-

nocratic character of the doing of their managers. People are also impressed by the

Byzantine cult of fiat money creation. However, that is already changing and it will

not hold. A new brand of “unbiased” career-politicians is arriving at the helms of

governments who are accustomed to cutting of old braise. Changes also arise out

of the ideological sphere of economics. Conservative and liberal economics is under

attack worldwide since the financial crisis of 2008, rightly so of course. So-called

“Modern Monetary Theory” formulates a credo, which, even if it is too simplistic to

become the official doctrine of monetary politics in the near term, may well func-

tion as hidden mental door opener to massive state fiat money creation; it is so simple

that even politicians can understand it. The Institute for New Economic Thinking

(INET),which had organized very stimulating economic discussions in its founding

77 See on page 53 an 78 et seq.
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years, has now transformed into a platform, which promotes ant-traditional eco-

nomic contents of a wide spectrum,many of a lesser quality, but which willingly of-

fer themselves for use by taboo-breaking politicians. Digitalization, as everywhere,

will allow to create further confusion, e.g., by involving some kind of digital money

in the mix.

Already the dot.com-bubble, the financial crisis and the Eurozone debt crisis,

which resulted from debt build-up and money creation, lead only to more debt-

build-up andmoremoney creation. Arrived the Corona pandemic, as a real bad sur-

prise, leading to, oncemore, debt build-up andmoney creation.With the demise of

the virus, themost “classical” reason fordebt-build-upandmoney creation raised its

head:war.And there is unfortunately probablymorewar to come at themain geopo-

litical fault lines between theWest (plus Japan, Korea, Australia etc.) and Russia and

China (plus some other BRICS- countries).The leading capitalist states stumble and

the world stumbles from one exceptional state into the next one, each getting worse

andmore dangerous, letting, in hindsight, themerely financial crisis of 2008 appear

as quite innocent. For the moment, fear of war and preparation for war, alone, suf-

fice to justify further debt build-up and money creation at large scale and silence

even the most hard-core austerity advocates.

Two main future developments appear possible from here: If a grand war can

be avoided, politicians and the people of developed capitalist states will neverthe-

less get more accustomed to the benevolent effects of prosthetics and we could en-

ter into a situation,where the democratic discourse –with arguments frommorals,

religion,beauty, truth,universal love,or political ideologies, etc.–maydemandper-

manent “super-prosthetics”, includinga social redistributionofwealthwith thehelp

of the money printing press. While previous discourses in favor of a more egalita-

rian wealth redistribution, e.g., the socialist-communist discourse, were so honest

as to acknowledge that their realization would require taking awaywealth from oth-

ers,which necessitated amoral or historical justification, thismay nowbe considered

as superfluous, to some extent. If the state can create value-in-exchange with an

alchemistic money creation gland, apparently, without taking anything away from

somebody else, then much of what may have been in the way of generating more

equality in the past may disappear. Proponents of greater equality or “super-pros-

thetics”may now believe to be able to doing good to everybody without doing bad to

anybody.The state may, e.g., be expected to build decent dwellings for low-income

strata, pay for their better medical treatment and education or, to even buy them

Janis Joplin’s proverbial “Mercedes Benz” – all this funded by monetary financing.

The illusionary moment that is already (!) intrinsic to fiat money – the distinction

between valeurs and non-valeurs becomes fluid – could replicate itself in the realm of

political ideology as the illusion that a more just world can peacefully be achieved

through the money printing press.What may result from this is unclear.
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With a view to the Ukraine war, the military build-up throughout the world,

and the increasing bellicosity between theWest, Russia and China, the even greater

problem, and the second possible development, may be that we will not even learn

how specifically the extensive debt build-up and money creation would have ex-

ploded, imploded or not. Rather we may witness, as times before, a reset of the

economic and political systems on the graves of millions of dead, the ruins of

hundreds of cities and of thousands of factories, and, possibly, on ten thousand or

more square kilometers of radiated land.





Chapter XIII. The dilemmas of the prosthetics

of modern capitalism

In the beginning, capitalismwas a superior hunter in a paradise of abundant prey of

producive, employment-generating spending.This enabled huge profits for a great

number of firms in the productive economy. But not before long, it began to suf-

fer under the barrier of deficient producive spending. The limitation of ongoing

prey reproduction – employment-generating spending being the prey –, like in any

predator-prey-system became a disturbing feature of the conditio capitalistica. Vio-

lent wealth procurement, protectionism, expropriations, taxes, and redistributive

debt were used to prosthetically bring up “prey”. Goods procurement by external

violence and protectionism became the preferred prosthetic means of a privileged

group of the fastest developing and strongest capitalist countries with an edge over

peripheral regions. Domestic taxation and expropriations were of additional, albeit

limited, effect.

However, prosthetic spending funded by violence and protectionism depends

upon hinterlands that remain subservient, but still possess enough funds to suf-

ficiently function in a complementary way. This condition faded away as times

went by. Hinterlands’ absorption potential shrank relative to the hunger of the

metropoles, and, equally importantly, the hinterlands no longer wanted to remain

subservient and complementary hinterlands. They rebelled against the metropoles

and liberated themselves. In fact, formerly important hinterlands (e.g., Brazil,

Argentina, Japan, Korea, China, Vietnam, etc.) became symmetric competitive

capitalist predators and also went out to worldwide hunt for the same prey –

employment-generating spending – abroad that the metropoles were after.1

Redistributive spending via taxation and expropriations had always onlyworked

where the recipient of the appropriated money had a higher propensity for pro-

ducive spending than the money-dispatcher. Debt-based redistributive prosthetic

employment-generating spending, even largely lost its over-all effect if the debtwas

1 “Countries, willing and able to run offsetting external deficits do not exist” (Wolf, China’s

tough fight to escape its debt trap, in: Financial Times of 12 April 2017.
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repaidwith interest,which it normally had to.Thenonly a small net gain for employ-

ment-generating spending remained. Structurally, debt, too, was an apt means to

generate aggregated additional prosthetic employment-generating spending over

time only, if, while the individual debt might be repaid, there was a continuous ag-

gregate net debt build-up, a growing debt mountain. Continuous debt build-up,

though, also requires plentiful or inexhaustible funds of money and lenders willing

to hand out loans and holding the resulting debt-claims in the long term.This con-

dition did not sufficiently exist as long as commoditymoney, gold and silver,was the

basemoney as themining of preciousmetals did not provide sufficient relief; physi-

cal alchemy failed constantly.Thus,when capitalismwas being re-activated and Eu-

ropean powers began to fight out their rivalry since around 1500, it was most wel-

comed by them that a kind of financial alchemy was discovered by private banks in

the formof fractional reserves creditmoney creation,be it as banknotes, tokencoins

or credit entries on bank accounts. Already this first artificial gland added a thick

layer of credit money to the commodity money base, enabled a more voluminous

debt build-up and extended prosthetic options.Howprivate bank creditmoney cre-

ation could bemanaged to best fit to the needs of stateswas the subjectmatter of the

two famousmonetary debates inGreat Britain between theBullionists and theAnti-

bullionists and the Currency school and the Banking school. If the states welcomed

private bank creditmoney creation to enable the debt-financing of capitalist growth

andof their colonial or imperialwars, theywere still fearsomely aware that the greed

of private banksmight yet ruin the preciousmoney creation gland. So, states had to

defend this gland against their inventors through fractional reserves requirements,

policing banks, selecting one bank as their central bank and allying with it in par-

ticular. They adjusted their stand to changing situations. In the frequent times of

war, they preferred the risks involved in overstretching bank credit money creation

to the risk of losing the war and mostly recklessly encouraged banks to create more

credit money. They would then even oftentimes issue state credit money or, some-

times, state fiatmoney in addition.Whenpeacewas restored, stateswould, though,

at first go back to convertible credit money, i.e., to commodity money as the base

money again.This was repeated afterWorldWar I and even until WorldWar II.

But in 1971, the US undid its return to commodity money of after World War

II, and generally switched into a state fiatmoney regime. State fiatmoney, thus, be-

came thenewbasemoney.Other states followed suit and established theirmonetary

sovereignty. Noteworthily, this change left private bank credit money creation un-

affected – only the underlying base money was changed to state fiat money. Hence,

the tandem inmoney creation of private banks and the central bank could remain in

place; it became only more powerful than before.The state established a fiat money

currency and provided a basic money volume of it. In times of normalcy, private

banks would create furthermoney by fractional reserve bank credit money creation

above this base. As, theoretically, any amount of the new base money could now be
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procured at discretion by the state, the bail-out of private banks, if they should get

into trouble, had become much easier, too. Accordingly, more liberal reserve frac-

tions could be allowed and a more generous spirit imbued the tandem system. In

addition, of course, states retained the option to make further use of their own fiat

state money creation gland as an ultima ratio reserve money creation facility if pri-

vate bank credit money creation was insufficient.

At somepoint,a crucialnoveluseof the statefiatmoney creationgland in this tan-

dem was discovered. The output of private bank money creation had always been,

first, money on the one side, and, second, debt on the other side, which was trad-

able.The state and the central bank now found out that the central bank could pur-

chase this tradable debt with newly created state fiat money.The baby was initially

baptized “open market policies”. At first, it only appeared to be a tool of influenc-

ing interest rates and to steer the economy through a corridor between inflation

and deflation. That implied that central banks would buy and sell debt according

to economic cycles.The idea was that their debt holdings would somewhat grow in

deflations and drop back to near zero in inflations (which was mostly conceptually

identified with depressions and booms). But babies grow up and the adolescence

of the baby “open market policies” consisted in central banks beginning to use debt

purchases to stabilize the continuous prosthetic debt build-up by providingmarket

liquidity and “shiftability” (de-investment in loans by individual investors without

the loan having to be repaid as such) as “market-maker” or “dealer of last resort”.

The ascent of this second reason to hold debt raised the volumes on central banks’

balance sheets visibly. But the evolution of the baby did not stop here. It reached

adulthood with the rather recent discovery that the debt, which had arrived at cen-

tral banks, could stay there for a very long time or for good, and that central banks

could be “debt holders” and “debt financers of the last resort”.Thereby amethod had

been contrived, by which significant volumes ofmoney could be created independent

of private creditors’ appetite to hold debt lastingly. After this upgrading of the monetary

arsenal, in fact, theoretically nothing was in the way to autonomously procure the

needed continuous flows of prosthetic employment-generating spending.

At this juncture, one might say that the state had, in fact, acquired the means

to assume the role of wealth owners in Quesnay’s tableau and to purchase the parts

of the annual produce, which would otherwise go unsold. Thereby, all capitalist

circuits could be closed and the wheels of the machinery could be kept turning,

independently of the old-fashioned means of goods procurement by violence,

protectionism, domestic taxation and expropriations. States had availed them-

selves with a new means, which consisted of a novel type of financial transactions.

The main form of ancient prosthetics had consisted in the subjugation of foreign

tribes and countries and had necessitated ugly “hinterlands”. Modern protection-

ism, colonialism and imperialism, too, could not operate without creating ugly

losing “hinterlands”, with, in fact, even a certain remaining risk of things being
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turned upside down – in antiquity as well as in modernity. State fiat money cre-

ation, e.g., by central banks buying up sovereign debt from privates with newly

createdmoney, at first, rendered the funding of prosthetics independent of foreign

countries; violent victimizationdisappeared and the fundingof prosthetics became,

like taxation and debt build-up, a purely national and peaceful nice and clean affair.

The following tableau shows the economy with this triangle, which makes “milk

and honey” flow. It builds upon the original “naked” tableau of “original” capitalism

(on page 122) and superimposes prosthetic layers, including the debt build-up,

which is enabled by central bank debt purchases and funded by state fiat money

creation. First, it shows redistributive prosthetic debt (out of existing money, i.e.,

without money creation) and expansive prosthetic debt financed by private bank

credit money creation; this money flows from wealth owners and banks to firms,

workers and the state in the form of loans. Due to its combined redistributive and

expansive character these loans are shown in thin parallel lines. If central banks

purchase existing loans made to states (sovereign debt), or to wealth owners or

workers (private debt), then they refinance these loans by state fiat money creation.

When they resell the debt to private wealth owners, the newly created state fiat

money is abolished once again. Yet, as central banks transform from being “market

makers” or “dealers of last resort” to becoming “debt holders” and “debt financers

of the last resort” by holding debt lastingly (even if the individual debt is rolled over

occasionally), state fiat money creation becomes permanent. The time comes at

which wealth owners and banks, when they initially grant loans to states, firms, or

workers already expect to soon sell this debt to the central bank. From that point

forward, the new debt is in fact funded by state fiat money creation. The evolving

cycle between wealth owners and banks, making loans to the state (or privates) and

the central bank buying these loans is, second, shown in two arrows with thick dotted

lines. In the third place, the tableau shows the state forwarding prosthetics (funded

in any forms) to employment-generating wealth owners (firms) and workers in a

triple grey line. Prosthetics resulting from protectionism and coming from abroad

are, forth, shown in the lower left-hand corner. Purchases of firms’ and workers’

debt by the central bank are not shown.
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Figure 25: Tableau of capitalism including redistributive and expansive prosthetic spending

The break-through for massive, continued debt holding by central banks took

place after the financial crisis of 2008. Since then, they buy great volumes of debt

knowing (or they should at least know!) that it will stay on their balance sheets for a

long time or forever, or, at least, not leave again in a normal way (i.e., other than by

a debt jubilee or a currency reform or substitutes).They, thereby, refinance debt is-

sues toprivatewealthownersandbanksandrefund the liquidity to them,which they

may possibly use to finance the next round of debt issues. As private wealth owners

and banksmake their outlays first, and central banks restitute them only thereafter,

central banks now use “guidance” and publicly announce their intent to buy certain

volumes of newly issued debt to induce privates to sign the debt in the first place.

The expected later central bank debt purchases, by which they keep their commit-

ments (the dotted black line on the right-hand side), thus, are the real causes for

the previous loans bywealth owners and private banks (the dotted arrow on the left-

hand side).2 As is common in economics, the chronologically second step–debt pur-

chases by the central bank in secondary markets – is causally and logically the first

step.The expectation of the later debt purchases by the central bank induce wealth

owners and banks to make the initial loans, for which state fiat money creation will

provide the lasting financing.

2 The relationship between bond purchases by central banks and sovereign debt issues is

highly transparent. E.g., writes the Financial Times of 5 June 2020 on the ECB’s €1.35 trn.

pandemic emergency purchase program on its front page: “Some investors had been con-

cerned that the ECB’s initial bond-buying plan would be insufficient to soak up the €1tn-

€1.5tn of extra debt that eurozone governments are expected to issue this year…”.
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Themore voluminous and the more lastingly central banks hold debt, the more

they transmute to financiers of last resort. As they have noM–C–M’-desires and are

not subjected to a financial survival constraint, they are free of concerns that the

assembled loan claims (workers debt, firms’ debt, sovereign debt, or sterile wealth

owners’ debt) might not be honored. Capitalism creates a general and strict disci-

pline of rationality through M–C–M’ in one sector, but it also needs a complemen-

tary sector without this M–C–M’-rationality to allow the operation of the first sector.

The debt on central banks’ balance sheets falls out of the profit logic and transforms

into a peculiar existence; we enter a kingdom of undead or unborn. While a legal

debt claim is still there, the usual distinctions of a M–C–M’-world apply as little as

Euclidian geometry to a non-Euclidian world. In the case of sovereign debt, there is

formal, nominal debt, but nobody cares howmuch it is. Interest has to be paid, and,

in fact, is normally paid, but – at least in the case of sovereign debt – the payor and

the payee do not care.The receiving central bank, the payee, does not care as it will

return the receipts to the state as quasi-dividends; the payor, the state, does not care

either as the paid interest will be returned to it as quasi-dividends.3 The capitalist

logic is outsmarted. Therefore, central banks may allow the purchased debt to rest

on their shelves for a very long time and these shelves to, ultimately, become places

for debt restructurings, debt forgiveness, hence, crematories for debt or places for

the euthanasia of debt, where the already hybridized debt makes the step from the

semi-dead to the wholly dead, e.g., after a debt jubilee or a currency reform.4

3 It is, thus, quite logical if Harding, Fears about Japan’s debt are overblown, in: Financial

Times of 6 September 2017, after a study of four other options, recommends: “That leaves

a more plausible fifth option. Do not resolve the public debt. Live with it. This is surpris-

ingly do-able”. On the other hand, as this debt does not really matter, another option for

public debt is also feasible. As Dowding, We need to think about debt cancellation, in: Fi-

nancial Times of 5 December 2021, reports “senior Italian officials (asked) the European Cen-

tral Bank to ease debt burdens [following the Corona crisis, G.W.] by forgiving sovereign

bonds it owns.” Dowding criticizes Christine Lagarde for dismissing the idea too rapidly:

“In a world, where a lot of sovereign debt is being bought by central banks, intrinsically,

all we are doing is allowing the left hand of government to owe the right hand of the gov-

ernment a lot of money. At some point, they should just shake hands and throw the debt

away”. Dowding is fully aware that debt cancellation would amount to “helicopter money”.

“Consider what would happen if governments issued 10,000-year bonds at a zero interest

rate and central banks bought them up. That is in effect the same thing as cancelling the

debt.”

4 Private debtors, whose debt is bought by central banks, of course, continue to care about

having to serve their loan debt, even if it is to the central bank. Central banks could

also help them, though, by debt restructurings or waiver, or states might compensate the

debtors for the debt service or make payments to the central bank on their behalf (for

instance US-President Biden’s mentioned program of waiving educational loans).
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The second tableau shows only the next possible, but not necessary, step, the

radicalization and simplification of what exists already today to “overt monetary

financing” (OMF). States say Adieu to the Byzantine hullabaloo. Private banks and

wealth owners are completely side-stepped; the “tandem-agreement” between the

central bank and private banks is now, indeed, cancelled: “The moor (of fractional

bank credit money creation) has done his duty; the moor can go”. Prosthetics are,

thence, funded without states issuing debt and without central banks purchasing

and holding onto it. Central banks simply distribute money to the firms, workers,

or the state, where it is needed, who will use it for prosthetics.5

Figure 26: Tableau showing prosthetics by “Overt monetary financing”

Now, only the central bank and the state form the prosthetic apparatus that,

when reduced to its elementary function, handles deficient employment-generat-

ing spending, almost like a heart-lung-machine. The apparatus could even be fur-

ther simplified by the state revoking its delegation of the fiat money creation to the

5 Central banks can also “buy” debt at the debt issuance from states, i.e., from what are called

primary markets, by making the original loans to states. This creates the debt as an asset.

Or the can even “buy” debt at the debt issuance from privates (mainly workers or firms) by

also directly making loans to them. In this case, the recipients immediately receive newly

created state fiat money and never even touch existing money or newly created bank credit

money. Legal debt relations are, of course, still formally involved.
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central bank, dissolving the central bank, and assigning this power to a department

of the finance ministry.

Ultimately, there would not even be a significant difference between the present

practice and these variations of “overt monetary financing”.The old way or another,

all prosthetics financing by state fiat money creation is caught in dilemmas and is,

therefore, approaching exhaustion. Whether new money is created with debt end-

ing on central banks’ balance sheets or without such bookkeeping entries, nobody

has control over the masses of newly createdmoney, which is floating around.They

cannot but ultimately do what money causes wherever it goes: It will bet up prices

and, thereby, domestically, cause inflation, in markets for sterile investments and

in markets for productive investment and consumption, if the money goes there.

Thiswillworsen the foreignexchange rateof themost inflationary economies.States

are crippling their own state-fiat-money-creation glans by its reckless use; themore

they use it, the more the consequential inflation falls upon them.What to do? How

to defend an auto-destructive state-fiat-money-creation-gland, which has become

a primary means of state policies, if you cannot quit what damages it most? First,

if you remain addicted to state fiat money creation, try everything else possible to

keep inflation under control; for example, keep sovereign debt markets in existence

for as long as possible to channel themasses of floatingmoney to places where they

do the least inflationary damage – this, in fact, speaks strongly against a switch to-

wards “OpenMonetary Financing”. Second,provide incentives for the newly created

money to return to the central bank, rather thandoingmoredamage elsewhere,par-

ticularly in product markets – this speaks in favor of maintaining the central bank

as a separate institution aside the state. If you, nevertheless, witness an erosion of

the power of your state-fiat-money-creations-gland, third, you may try to use your

geopolitical andmilitarymight (andwars) to strengthen your state-fiat-money-cre-

ation-gland, at least relative to the ones of other states,meaning that in the 21th cen-

tury it is the dilemmas of state-fiat-money-creation–not primarily the hunt for ter-

ritories, populations, resources and markets– , which drive the world into new im-

perialist contests. Today’s mass democracies can hardly be expected to oppose this.

The more they become accustomed to the benefits from money creation, the more

they are likely to support imperial policies – like the Greek in their people’s assem-

blies and the Roman legionaries roaring in support of their emperors. Moderation

is not their thing; they “want the world” and they “want it now.”



Afterword: An outlook in questions and answers

A few questions and answers regarding the future of capitalism and its prosthetics,

say in the next fifty years, may be appropriate at the end of this book:

Questions on capitalism

Question I: Will deficient employment-generating spending go away, even

while M–C–M’ remains in place?

No. Human existence is stricken with illness and death and the capitalist eco-

nomic system is stricken with the deficient-producive-spending-syndrome, which

expresses the essence of the modern social master drama. The paradise, which

Ricardo’s Law of Say promises – the closure of any and all circuits – is only possible

if all expected productive economy profits are used to buy the productive economy’s

products, but this is not happening. Rather, wealth needed for circuit closure in

the productive economy is perpetually absorbed into a wuthering sterile economy,

which implies unemployment in the productive economy.The practice of mankind,

to superimpose motives for production of values-in-use with motives of profit-

making, while it works powerfully on the one side, unavoidably carries this shadow

side.

Question II: Can the dilemmas of funding prosthetics through domestic

taxation, domestic expropriation or through redistributive debt be solved?

No.As long as theM–C–M’-world continues,money or other value-in-exchangewill

be needed to fill the gaps of employment-generating spending or to feed those who

remain unemployed. Domestic financing of prosthetic, which consist in claiming

existing wealth without repayment (expropriation, taxation) and redistributing it

to firms that invest it in the productive economy or to non-owners that spend it

consumptively there, are insufficient in terms of achievable volumes and they have

strict political limits. At some point they will become socialist expropriations of the
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present wealth owners, which they will eventually oppose by civil war. Redistribu-

tivedebt, i.e.,debt in amonetary regimewithout significantmoney creation,cannot

solve the problem either. As money is scarce, there are no creditors who will enable

the needed continuous build-up of debt.

Question III: Can the dilemmas of funding prosthetics by means of violent

wealth procurement abroad, protectionism, and war be solved?

No. Concerning violent wealth procurement abroad and protectionism: As already

stated in the main part of this book, a regression to violent wealth procurement or

to protectionism (i.e., colonialist, imperialist, etc.) is no longer promising for the

lack of a sufficient number of sufficiently attractive and easy-to-hunt prey in rela-

tion to the number and the hunger of predators.The easy prey-regions are only the

poorer regions of the world – but meager nutrition will not feed the hungry preda-

tors around.This is worsened by the fact that many former prey-countries have be-

comepredators or prospective predators themselves, not only the BRICS-states, but

many smaller states as well, – and they do not want to regress into “hinterlands”

again. If however, developed capitalist countries were to become so desperate to try

to turn each other into hinterlands and todirectly violently or via protectionismpro-

cure wealth from each other, in particular energy and other natural resources, this

will very likely result in a large war. Accordingly, violent wealth generation or pro-

tectionism, who promise proper booty, would first have to go through a phase of

serious war.

War itself, is, now, were things get a little bit more complicated and ambigu-

ous.This is so because wars are not only ameans of funding prosthetics (enabling vio-

lent wealth appropriation or protectionism after they have been won) or to otherwise

ease the implementation of prosthetic policies but they also change the conditions under

whichM–C–M’ and the economic systemwill “naturally” or “capitalistically” operate af-

terwards. First, already if wars are only planned and long before theymay possibly be

won, the inputs that must go into their preparation and the warfare for reasons of

sheermilitary necessity aremega-prosthetics themselves. If countrieswith significant

armament production enter wars, the warfare will, e.g., greatly stimulate employ-

ment-generating spending to the armament industries, which spending will be fur-

ther dispersed to supplier-firms. While this does, obviously, not solve the funding

of these efforts yet, already the decision of going to war by itself will greatly ease

this funding: The exceptionalism of war as such will politically allow to raise taxes,

sovereign and other indebtedness, and money creation, far beyond the “normal”.

Second, if major states unleash wars, they will typically draw along alliance-partners

that will want to or have to follow them. Even larger such follower-states will, then,

have to purchase at least some weaponry and equipment from the armament in-

dustries of the lead-states; smaller follower-states will practically have to buy the
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whole of their armament from them.This, too,will channel additional employment-

generating spending into the lead-states, which is funded by the follower-states –

through their increased taxation, indebtedness andmoney creation or even through

theirwealth appropriation in other countries.The lead-states are thereby enabled to

externalize the funding of some of their newprosthetics.Third, even alliance partners

of lead-states, whomay be able to avoid being drawn in the war themselves, will of-

ten have to make silent or open “solidarity” payments to the lead-states, which will

equally allow the lead-states to externalize parts of their prosthetics funding.Fourth,

wars mean destruction and this destruction has become much more effective with

modern war technology. This destruction that war delivers goes deeper than just

facilitating the funding of prosthetics or politically easing it. Like a natural catas-

trophe, it rather interferes into how the post-war economy will “tick” according to its own

natural logic. Wars, thus, change the factors that influence producive spending in

their aftermath; they aremuch like bottleswith bank-notes beingburied todig them

up later again in Keynes’ illustration of prosthetics. War destruction, in particular,

significantly raises the attractivity of the productive economy for employment-gen-

erating investment in the post-war period by improving the profitability of invest-

ment in the productive economy compared to investment in the sterile economy at

such later time.Therefore, post-war-periods are often earmarked by a transitory in-

crease in employment and a transitory significant diminishment of the deficient-

producive-spending-syndrome; wars not only facilitate solutions – They partially

make the problem smaller! Fifth, as war destruction also involves the killing of men

– may be of more women in the future, too – wars reduce the number of the non-

owners depending on employment as salaried workers.They, thereby, also interfere

in the modern social master drama via a second path – on the side of the victims of

the master drama – by reducing their number, and, eventually, the costs of future

prosthetics to maintain them.

We are not saying that politicians consciously run such a cynical calculus if they

decide on war.The algorithms they actually use may, in fact, be less rational. Many

of them may simply not know what they are doing and later regret what resulted

from their decisions. Often, politicians will tend to be overoptimistic in believing

that their sidewill likely win thewar – and that thewarwill be short – and primarily

act on the basis of such deceptions. Politiciansmay also fall victim to their ownmor-

alizing speeches, or,more general, theirmoralistic attitudes.Or theywillmake their

war-related decisions in the sameway they decide on everything else –by looking at

the anticipated reaction of their party superiors, of the press or of polls. As modern

democracy forces career politicians to invent and to parade themselves like prod-

ucts with trademarks and unique sales positions etc., some will also speak up for

adamant and aggressive policies because they expect to improve their visibility and

achieve career success. If a seriouswar iswaged, its outcomewillmostly bemore im-

portant than all other present issues or the warring parties. For this property wars



492 Gerhard H. Wächter: The Capitalist Economy and its Prosthetics

become a great means to buy time and to hide that politicians (on both sides) are

unable to solve other urgent domestic issues. It is great to be relieved of the many

burdensome, boring, practical, technocratic but unsolvable tasks and to heroically

and “idealistically” rush oneself (and one’s fellow countrymen, particularly the sol-

diers) into the exceptionalism of war.The answer to the question remains that war

can neither lastingly solve the deficient-producive-spending-syndrome of the condi-

tio capitalisticanor the dilemmas of prosthetics.This, though,may not keepwar from

becomingmore prominent (again) in the 21th century.

Question IV: Can the dilemmas of funding prosthetics through money

creation be solved?

No. Money-creation already greatly helped capitalism’s evolution when it operated

mainly with private bank credit money creation. At the time, state fiat money cre-

ation was only a complementary tool, e.g., in wartime or other distress, or a sta-

bilizer and amplifier to private bank credit money creation. The state fiat money

gland and state fiat money creation only became the financier of prosthetics of the

last resort after 2008. However, it is struck with dilemmas, whether it operates by

covertmonetaryfinancing (with sovereigndebt andcentral bankdebtpurchases and

holdings) or “overt monetary financing” (without sovereign debt and central bank

debt holdings). In both cases it can only solve the problem of procuring the money

needed for the prosthetics by creating new money, but this expands the volume of

money (as no existingmoney is taken away from somewhere else).This will be infla-

tionary and will worsen the respective country’s exchange rate, which will damage

the power of money creation gland of the respective state itself. An economic sys-

tem,which is built on the fundamental distinction between value (in-exchange) and

non-value (in-exchange) may continue to function for some time even if non-val-

ues-in-exchange are permanently and massively elevated to values-in-exchange in

the formofmoney.However, the systemwill never forget about its fundamental dis-

tinction. It may be surprised by such in-flows and it may need time to conceive of a

reaction; it may also be able to digest significant injections of artificial or even false

value before it reacts, but react it will, at some time or another. It may stutter, and seek

to discriminate “artificial” non-value from “better” value, and to repulse non-value.

If that is not possible, as there is only one undistinguishablemoney, and thismoney

has turned into statemanaged ration cards or entitlement cards,wealth ownerswill

transition from holding wealth inmoney or in forms based onmoney, such as debt,

into other assets.This flight will substantially weaken the state fiat money creation

gland and reduce it to generate token money for immediate needs, such as paying

ongoing social security, even if it is only reluctantly accepted in shops. States must

seek to keep their inflation relatively lower and the yield of their bonds relatively

higher than in other states, which is in full contradiction to their need of ongoing
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money creation to fund their prosthetics. Unless states allow their modern master

drama to drastically sharpen, they must increase themight of their money creation

and of their currency in the international arena. The dilemmas of money creation

may, thus, induce states to regress towar and old-fashioned violent wealth procure-

ment and protectionism.

Questions on social alternatives to capitalism

Question VI: Will M–C–M’ be displaced by some kind of a revival

of the Middle Ages?

While this question is less weird than it appears to be, the answer is still no – at

least for the leading capitalist countries. Nevertheless, we ought not to forget that

roughly a thousand years after M–C–M’ had come into being, mankind made a se-

rious effort to materially limit its dynamics and to regress to C–M–C’, which led to

roughly another thousand years of the Middle Ages throughout most of the world.

There existed no modern state, no political parties, and no enlightenment at that

time. Another credence – religion such as Catholicism, Buddhism, Hinduism, and

Islam–provided the ideological stronghold for stranglingM–C–M’. Itmaterialized

in religious institutions, such as the catholic church, but was also diffusedly imbued

in the whole fabric of social relations, e.g., between peasants, lords and overlords.

All this proved to be a noticeable check to M–C–M’ for the time being and probably

in fact resulted in betterment of the lives of the masses of the population compared

to antiquity (at least in the heydays of feudalism). As a result, the technological and

economic development was, of course, seriously retarded. Whoever, as a state, af-

ter M–C–M’ rebounded strong in Venice, the other City states of Northern Italy, in

Spain, or the Netherlands, continued to opt for an anti-M-C–M’-regime always lost

(in wars and competition) – think of Pre-Meiji-Japan, and of how the formerly tech-

nologically and economically superior China lost its position after the 18th century.

Yet, he who threw themselves into capitalist evolution, Northern Italy, Spain, the

Netherlands, the UK, later France, still later Germany, Japan, and, of course, the US,

succeeded.

However, this failure ofmedieval anti-M–C–M’-policies is no guarantee against

political forces considering a regression towards it. Catholicism could have ap-

peared to be the most promising bridge back to the Middle Ages in the West, but

following the religious wars in 16th and 17th centuries and after the Peace of West-

phalia of 1648, if found itself, along with its former protestant enemy, demoted.

Religious tolerance, as it was then established,meant that religions fell underneath

the state, and religions, consequently were reduced moralizing narration-tellers,

philanthropic organizations, or places for spiritual ormystical retreats, but they lost
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the power to, founded in the unconditional, the all-encompassing and the ultimate,

demand radical political and social consequences. Catholicism, in addition, had the

bad luck of having its center in regions, inwhich the economicwinnerswere sitting.

Catholicism, or Protestantism alike, can, thus, not become leaders of a regression

to newMiddle Ages or to any new anti M–C–M’-regime theWest.1

This remains somewhat different with Islam. Islam, which was dominant be-

tween Southern Spain and India in theMiddle Ages, although it also knew a schism

and fights between the Sunni and Shia since long ago, so far has not had something

comparable to the European “Peace of Westphalia-experience”. Islam could, thus,

not only retain more of its original grip on the unconditional and the supreme level

of human existence, but can still more convincingly claim that human existence and

society ought to follow its God-pleasing rules. Family, loyalty, honor, trust, smaller

andmore locally integrated communities, it could argue, instead of exposure to the

murderous globalist greed of M–C–M’, offer a decent live for every human being.

This even, if this life is not necessarily (why should it be?!) symmetrical and equal,

but knows different ranks, roles, sexes, etc. Globalization and financialization have

revigorated Islam in poorer regions, amongst the local rebellious youth in particu-

lar.Without the prospect of becoming awinner underM–C–M’-rules, they embrace

Islam as a source ofmeaning and legitimacy, including as amodel for anti-M–C–M’

regimes, which are sometimes regionally erected. This even remains true, if such

movements rise to organizations or states, which throw terrorist attacks, or cruel

and weird regimes. E.g., Afghanistan, which went through a conventional commu-

nist-party-led socialist antifeudal and anti-monarchist revolution in the late sev-

enties, after forty years of civil and external war, swung over to a Middle-Ages-and

Islam-oriented anti-M–C–M’-regime. The so-called “Islamic State”, which ruled in

1 There are, of course, philosophical reactionaries in the West. Like revolutionaries, they are

dreamers, but they dream not of a to-be-construed future, but instead of an idealized and

euphemized past. Presently, the reactionary version of Anti-M–C–M’ is very dispersed in the

West. It appears as a contemplative “Kultur-Kritik” of intellectual elites following thinkers

like Edmund Burke, Friedrich Nietzsche, José Ortega y Gasset, Nicolás Gómez Dávila, or

others. It goes without saying that we should not expect the erection of a new Middle

Ages through them in the next fifty years. Fascist parties differed in essence from them

as they differed from monarchist reactionaries. Although fascists featured traces of the

Middle Ages (with their emphasis on family and local communities, leadership, and alle-

giance), fascism, ultimately, was a modern mass democratic and, some say, even “social-

ist” offer (therefore, NSDAP, “Nationalsozialistische deutsche Arbeiterpartei” etc.) with the

intent to fund prosthetics, as in ancient Greece and Rome, mainly through violent wealth

procurement abroad. There exist, today, in the West reactionary Anti M–C–M’ dreamers in

new right-wing parties, movements and politicians (“Front Nationale/Rassemblement Na-

tionale” in France, “Alternative für Deutschland” in Germany, partially former US-President

Donald Trump etc.) but these are not positioned to lead a serious Middle-Ages-oriented

regression against M–C–M’ for a number of other reasons too.
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parts of Syria and Iraq for some months, pointed in this direction too. There are

similarmovements throughout the Arabworld,which, though,have not yet reached

state power.

Perspectives for Islamic-anti-M–C–M’-regimes to rise to power exist probably

only in poor, undeveloped, and less important areas of the world and such regimes

will, very likely, not last. Richer Islamic countries, like in the Gulf region, have long

made peace with M–C–M’ and have silently re-enacted the “Peace-of-Westphalia-

experience” of the West for themselves. In these countries, probably Islam may,

ultimately, follow Catholicism suit on its way into social irrelevance. The winners

of M–C–M’ have taken control and they will certainly not switch to anti-M–C–M’-

politics, which they rightly see as a losing-strategy in international geopolitical

rivalry. In fact, the smaller, but oil-rich or gas-rich Islamic countries have presently

several huge advantages:They do not need a money-press for prosthetics, they only

pump oil or gas out of the desert to finance their prosthetics. Furthermore, Islam is

still strong enough as a religion to provide social and ideological cohesion, which

lacks in most highly developedWestern capitalist countries. After all, nevertheless,

and most importantly, a rebirth of medieval anti-M–C–M’-regimes is no realistic

option for the world.

Question VII: Will M–C–M’ be displaced by new socialist endeavors?

No, not in the next fifty years, except for from the ruins of World War III. In the

West, the first part of the answer will be willingly accepted. The qualification “not

in the next fifty years” may raise some eyebrows as it implies that “socialism” (in a

sense that retains resemblance with former socialist projects of the 19th and 20th

centuries) may not be a dead dog forever.This is true and there are three main rea-

sons for it: First, if the practiced socialist attempts have been unconvincing since the

Russian Revolution, the problems that led to “socialism” in general, deficient em-

ployment-generating spending and themaster drama of modernity, will neither go

away nor are prosthetics capable of overcoming them. It, thus, remains plausible for

mankind to continueor to recommence to thinkabout amodificationor cancellation

of the (fictious) social contract that introduced capitalism.2 Already therefore, it is

likely that new generations of thinkers and dreamersmay like to conceive of a world

again, in which humanitymight organize its goods procurement withoutM–C–M’,

whether or not it seeks parallels with predecessors in the past, be it Keynes’ “coop-

erative economy”,3Marxian socialism, or whatever.

2 See on page 132 et seq.

3 See Keynes, Collected Writing, volume XXIX, page 67 et seq. He also called it “real exchange

economy” (Keynes, Collected Writing, volume XIII, page 408 et seq.)
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Second, it cannot be denied that even soviet-style socialism had somewhat im-

proved the condition of the working classes compared to the profit economies of

antiquity or of modern capitalism. It increased employment security – one might

say that employment itself became prosthetic as it was wholly detached from the

necessity to generate profits – and the access of workers to education, culture, and

medical treatment, etc. was palpably improved, including compared to highly de-

veloped capitalist countries, e.g., the US. Furthermore, what rendered the Soviet

Union’s socialist model unattractive for Western workers after World War II – the

higher living standards of the elite of employed workers in the rich capitalist coun-

tries of theWest –may not apply indefinitely. It is also obvious that the Soviet Union

started from a less developed scientific, technological, and economic base than the

capitalist countries in the West and that Western attacks on the Soviet Union fur-

ther pushed its economic performance below what would have been possible oth-

erwise.4 Proponents of future new socialist projects may argue that these impedi-

ments would not burden a new socialist endeavor. For this the argument could be

made that a novel socialist effort would start from amuch higher technological and

economic base,which has been created by capitalism in themeantime, and that this

base would allow a new socialism to – if more slowly than capitalism – further de-

velop from thereon, in particular if it was a joint world-wide effort (all countries being

socialist and, hence, without imperial rivalry, military and war) and if reasonable

population policies were practiced.

Third, the imprisonments and killings in the Soviet Union,mainly under Stalin,

and other longer-lasting restrictions of liberties of speech, press, and culture be-

came convincing arguments against soviet-stye socialism in theWest, including for

Westernworkers – especially after theWestern culture revolution of 1968. Yet, these

bad historic facts, too, may be unable to keep new traditionally socialist projects

from the table indefinitely. Closer analysis may show that there were several layers

of “repression” in soviet style socialism, which will not all have to re-appear in a

future socialist endeavor. Layer 1, though, will definitively have to re-appear: As

M–C–M’ grows naturally and spontaneously out of exchange by itself, all anti-

M–C–M’-regimes, socialism or the Middle Ages, must always be repressive insofar

as they have to repress M–C–M’. That is not greatly different from Western capitalist

countries repressing the application of M–C–M’ in particular trades or policing it,

e.g., trading in humans (since the end of slavery, not before), trading of human or-

gans, the trading of humans for prostitution, armament trade, the drug trade, etc.

4 Russia, as a largely underdeveloped country, had to go through civil war in 1917, supported

by intervention of the West, and subsequently World War II. After World War II, during the

cold war, the Soviet Union had to deflect massive resources for armament build up once

again.
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or from the Middle Ages repressing money lending. Overall, this layer 1 of repres-

sionmay be seen as no big deal. Layer 2: Anti-M–C–M’-regimes of the socialist type

presuppose expropriation of the greatest part of thewealth from thewealth owners.

Undoubtedly, the act of expropriation is an exercise of repressive state power,which

wealth owners, as we stated repeatedly, will resent. Yet, such acts of repression

are not even uncommon in capitalist countries (as nationalizations or taxation

witness) and they can take different shapes, even include compensation. Layer 3 is

where it gets uglier:Wealth owners will, quite simply, if they can (and they normally

can) try to violently oppose their expropriation. This will lead to civil war, political

oppression, imprisonment and killings. That type of killing and repression also

existed in non-socialist revolutions; in the US civil war anti-slaveholders killed pro-

slaveholders, in the French revolution anti-aristocrats killed aristocrats, etc. As bad

as it is, such killing is normally accepted by history – and proponents of socialism

will argue it is better to go through it once more than to continuously suffer from

capitalism, its wars included. Layer 4 of repression in the Soviet Union came into

play in connection with counter-revolutionary efforts, which were supported from

the outside, such as the intervention of the Entente or the attack by Nazi Germany

in World War II. Partisans of a new socialist venture will argue that this layer was

not socialism’s fault. Layer 5 involves internal repression during the cold war, such

as restrictions of freedom of speech, of political organization, of press and culture,

including imprisonments, and even killings. That was a kind of worsened and

permanentMcCarthyism, by which the Soviet Union reacted to its disadvantages in

the ongoing financial, economic and ideological competition. Proponents of a new

socialist attempt will argue that this situation may not arise again, in particular

if the world marches into socialism as a joint project. Layer 6: Ultimately, Stalin

killed oppositional fellow countrymen and even his own communist comrades5 in

great numbers.Wemay also add another layer, Layer 7, in whichwemight assemble

brutalities that either appear irrational as such or follow a particularly reckless

military or economic logic, such as famines, the Katynmassacre, etc. 6

In fact, there is one tradition even in orthodox socialism, which appears to be

well-positioned sidestep the criticism of soviet-type socialism altogether: Trotsky-

ism. Trotskyism brings two strong elements to the table. Trotsky had essentially

taught that socialism “in one country” is impossible and, thus, already 100 years

5 Quite interestingly, a very strong point used to blame communists is to blame them for

killing other communists.

6 Many readers may feel uncomfortable with even listing up these points, which must read

like excuses. The issue here is not, though, whether they are ultimately convincing and

legitimate or not, but whether they are so strong as to lastingly foreclose a political rebirth

of socialist projects given that the master drama of capitalism continues to exist and that

prosthetic means may dry out.
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ago, proffered an explanation not only for why the revolution in the USSR was

destined to fail, but also why it would likely revert to repression (which could be

unneeded if a socialist society was erected more or less simultaneously in many

countries). Second, no other Russian revolutionary has a more pronounced and

credible history of being anti-Stalin than Trotsky (killed by Stalin in Mexico-City).

If still no new socialist venture is likely to become a major political proposition

in the next fifty years, except for the terribly case of a newWorld War, this is so for

the following reasons: The world, in which a “workers and farmer’s paradise” was

attractive forworkers, is nomore. Today’s “working class”, notwithstanding its con-

tinued existence as a social economic class of non-owners, does not feel like a social

class anymore.Workers do not aspire to socialism anymore, if they ever did in their

majority. Some, who are rather well of, feel superior to others who receive transfer

payments or live a precariat life. Others, worse, are marginalized and move in the

shadow, become alcoholics, addicts to opiates, get sick, and die early. There was a

great decay of working-class identity, working class culture, and working-class or-

ganizations for decades. E.g., trade-unions, social democracy, socialist and com-

munist parties, if they still exist at all, are often irrelevant and their remnants have

changed their profile towards general human rights policies, ecology, gender, anti-

racism, etc., and are hard to distinguish from other present parties. Largeworking-

class areas in big capitalist cities near huge factories or mines no longer exist and

nobody is there to eventually lead workers to a serious socialist effort. Occasion-

ally erupting revolts, such as of the “Gilets Jaunes” in France, “Podemos” in Spain, or

SYRIZA in Greece are no substitute – and they do not last. Finally, of course, wealth

owners, to whose disadvantage any socialist project would be, are as powerful as

ever. They would, once more, fight fiercely against their expropriation and against

anti-M–C–M’-policies. But all that does not exclude that a new socialist projectmay

remerge, say after fifty years, if in completely new forms and shapes, because the

social master drama of modern capitalism still continue to exist.

Question VIII: What about China?

China is runby a communist party, yet as there is significant factual private property

in means of production and M–C–M’, its economy is capitalist. China’s historically

singular growth over the last decades has been enabled by an especially powerful

capitalist dynamic under a very successful planning catch-up leadership of its com-

munist government.The Chinese people’s rich intellectual and culture heritage and

their ambition to, after being demoted and insulted by colonial powers in the 19th

century, return to the technological and economic top of the world, it had held be-

tween 200 BC to 1800 AD, certainly contributed to this performance.

The catch-up dynamics of original capitalism were complemented by protec-

tionist policies, taxation and, other prosthetics, yet initially only moderate debt
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build-up. Since the aftermath of the financial crisis of 2008, China is now catching

up in indebtedness, too, and using prosthetics funded by money creation. So far,

themodernmaster drama has not yet posed a particular challenge. Rather, Chinese

workers have experienced a significant improvement of their income and living

conditions, including former rural laborers that migrated to more industrialized

regions or to big cities. Whether China’s efforts to switch from an investment-

driven to a consumption-driven economy, as the communist party announces since

some time, will succeed and allow to uphold this situation, is uncertain. It would

basicallymean to substitute investive employment-generating spending,whichwas

prosthetic in part, by consumptive employment-generating spending,which would

also have to be prosthetic in part. We remember that since the early 20th century

many economists, e.g., Tugan-Baranovsky and Keynes, saw a necessity to substi-

tute deficient consumptive spending by investive spending; China appears to now

consider just the opposite direction. The feasibility of this transition will depend

on whether higher producive consumption spending of lower income strata can be

funded without simultaneously canceling out the profitability of firms. Under the

rule of the deficient-producive-spending-syndrome this appears straightforwardly

impossible. The only alternative remains to fund the higher consumption through

prosthetics. Yet, increased confrontation with the West and between Russia and

the West will likely loosen the connections between China’s economy and the West

and reduce China’s chances to sell its output in the West. By the same token, China

may lift new synergies from cooperation with non-Western countries and find

new markets there, yet that may not suffice to compensate for the loss of Western

markets. In the aggregate, we shall likely see a world economy more broken up

into blocks with generally less access to producive spending from outside of the

own block. Someday, China too, will, thus, much more than today, have to face the

deficient-producive-spending-syndrome and resort to prosthetics to deal with the

modern master drama. Its main options, as everywhere in today’s world, shall be

the build-up of debt and money creation, with a significant part of the prosthetic

spending increasing its military spending. The funding of the prosthetic spending

will lead into the known dilemmas of these prosthetics.

The widespread feeling of a rebirth of a grand nation, socialist tenets, and com-

munist party rule, which greatly simplified the making and execution of decisions,

jointly facilitated the capitalist catch-up of China over the last thirty years.7 It is

rather likely that these will continue to be helpful and to maintain social cohesion

if the modernmaster drama becomesmore poisonous. China should, in particular,

7 Note by comparison that when the UK, France, Germany or Japan experienced their original

capitalist growth period they were no democracies as well, certainly not in the present

sense of the word in the West.
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remain better positioned to demand sacrifices from wealth owners and from work-

ers than, e.g., in the US orWest Europe.

The lack of significant private bank fractional reserve creditmoney creation, the

lack of a functioning banking system steered by a central bank and the lack of func-

tioning state fiat money creation hadmaterially contributed to China’s decay in the

18th and 19th century.Undoubtedly, similar deficits hadexpedited the collapse of the

Warsaw Pact states in the 90ties of last century, China and the Warsaw Pact states

then suffered especially badly under the impossibility to pay international liabili-

ties out of money created in their own currencies. China appears to be on track to

nowovercome this restriction,whichwould greatly enhance its power of funding its

prosthetic spending.

We should also expect that China’s communist party will run the Chinese econ-

omy and state less ideologically and more pragmatically than the Russian Commu-

nist party did in the last century and that China will not sacrifice economic and po-

litical effectivity on an altar of socialist anti-M–C–M’-credence. This does not yet

answer the question whether the Communist Party of China still seriously pursues

the erection of a Marxian style socialist society (like the former communist party of

Russia or the communist party of Cuba etc.), or whether “communism” has become

just a label for a party dynasty that primarily pursues nation rebirthing, economic

development and dynastic and national self-assertation.This question may remain

undecided for some time ahead.

Questions on future options and the role of politics

Question IX: Where will deficient employment-generating spending and

the dilemmas of prosthetics drive the world in the next fifty years?

If several possibilities exist, it is a legitimate guess that historymay try them all out,

it not neatly separated, one after the other, but, erring back and forth and interrupt-

ing its attempts into one direction with new attempts into another.This may not be

different if no real way out exists.Wemay then see an oscillation between these non-

possibilities.This is particularly so, as all of these non-solutions will, if they remain

caught in dilemmas, continue to contain at least some trace of prosthetic poten-

tial. In fact, through destructions that they cause, if pushed to extremes, they may

even temporarily improve the conditions for circuit closure, e.g., in restart-booms

after wars or currency reforms. The unending erring may thus even partially miti-

gate the original deficient employment-generating spending and re-create an illu-

sion of manageability of circuit closure.

Wehave gotten to know threemain directions that prosthetics can take,first, vi-

olent wealth procurement and protectionism, second, taxation and expropriations,
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which in the extreme, leads to socialism, and, third, expansive debt financing and

money creation.8 If we consider them in a row, we get:

Assume, first, an attempt to fund prosthetics through violent wealth procure-

ment and protectionism. The preparatory armament build-up, e.g., funded by

higher taxation, greater debt build-up or more money creation, will already im-

prove circuit closure of the respective country. The more attractive the intended

prey, themore likely it is that a seriouswar breaks out. If this occurs, the consecutive

warfare will necessitate further massive employment-generating spending, which

is financed by, once again, higher taxation, greater debt build-up, and more money

creation. If the war is over, the reconstruction of infrastructure and houses will

bring about greater production for fewer employment seeking workers (because

of war killings), which will, once more, lead to increased employment-generating

spending and even, likely, to post-war booms. There may be debt jubilees and cur-

rency reforms during or after thewar,whichwill greatly facilitate the situation.War

and after war booms will be based on original employment-generating spending

and on additional state-financed prosthetic spending funded by taxation, new debt

build-up andmoney creation. If thewar has awinner, hewill thence also use violent

wealth procurement and protectionism.

Assume, second, high taxation and expropriations of wealth owners and anti-

M–C–M’-reforms are implemented and glide into some neo-socialist drive. That

will initially also allow the additionally collected taxes and the proceeds from the

expropriations to be spent prosthetically. There may also be some additional re-

distributive debt or money-creation that finances prosthetics. During the time

of the anti-M–C–M’-expedition, though, firms will most likely omit or postpone

investments altogether, which they would have carried out otherwise. After the

anti-M–C–M’-reforms have failed and a pro-M–C–M’-government is re-estab-

lished, firms will catch up on the omitted or postponed investments and this will

increase original employment-generating spending again. It is obvious that thefirst

development’s prosthetic effects – centered around violent wealth procurement,

protectionism, and possibly war – will be much stronger than those connected to

an (unlikely) renewed socialist effort.

Assume, third, expansive debt financing, hence by money creation, is pushed

to excesses. Then, sooner or later, the currency will dwindle into inflation and its

exchange rate will degenerate compared to other currencies.This will lead to a cur-

rency reform,whichwill be connected to adebt jubilee.All thiswill, indeed, lay foun-

dations and reserves for new rounds of expansive prosthetics through private bank

and central bankmoney creation, but the leading capitalist stateswill certainlywant

to avoid to go through all this as it will imply amaterial loss of their power and repu-

tation. Unfortunately, as seen in the book and touched upon in connection with the

8 We skip prosthetics by redistributive debt as they are far less effective.
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option to fund prosthetics through violent wealth procurement and protectionism,

in order to preserve and strengthen the power of their fiat money creation gland,

states may be driven into imperial and war policies.

Question X: What may influence democratic and authoritarian politics as

they err back and forth between non-solutions in the next fifty years?

Since democracy came into being as the concept of the people’s rule, therewas a con-

tradiction between it and the existing social and economic order.Democracymeant

equality and people’s rule; the social order consisted of inequality and the rule of

wealth owners.That contradiction is well-known since ancient Greece, where Aris-

totle defined democracy as “the rule of the poor”. In themotto of the French revolu-

tion, the aspect of democracy,whichwasdirected against social inequality appeared

twice, in “fraternité” and in “égalité”. Nevertheless, after two hundred years of mod-

ern democracy, the wealth and income distribution in capitalist societies stays as

unequal as ever.

There are several reasons for this. First, political attempts of social democracy,

socialism, and communism, to seriously change the situation, simply failed. So-

cial democracy and socialism become currents within the party systems,which only

leaned more towards prosthetics than others, soviet style communism collapsed in

the nineties of last century. Second, it may be that there are intrinsic reasons why a

workable alternative that can economically, socially, andmilitarily compete with ri-

valingandhostile capitalist states,whichuse thefiercerdynamics of inequality,does

not exist.Third, the arena, inwhich democracy and social inequalitymet, appears to

have been structured in a way,which favors wealth owners’ efforts to preserve social

inequality, even under conditions of democracy. These structures can be regarded

as a series of open or closed gates or filters,which shape the outcomes of the demo-

cratic process; they are ideological, social, and institutional (constitutional, legal,

economic).

In the next fifty years, democratic politics, may be influenced by the fact that

many of the old shaping structures are about to be swept away or have been swept

away recently. With reference to a Marxian-Gramscian idiom, one might speak of

“changes of structures or the superstructure” in Western capitalist democracies.

Before this change, the vast majority of the masses and of the elites in Western

democratic countries essentially adhered to pre-democratic conservative values,

such as religion, family, traditional morals, patriotism, and nationalism.These val-

ues were attacked in theWestern cultural revolution of 1968,with centers in France,

West-Germany, and the US. The revolution successively conquered strongholds

in education, the universities, and the media and, following movements against

nuclear energy and armament build-up, new “green parties” arose out therefrom

and helped to spread it. A second “great jump forward” in this cultural revolution
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in the West was ignited by the collapse of soviet style communism. That, now,

opened the door to a rather general historic political and cultural compromise. A sig-

nificant share of political leaders, including leaders representing wealth owners’

interests, became or outed themselves as “green”, “pro-ecology”, “pro-gender”, and

“anti-discrimination”, including “anti-racist” and, more explicitly than ever before,

“anti-antisemite”.The part that had preferred to maintain previous attitudes (cigar

smoking, churchgoing, law and order-oriented, heterosexual, rank-conscious,

ecologically unconscious, limousine-driven, old white men, etc.) was overwhelmed

by this wave. Yet, there was a trade-off. The novel-style representatives of wealth

owners remained in favor of wealth owners and claimed and were conceded a global

neoliberal capitalist ecstasy, including in finance. Ex-68ers, green and social democrat

parties, accordingly, dropped much of their anti-capitalist and egalitarian ambi-

tions in social and propertymatters. Businesses, provided that they were “politically

correct” or “woke”, used proper language and introduced symbolic reforms (which

could be low-cost and lip-service) to bow before the new golden cows, were set

free to exploit the opportunities of the new globalized and financialized world.

The European Union whose role grew significantly after the German reunification

and the Euro-introduction, became the European propagator and bureaucratic

implementer of the new, beautiful world. The internet brought global commu-

nication and young, unconventional entrepreneurs who drive bicycles or electro

vehicles, communicate on a first-name-basis mostly and smoke pot instead of

cigars occasionally, took over.

The compromise was economically supported by a series of (very favorable) eco-

nomic macro-moments. China and other BRICS-states rose economically, and the

countries of soviet style communisms collapsed. Both events triggered huge inves-

tive and consumptive producive spending, which generated employment and rela-

tivewellbeing. Inaddition,amassiveworldwideprosthetic spending,whose volume

had been hitherto unimaginable, was unleashed: After Volcker’s anti-inflation and

austerity-policies in the 1980s, the US pursued a prosthetic debt-build-up course,

which persists even today, with material beneficial effects on employment. In con-

nectionwith the European integration and the Euro-introduction, a significant rise

of sovereign and private debt build-up in Europe sent waves of prosthetics through-

out Europe, too, particularly through peripheral Europe. When the time of pun-

ishment arrived, with the European national debt crisis in 2010, European politi-

cians added more debt, now directly at the level of the European Community. In

fact, the European Union was (re)born as a new “super-debtor” in these days. The

European Central Bank began to subsidize debt-issues of the member states by as-

set purchases and took a great share of them on its balance sheet. As mentioned

elsewhere, China, too, after three decades of growthwith little public debt, changed

course after the financial crisis and nearly caught-up with the West’s debt levels,

thereby greatly helpingWestern economies.Most recently, the Corona-crisis kicked
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expansive prosthetic spending to higher levels.TheUkrainewar is already providing

new reasons to continue to create further state fiat money. If it escalates into a last-

ingly bellicose international situation or a larger war, much more will follow. All of

thesemovements, taken together, raised employment andworking-classwell-being

in highly developed Western capitalist countries in the last thirty years enormously,

much beyond what would have been possible without them.

In turning away from the difference between owners and non-owners and from

the modern social master drama, and, in fact, from the issue of war and peace and

violent goods procurement, too, the compromise has elevated the ideological de-

bates into a realm of fuzziness and of simulation. Due to the economic wellbeing of

the last decades in most relevant regions, it has so far remained untested how the

compromise may influence the future narrative of the social master drama, which

cannot but err back and forth,aswe said,betweennon-solutions regardingdeficient

employment-generating spending and the between different prosthetics with their

dilemmas, if it is putunder stress.With the compromise, themilitants onboth sides,

of theworking class andwealth owners, have, at first, abandoned the old trenches of

traditional ideological warfare. E.g., it used to be a holy credence forwealth owners,

over which they would go to civil war, that the freedom of economic behavior and

private property are premier, natural human rights. Yet, quite paradoxically, very

shortly after the demise of socialism-communism, in the crisis after 2008, all capi-

talist countriesmassively intervened in the economywith instruments fromthehor-

ror-kit of their very same late socialist and communist arch-enemies, e.g., large sale

nationalizations of banking.The visible andmassive role played by state fiat money

creation, too, is evenmore incompatible with traditional pro-capitalist world views

(as only a few Austrian economists seem to remember). The question is, whether,

if need should arise, pro-capitalist militants can re-occupy their former ideological

warfare trenches? Or, if they have to invent and build new trenches –what will they

be? Working class-ideologues, too, have cleared their old positions, and may not be

able to recuperate them easily. In fact, the tectonic shift of the last thirty years goes

even deeper, down to the very intellectual foundations of all debates between con-

servatism, liberalism and socialism since the 18th century.…All these historic parties

justified their proposals as intellectually rational, hence derivable from and in accor-

dancewith the best available notional and logical thinking andwith experience.This

fundament is shaking.The compromise has not only disparaged “grand narratives”

but undermined the very basis for such narratives by de-intellectualizing andde-ra-

tionalizing the political discourse and reducing it either to a small coins’ affaire or

overwhelming it with ecological, gender or anti-discriminationmoral discourses in

great fervor. If the ideal of truth, formerly shared by the parties, loses ground, emo-

tions and interests of swarm-likemoving social groupsmust become dominant and

children expressing innocent feelingsmust appear as themost legitimate and trust-

worthy voices in politics.The growing role of women in the media, education, poli-



Afterword: An outlook in questions and answers 505

tics, law etc. has not helped to halt this trend. If fits together with this that the com-

promise particularly features aworldview arranged around so-called human rights.

Anything can be easily declared as a “human right” and such “rights” (which are, of

course no “rights” in any reasonable sense) cannot be but limitless and fuzzy on the

one side and moralistic and aggressive on the other. They, thus, always offer more

than what is needed for a specific political purpose and require permanent fine-

tuning, which, for the lack of rational derivability, is only possible through further

compromises. Such further, secondary compromises that set out how to implement

a premier fuzzy and simulative compromise,will, therefore, be an almost daily chal-

lenge if themodernmaster drama seriously raises its head again.We live in a highly

irritable, and instable ideological and political situation, in which unprepared and

inexperienced actors will move in little rational, but very moralistic, often aggres-

sive and possibly hysterical, ways. It is, thus, very unpredictable, in which direction

the players will to move and how they will battle it out.

Of course, the compromise has left behind non-adherents to it, bearers of more

conservative values, for instance, whether rural or urban, and whether wealth own-

ersornon-owners.They felt already irritatedwhen the compromisewasentered into

and the vigorous re-education attempts and the canceling out of these non-adher-

ents by the missionaries of the compromise has further alienated them. Rural non-

owners are particularly offended; they do not profit from the globalized economy

and very little, if at all, from feminism, gay culture, transsexuality, or legalized pot,

etc.Parts ofwell-educated andwealthy urban elites, too, feel repulsed by seeing con-

servative tenets, which once made their country great, “canceled out” (as if it were

fascist). Even remaining left-wing working-class traditionalists feel disrespected.

Whether this reservoir of homeless leftovers, stays marginalized or it somehow re-

cuperates influence upon political processes in Western democracies, particularly

under great economic and social stress or followingwars, is, aside the unforeseeable

inside-dynamics of the proponents of the compromise, a further open question. As

moderating filters have been removed frompolitical processes, and as political win-

ners will havemore immediate and direct access to state power to execute new poli-

cies, we shall likely see several sharp ruptures.

More authoritarian systems, e.g., in China and Russia, as we have said, are also

committed to delivering well-being for the people and their legitimacy; social peace

there depends onmeeting basically similar benchmarks as those in theWest. How-

ever, these countries have not experienced the historic compromise encountered in

the West and the ideas of the Western cultural revolution of 1968 have not nearly

achieved a similar hegemonic position as in theWest.9More authoritarian regimes,

9 Quite interestingly, even though Russia and China have driven their populations through

decades of cultural revolutions!
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quite obviously, possess more means by which to steer, influence, and control pub-

lic opinion and the political process and their populations, especially in Russia and

China,maybe ready to accept a lower level ofwellbeing and to endure greater suffer-

ing.Therefore, itmay appear that, as long as these countriesmaintain their internal

unity and do not collapse, they may possess a higher capacity to implement some-

what calmer long-term policies. If they collapse, they will simply westernize – all

this in a world with only non-solutions.



Appendix





Conventions

Certainnotional conventionsareused throughout this book.For ease of reference, theyare listed

below:

C–C’:means the exchange of a commodity against another commodity without the

use of money, hence barter.

C–M–C’: means the exchange of a commodity against money as a medium of ex-

change with the intent to exchange the money into another commodity. The nota-

tion, as well as M–C–M’, dates back to Marx.There are two legs before the purpose

is reached. In the first leg, it exchanges a commodity against money; in the second

leg, themoney procured against another – the desired – commodity.The purpose of

the exchange is value-in-use (see page 84 et seq.). C–M–C’ also expresses the abil-

ity to give away labor, hence working, for money to then exchange the money into

another commodity, mostly for consumption, e.g., for food. See also M–C–M’ or

M–C…C’–M’.

Circuit (“Umschlag”):The term“circuit”,which iswidely used throughout this book,

describes a completed M–C–M’-drive (see M–C–M’), for which Marx also used the

German word “Umschlag” or “Kapitalumschlag”. The term circuit is in this sense is

not to be confused with the idea of circles of exchanges between units or classes.

Therefore, Quesnay’s tableau on page 206 and the graphics on pages 119, 121, 122,

485 and 487 of this book do not represent “circuits”.

Commodities:Goods (including services) looked at from a combined values-in-ex-

change and values-in-use perspective.

Commoditymoney:Commodity-money is a term used by Ludwig vonMises. It de-

scribeswhen gold or silver, or other commodities, towhommarkets attribute value-

in-exchange outside of its monetary use, are used as money. Hence, they maintain

a value-in-exchange even if they are demonetized (no longer used as money). E.g.,

if a coin of gold or silver-money is demonetized, e.g., melted, and the state’s em-
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bossing is removed, it retains its value-in-exchange in the amount of the value-in-

exchange attributed to the precious metallic material. If the value-in-exchange of a

metal used for money is negligible, as in the case of aluminium or iron, this is no

commodity money. In this book we identify commodity money mainly with gold or

silvermoney.Theoretically, commoditymoney could also consist of platinumor jew-

els etc.

Consumption:We normally use “consumption” as opposed to investment.Thus, we

only call such customers of firms’ “consumers” that purchase goods not to make

profits but to fulfill human physical or narrative needs or desires. Some authors

use the distinction of “consumptive consumption” (eating bread) and “investive

consumption” (feeding bread to chickens in a chicken meat factory). “Investive

consumption” is investment.

Coupon:Thefixed,mostly annual, amount that a sovereign bond or other debt pays.

If the bond/ the debt is traded at a higher or lower level than at par value, the coupon,

does not change, but the yield (coupon/market price of bond) does change.

Covertmonetary financing (CMF): See “Overt Monetary Financing” (OMF).

Customers:They are the addressees of firms.They purchase for consumptive or in-

vestive reasons.

Economy, economic system, exchange economy,money economy,profit economy,

and even capitalismhave all basically the samemeaning.Thewords only emphasize

different aspects (economy and economic system are like manhood and human bi-

ological system) or relate to one another (i.e., exchange economy, money economy,

profit economy and capitalism relate to each other roughly like fertilization, preg-

nancy, and baby). Amoney economy (alreadyC–M–C’) grows out of exchange (C–C’)

almost instantly and a profit economy or capitalism (i.e.,M–C–M’) quickly grow out

of amoneyeconomyfollowinganunavoidable roledifferentiationbetweenC–M–C’-

players andM–C–M’-players.This role differentiation superimposes an order of two

classes over the original equality.The economic system is oneway through which to

procure goods and services for humans.Other ways,which we do not count as “eco-

nomic” but as “praeter-economic”)would be direct autarchic self-supply by families,

groups or tribes of humans or “violent wealth procurement” as part of the economy.

,Marxian socialism or Keynes’ “cooperative society” could use money or not use it.

Effective demand:What the community is expected to consume and to invest. Effec-

tive demand has its effects on entrepreneurswho derive business plans and production

plans from these expectationswhen theymake investments and create employment
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on this basis. Expected demand has direct effects on the investing firms’ M-outlays

for the employment of their workers and on the sales of their supplier firms and in-

direct effects on the employment of workers of their supplier firms through and so

on. Effective demand leads to money leaving the pockets of entrepreneurs and flowing

into the pockets of either workers or of other firms. Some money then always also,

unavoidably flows to sterile wealth owners as “tributes” to the sterile economy.

EffectualDemand: is what firms or consumers actually spend later in theM–C’-leg of

their circuits, andwhich vindicates (ornot) firms’previous investment.Effectual de-

mand has nomore effects on past employment; it only shows the extent towhich the

effective demand (or purchase power) expected by entrepreneurs, when they made

their investment orM–outlays earlier, really exists.The“effectual effects” is cash flow-

ing into the entrepreneurs’ pockets as M’ at the end of the circuit.

Employment:The term “employment” gains its relevance from the master drama

of modernity and means primarily the employment of labor or of workers who are

propertyless non-owners and can only subsist (apart from state transfer payments,

family support and alms) from being employed. The employment of workers is,

though, always connected to purchases for equipment and inventories, which in-

directly lead to more employment of equipment and inventories of other firms.

Employment is only created in the productive economy by employment-generating

or producive spending. There is no employment at all in the sterile economy; pro-

ductive splitters or components, which are connected to sterile activities, e.g., the

employment of bankers, real estate agents, bond traders, etc., have been ”carved-

out” before. See productive and sterile economy.

Equipment and inventories: Equipment has so-called fixed capital in mind (land,

buildings,machines, tools…), inventories circulating capital (rawmaterials, energy,

ancillary materials, intermediate produce…). But inventories also include services,

such as architectural or engineer services, transportation, consulting, lawyering,

advertising, accounting, etc. Firms, in order to produce, only need the inputs of la-

bor, equipment and inventories.Money enables them to buy them.

Esoteric demand: Physical and narrative needs and desires to possess or to use

goods for consumptive purpose or reasons to acquire goods for investive reasons.

Esoteric demand stands behind expected “effective demand” and later actual “effec-

tual demand” (see effective and effectual demand), but in order for it to be reasonbly

considered as “effective demand”, and to later become actual “effectual demand”,

money must be available and the readiness to sacrifice it must be present, too, in

those who have “esoteric demand”.
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Fiat money:This is money from material or are objects, which do not carry value-

in-exchange (at least not nearly in the amount of its prior nominal value) outside

of its monetary use, in particular if demonetized.The typical examples include pa-

permoney or token coinswithout content of preciousmetals.Commoditymoney or

“Kurantgeld” (cows, corn, skins, copper, silver, or gold; in this book, we always pri-

marily think of gold and silver), on the contrary, even if demonetized, retains the

value-in-exchange of its precious material.

Firms, entrepreneurs or capitalists are only alternative names for the same thing,

which arise out of different theoretical traditions and carry different connotations.

They assume the role of an M–C–M’-player in the productive economy (we use them

in the productive economy only!). The expression “firm” is neutral, the expression

“entrepreneur” emphasizes the daring, creative, and admirable aspect of their do-

ing (which is often, but not always, crucial for being able to generate a positive M‘-

M), the expression ”capitalist” emphasizes the availability of a capital M at the be-

ginning of a M–C–M’-circuit and the motive to increase it. In the individual case,

we mostly select the term by the theoretical – general, Keynesian, Schumpeterian,

Marxian – context. Productive wealth owners are wealth owners who, themselves,

use their wealth in the productive economy,whereby they always also becomefirms,

entrepreneurs or capitalists or they finance them in one or the other way.Therefore,

they receive revenue-payments M’ only through wealth owners’ producive, employ-

ment-generating arrival ports. If we want to refer to sterile wealth owners specif-

ically, we speak of sterile wealth owners. Sterile wealth owners receive payments

through their sterile arrival port; they do not invest in the productive economy and

do not create employment. Sterile wealth owners initiate M–C–M’-circuits in the

wealth economy by drawing revenues from debt (interest), real estate (rent), busi-

ness profits from existing businesses (e.g., as dividends), or capital gains by selling

wealth assets.

Goods: Goods encompass goods and services, e.g., advice, treatment, and trans-

portation.The term“goods”primarily emphasizes the values-in-use.The expression

“commodities” also include goods and services, but equally emphasizes value-in-ex-

change.

Gold or silver-money: See commodity money.

M–C–M’ (M–C…C’–M’): A notation developed by Marx to describe major economic

processes that include system-building combinations ofmore elementary economic

events.The idea behind M–C–M’ was implicit in economic thought, social critique,

and the self-understanding ofmerchants long beforeMarx, but they became clearer

and precise (“pregnant”, as Keynes said) thanks to Marx’s notation. It includes in-
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vesting money to buy and resell a pre-existing commodity, e.g., only after storing,

transporting, re-bundling, ormarketing it in a newmarket, as well as after process-

ing it, i.e., after producing something newout of equipment, inventories, and labor.

Both cases are jointly abbreviatedbyM–C–M’ (money–commodity–moremoney). If

Marxwanted to emphasize that inputs of equipment and inventorieswerephysically

processed by labor, then he used M–C…C’–M’.The intermediate “C…C’” can be seen

to expresses the physical change, first, but also, second, the increase in value that

the commodities experience during the process (C‘>C!). M–C–M’ involves an initial

(investive) leg,whenmoney is givenup in order to acquire commodity inputs (M–C);

thismoney goes to workers as salaries (v) or to other firms (c) for equipment and in-

ventories. The c-outlays unavoidably contain sterile components that flow into the

wealth economy as “tributes”. (Marx coined v for “variable capital” and c for “con-

stant capital” in connection with his labor value and exploitation theory which we

reject, but we still use c and v as many readers will be familiar with these abbrevia-

tions.) For a further explanation of M–C–M’, see page 86 et seq.The C–M’-leg or, in

the extended notation for processed commodities, the C’–M’-leg, is the sale of the

commodity to realize a profit. M’ is the sales price or revenue and M’-M the profit.

In Marx, M’-M also corresponds to s (“surplus value”). (This term is also connected

toMarx’s false labor value and exploitation theory, but we still occasionally use it all

the same).

Market economy: Markets result from there being owners of things with owner

power and fields of human existence, even if they are limited, in which they are

allowed to enter into exchanges at their own free will, i.e., without the conclusion

and contents of transactions being prescribed by a superior instance, e.g., by the

order of custom, tradition, individual violence, or by legal rules. If there is more

than one owner who offers a commodity for exchange, this implies competition

and there may be winners and losers amongst the offerors. Overall, markets are

important, but only as the spaces in which exchanges take place and the capitalist

M–C–M’-logic can unfold, which is the game being played.The term “market econ-

omy” not only ignores or belittles the many non-market-style activities of the state

in capitalism, including fiat money creation,1 but also often claims an explanatory

1 Accordingly, quite interestingly, Myers/Wang, in their study of economic evolution in Qu’ing

China, use the opposition between “market economy” and “command economy” not as

mutually exclusive but as necessarily complementary. While in the customary or market

economy, which Myers/Wang treat as closely connected, ”people bartered goods and ex-

changes labor services”, in the “command economy, the military and bureaucracy mobilized

resources through direct taxation and corvée labor.” (Myers/Wang, Economic developments,

1644–1900, page 563).
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power for it, which it does not possess. Accordingly, we prefer the terms “profit

economy” or “capitalism”.

“Narrative needs and desires”: Humans have physical and narrative needs and de-

sires. Physical ones relate to food, clothing, housing, heating, medical services etc.

Narrative ones cover everything, which is often referred to as “symbolic”, “seman-

tic” “psychological”, “social”, “cultural” or “communicative”, including, if economists

speak of “positional goods”. Physical and narrative needs and desires, thus, encom-

pass all possible humanmotives to purchase goods outside of sheer physical needs.

The emphasis on “narration” is derived from the idea that humans almost perma-

nently narrate their life to themselves and to other humans and that theymake great

efforts to get their practical lives to conform to their narratives.

Overt Monetary Financing (OMF): (also called “outright monetary financing”) con-

sists in state fiat money creation without sovereign debt being issued by the state

and without debt held by central banks, which has been purchased by newly cre-

ated money. As there is no longer any sovereign debt, it will be impossible to hold

sovereigndebt forprivatewealthowners andsovereigndebtmarkets (bondmarkets)

must cease to exist. Either central banks or the state will issue the state fiat money

– in whatever form: notes: token coins, credit entries on accounts, digital money

– and the state will directly use it for prosthetic employment-generating spending,

e.g., to pay the state’s own costs (state employees, rent, etc.) or for transfers towork-

ers or firms. Conventional monetary financing consists in states issuing sovereign

debt and central bank purchasing the debt with newly created state fiat money, in

so-called secondary markets, and holding it (commonly referred to as “quantitative

easing”or “central bankasset purchaseprograms”). Inopposition to “overtmonetary

financing” (OMF), the conventional practices of state fiatmoney creation,which use

debt, could also be called “covert monetary financing” (CMF) but its proponents do

not use this expression.

“Ports”, employment-generating and sterile port of wealth owners: We figu-

ratively equip the wealth owners’ class with four “ports”. It has two “arrival ports”

through which it receives incoming revenues, a sterile arrival port for sterile rev-

enues, i.e., for sterile spending of others, and a producive, employment-generating

arrival port for producive, employment-generating revenues or spending of others.

Wealth owners also have two “departure ports”, a consumptive and an investive departure

port. If they consume, then they emit payments via their consumptive port; if they

invest, then they dispatch them via their investive departure port. Flows leaving

from there will be partly sterile and partly productive; accordingly, they will in

part arrive at other wealth owners’ sterile or producive, employment-generating

ports.Workers need only one in-and-out-port; their departing spending are only con-



Conventions 515

sumptive (sometimes sterile and sometimes employment-generating)2 and their

arriving revenues are only producive, employment-generating (as firmsmade them

to induce them to work). Wealth owners make salary payments to workers from

either the consumptive or investive departure port.

Producive spending and productive economy: This book applies the distinction

between producive, employment-generating spending and sterile spending across the

(more commonly encountered) distinction between investment and consumption,

thereby leading to Matrixes I and IV (see Figures 1 and 13). The intersection part

of employment-generating spending with investment or consumption is the sole

driver of employment. Consumptive producive, employment-generating spending

is caused by human physical or narrative needs of desires, and requires, in order to

become effective, a sufficient budget and a will to sacrifice the needed money as a

purchase price. Its place is mostly in the second leg of C–M–C-circuits. Investive

employment-generating spending is driven by the search of the money-sacrificing

unit, which is then the payor, for profit; its place is the first leg of M–C–M’-circuits.

Decisions about investment in the productive economy, what we call producive or

employment-generating spending, are the most crucial moments in the recursive

circuits of economic events. The realm of producive or employment-generating

spending,which flows to wealth owners’ employment-generating arrival ports (i.e.,

to firms, capitalists, or entrepreneurs), constitute the productive economy. The

opposite of producive or employment-generating spending, which flows to wealth

owners’ sterile arrival port, is the realm of the sterile economy or wealth economy.

The productive and the sterile economy is to be understood already after “carve-outs”

(see page 123). Producive spending is only beneficial in a strictly macroeconomic

sense of contributing to mitigating the modern master drama by employment. It

may otherwise be detrimental, even highly detrimental, e.g., military or warfare

spending, drug production, reckless production of dangerous equipment,murder-

ous mines with deficient workers’ safety measures, maltreatment of the ecology, or

employment in “bullshit jobs” (such as in call centers) 3 . Keynes’ term “aggregate

demand” is only mere nuances away from producive or employment-generating

spending.

2 If workers make investive spending, then they do not do so as workers but as wealth own-

ers, see page 120. Workers, contrary to what may appear as implied in Marx’s reproductions

schemes, cannot use their full salaries for consumptive producive spending, i.e., consump-

tion to Marx’s II.b.-department; they may also have to make sterile spending in the form

of rent and debt services.

3 See Graeber (2018).
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Profit economy is used as a notion that stresses the importance of the search for

profit by M–C–M’-players. Almost all systems of goods procurement after the Ne-

olithic revolution became profit economies rather quickly.While the period of pre-

economic goods procurement in primitive or tribal society lasted several ten thou-

sand years and covered the greatest part of human existence, profit economies, so

far, last only around three thousand years; capitalism is themostmodern version of

profit economies.

Prosthetics: Prosthetics means “artificial” mobilization (outside of the “natural”

C–M–C’-logic or M–C–M’-logic) of pre-existing or newly created wealth to – di-

rectly or indirectly – support deficient “natural” circuit closure or the subsistence

of non-owners in other ways. Prosthetic techniques range from violent wealth pro-

curement,war, and protectionism (e.g.,mercantilism, colonialism, imperialism) to

taxation, sovereign and private debt, and, increasingly, value-in-exchange-creation

by money creation. They include redistributive prosthetics, which do not necessi-

tate money creation, and expansive prosthetics, which employs money creation.

The word “prosthetics” was chosen to avoid moral and political valuations of the

denoted measures.The word is equally unpartisan on whether prosthetics are seen

as a means to “appease the working classes” to save an existing profit economy in

the interest of its wealth owners or as a means of social progress towards a more

just income andwealth redistribution. Readers who do not embrace this ambiguity,

may not come to appreciate the full importance of prosthetics throughout history.

Sterile spending and sterile economy:The parts of the economy in which M–C–M’

is realized without producing new tangible or intangible goods, including services,

and, hence,without generating employment.The term is understood in a “purified”

meaning, i.e., after “carve-outs” of all employment-generating spending compo-

nents, suchas e.g., theoriginal physical productionofbuildings and factories,ongo-

ingmaintenance, repair, remodeling, and activities by banks, stockbrokers, traders,

real estate agents, lawyers, tax advisers, secretaries, drivers, and other service sup-

pliers, in connection with the sale of assets.4

“Tributes” to the wealth economy: Producive, employment generating spending,

e.g.,byproductive investments,or consumption, includingbyworkers, ismostlynot

possible without also making some sterile “tribute”-payments to the wealth econ-

omy, such as interest or rent payments or payments for the purchase of land (see

page 354 and seq.).

4 See on page 123.
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Violentwealthprocurement: is theprocurementof goodsnotby free exchange,such

as by barter or through money, but by violence, i.e., directly robbing existing goods

or threatening to take them away by violence, or by subjugating tribes and coun-

tries and forcing their people to work (enslavement) or to deliver produce as trib-

ute. It is not, strictly speaking, a part of the economic system, which is defined by

free exchange. Therefore, If an economic system exists, we often speak of “sliding

off in goods procurement by violence” as into a praeter-economicmethod.Domestic

taxation and domestic expropriations are, indeed, also forms of violent wealth pro-

curement.Modern slavery of European countries and theUS involved violentwealth

procurement. Protectionism, colonialism, imperialism, and fascism tend to com-

bine violent wealth procurement with protectionism and free exchange. As the dis-

advantaged side in violentwealth procurement receives nothing in exchange (or less

than the value-in-exchange given away), it normally requires ideology to legitimate vi-

olent wealth procurement (e.g., religion, racism, etc.). Violent wealth procurement

as such was no evolutionary stage of economic history. While pre-economic pro-

curement of goods in primitive and tribal society, which was a stage in economic

history, contained moments of violence, it was not primarily built on violence but

on family and tribe-centered traditions.

Wealth owners:The aggregate social class of owners of wealth, in particular of land

andof othermeansof production,which arose as thewinners fromthe ancientmas-

ter drama or later otherwise appropriated their wealth. Wealth owners cannot be

by-standers, they must hold positions in asset classes; they can only choose where,

whether, and by howmuch they want to be long or short, and even that only within

limits. They will, thus, always shift around wealth between asset classes in an ac-

tivity called portfolio management as time passes by and as insights change.This also

includes switching their wealth back and forth between sterile and productive in-

vestments.Wealth ownersmay also partly beworkers,given thatwe allow individual

humans to belong to several classes.

Workers, non-owners constitute the social class that came out as losers from the

ancient master drama or subsequently lost its wealth. The crucial criterion is, due

to the lack of wealth, to have to sell one’s labor for salaries to be able to subsist (and

for some enjoyments). They could also be classically called “proletariat”. They are a

“flow-through”-class,whichnormally roughly receives just enough salaries to repro-

duce itself, but has to fully spend what it earns. (If individual workers don’t receive

enough income for that, they get sick and die away; sometimes they become rebel-

lious or revolutionaries before that). As we have allowed for individual human be-

ings to belong to several classes, if they earn more (e.g., some employed managers,

state functionaries, employed lawyers, employed physicians etc.), they then become

wealth owners with that portion. Often, that portion is quickly used-up and they fall
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back to being workers solely. Their economic existence is just too marginal to self-

insure; if anything goes wrong, this will often force them to liquidate their wealth to

consume it. However, they also sometimes lastingly move up into the wealth own-

ers-class.
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