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Introduction to the translation*®

I

When Rudolf Hilferding’s Finance Capital first appeared in 1910 it was at
once recognized as a major original contribution to Marxist economic
theory. Otto Bauer, in a review published in Der Kampf.! observed that the
book could almost be regarded as a further volume of Capital, in which
Marx’s bold anticipations of the concentration of capital and of the next
stage in the development of the capitalist economy were shown to
correspond with the real course of events in the period since his death.
Similarly Karl Kautsky, in a long essay in Die Neue Zeit,® described the
work as a continuation of Capital; a brilliant demonstration of the
fruitfulness of the Marxist method, applied particularly in a study of those
phenomena which Marx himself, in the unfinished second and third
volumes of Capital, had not succeeded in investigating or analysing fuily.

Somewhat later Lenin based his study of imperialism * upon Hilferding’s
‘very valuable theoretical analysis’, and distinguished the principal
features of imperialism — monopolies, finance capital, export of capital.
formation of international cartels, territorial division of the world - in
terms which were obviously derived from Hilferding’s work. Nikolai
Bukharin, who was the most talented of the Bolshevik social theorists.
particularly in the economic field, showed his indebtedness to Hilferding’s
work in a number of his own writings.* In Jmperialism and World Economy.
which was completed some months before Lenin’s study (and was used by
Lenin), Bukharin’s ‘starting point and essential inspiration™ was Finance
Capital; but he presented Hilferding’s theory in a more intransigent way.
by insisting that ‘finance capital cannot pursue any policy other than ar
imperialist one’, leading inevitably to war, and also extended it by arguing
that the structural changes in capitalism had resulted in a system of ‘state
capitalism’, in which an interventionist state acquired immense new

* Details of the works, other than minor articles and reviews, referred to in this
Introduction and in Hilferding’s text are given in the Bibliography at the enc
of the volume.



2 Introduction to the translation

powers, regulating and ‘militarizing’ the whole economy. This conception
of modern capitalism underlay much of Bukharin’s subsequent work,
including his well-known book The Economics of the Transformation
Period (1920), and as will be seen later it had some affinities with
Hilferding’s notion of ‘organized capitalism’, although its political signific-
ance was conceived in a different way.

It was Hilferding’s theory of imperialism, set out in the fina] part of his
book, which had the greatest immediate influence, as may be seen not only
from the response of Marxisi thinkers, but also from the attention which a
critic such as Joseph Schumpeter gave to it in his references to the Austro-
Marxist school.® Finance Capital, however, contained many other new
conceptions, dealing with the nature of modern capitalism, the class
structure, the state, and working-class politics, which Hilferding continued
to develop and revise in his later writings; and before embarking upon a
closer examination of its principal themes it will be useful to set the book in
the context of Hilferding’s life and work as a whole.

I

Rudolf Hilferding was born on 10 August 1877 in Vienna, the only son of
Emil Hilferding, who was chief cashier of the ‘Allianz’ (an old-established
insurance company) and of Anna Hilferding (neé Liss). After
attending the Staatsgymnasium in District 2 of Vienna (Leopoldstadt) he
entered the University of Vienna to study medicine, obtaining his doctorate
in 1901. After graduating he practised as a doctor at least until 1906 (and
again during his military service in the First World War) but he also
devoted much of his time to economic studies, in which he had been
interested since joining the Association of Socialist Students at the age of
fifteen. He began to write on economic and social questions while still at
university, and some of his earliest articles appeared in Le Mouvement
Socialiste (Paris) in 1899-1900. From 1902 he was a frequent contributor
on economic subjects to Die Neue Zeit (the leading Marxist theoretical
journal of that period, edited by Karl Kautsky), and he became more
widely known when he published, in 1904, his rejoinder to Béhm-Bawerk’s
criticism of Marx’s economic theory.’

At this time Hilferding was also engaged in establishing, with Max Adler,
the Marx-Studien (published irregularly from 1904 to 1923) which were
intended to provide a means of expression for Austrian socialism and for
the newly emerging Austrian version of Marxist theory. Shortly after-
wards, in 1906, he was invited to become a lecturer in economics at the

Introduction to the translation 3

Social Democratic Party school in Berlin, but had to give up this position
when the appointment of aliens as lecturers was prohibited, and then
became the foreign editor of Vorwirts. From 1907 he contributed
frequently (sometimes under the pseudonym ‘Karl Emil’) to Der Kampf,
the newly established monthly journat of the Austrian Social Democratic
Party, and he was also engaged during this period in completing his major
work, Finance Capital. In 1904 Hilferding married Margarethe
Honigsberg, also a doctor, whom he had first met in the socialist student
movement, and had two sons, Karl Emil (1905—42) and Peter (b. 1908), but
later divorced and remarried.

On the cutbreak of the First World War Hilferding associated himself
with the minority in the German party who opposed the voting of war
credits. He was mobilized as a doctor in the Austran army in 1915, and
spent the rest of the war on the Italian front. Immediately after the war he
was invited back to Berlin by the leaders of the Independeni Social
Democratic Party of Germany® as editor of its journal Freiheit. He
opposed affiliation of the party with the Third International, took part in
the discussions which led to the creation of the ‘Second-and-a-half
International,’ and eventually rejoined the majority German Social
Democratic Party after its reunification in 1922, Having acquired Prussian
citizenship in 1920 Hilferding was appointed to the Reich Economic
Council, became Minister of Finance, from August to October 1923, in the
coalition government of Gustav Stresemann, and was again Minister of
Finance, from June 1928 until December 1929, in the government of
Hermann Miiller. He was elected to the Reichstagin 1924, and remained a
member until 1933, During this time he also edited the journal Die
Gesellschaft, to which he contributed many articles, and he took a
prominent part in the activities of the Social Democratic Party.

Alfter Hitler’s accession to power Hilferding went into exile, initially in
Denmark, then in Zirich. He participated actively in the work of the
Social Democratic Party while it was in exile in Czechoslovakia, and
contributed frequently to the socialist press.'® In 1938 he went to Paris,
where he joined his friend Rudolf Breitscheid, and after the collapse of
France in 1940 they moved to the unoccupied zone, living at the Hotel
Forum in Arles. Here Hilferding began to write his last work—a
reassessment of the materialist conception of history — entitled Das
historische Problem. But on 11 February 1941 the Pétain government,
yielding finally to repeated demands from the German authorities, handed
Breitscheid and Hilferding over to the SS liaison officer, Hugo Geissler, in
Vichy. They were then taken to Paris, where Hilferding either committed
suicide, or more probably was murdered, after being tortured by the
Gestapo.!!
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III

As T have indicated, Hilferding published articles on economic questions in
Die Neue Zeit from 1902 onwards, but his first major contribution to
Marzxist economic theory was his defence of that theory against the
criticisms of B6hm-Bawerk.!? The context in which this work should be
seen is the general aim of the Austro-Marxist school of thinkers!? to engage
in critical debate with the representatives of new currenis of thought in
philosophy and the social sciences,'* and more specifically, to counter the
influence of the ‘revisionists’ in the socialist movement.!®

Hilferding’s principal thesis is that Marx’s theory of value rests upon a
conception of ‘society’ and ‘social relations’, whereas the marginalist
theory begins from individuals. In the first chapter of the book, after
noting that ‘the analysis of the commoedity constitutes the starting point of
the Marxist system’, he goes on to say that ‘the term commeodity . . . is the
expression of social relationships between mutually independent producers
in 50 far as these relationships are effected through the instrumentality of
goods’. Hence ‘the object of political economy is the social aspect of the
commodity, of the good, in so far as it is a symbol of social
interconnection’. On the other hand, ‘every theory of value which starts
from use value, that is to say from the natural qualities of the thing, whether
from its finished form as a useful thing, or from its function, the satisfaction
of a want, starts [rom the individual relationship between a thing and a
human being instead of from the social relationships of human beings with
each other. This involves the error of attempting to derive an objective
social measure from the subjective individual relationship. . .’

In the second chapter, on value and average profit, Hilferding replies to
Bohm-Bawerk's specific criticisms of Marx s argument in the third volume
of Capital.*® According to BShm-Bawerk, the theory of the average rate of
profit and of the prices of production cannot be reconciled with the theory of
value; there is a fundamental contradiction in Marx’s system. I shall not
attempt here to summarize Hilferding's counter-criticisms, but only state
his general argument; which is that value is ‘the necessary
theoretical starting point from which we can elucidate the peculiar
phenomenon of prices resulting from capitalist competition’, and that the
‘law of value’ does govern the transformation of value into price of
production in a long historical process.

Finally, in the third chapter, Hilferding sums up his argument and
formulates his own criticism of the marginalist school: ‘the law of value
becomes a law of motion for a definite type of social organization based
upon the production of commodities; for in the last resort all change in
social structure can be referred to changes in the relationships of
production, that is to say to changes in the evolution of productive power
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and in the organization of {productive) labour’. On the other hand, ‘the
representative of the psychological school of political economy [B&hm-
Bawerk] fails to see this social nexus, and he therefore necessarily
misunderstands a theory which specifically aims to disclose the social
determinism of economic phenomena, a theory whose starting point
therefore is society and not the individual’.

The publication of Béhm-Bawerks Marx-Kritik - which is probably still,
as Paul Sweezy once claimed, ‘the best criticism of subjective value
theory from the Marxist standpoint’'” — was a first step in Hilferding’s
elaboration of a Marxist theory of the development of modern capitalism.
In the years following 1904 he published numerous articles and reviews on
economic questions in Die Neue Zeit, and at the same time worked on
Finance Capital, the main structure of which, as he claims in his preface,
was substantially completed by 1906.

In Finance Capital Hilferding analyses more thoroughly, in the light of
recent changes in the capitalist economy, a number of problems which had
been treated very briefly, or only referred to, by Marx in the second and
third volumes of Capital. The work is conceived and presented, therefore,
as a development of Marx’s theory, in which several new conceptions are
formulated.'® Hilferding begins with a discussion of money and credit,
then examines the growth of joint stock companies and cartels, analyses the
phenomena of economic crises, and finally outlines a theory of imperialism.

Perhaps the least successful part of the book is that which deals with the
theory of money. Few later writers have paid much attention to it, and
Schumpeter dismissed it laconically, and somewhat cryptically, as offering
a ‘rather old-fashioned monetary theory’.!® Nevertheless, this part of
Hilferding’s study has at least two important features. In the first place, it is
one of the very few attempts to develop further a Marxist theory of money,
in the course of which Hilferding also makes a brief comment on the role of
money in a socialist economy.2° Second, the analysis of ‘credit money’ is an
essential preliminary to Hilferding’s account of the dominant position of
the banks in the recent development of capitalism.?!

Only after this analysis of money and credit does Hilferding embark upen
the main themes of his study, which are the increasing concentration and
centralization of capital in large corporations,?? the formation of cartels
and trusts, the role of banks, and, finally, the economic and political
consequences of these changes in the structure of the capitalist economy.
The most important economic aspect of the growth of corporations is ‘the
liberation of the industrial capitalist from the function of industrial
entrepreneur’.?3 This transformation has several consequences. One is the
emergence of ‘promoter’s profit’ (Griindergewinn), which arises from the
possibility of selling shares in a newly formed joint stock company for
considerably more than the capital already invested in the enterprise, if the
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yield on that capital is higher than the current rate of interest on
investments.?* Promoter’s profit is not only an incentive to the formation of
joint stock companies but also a source of considerable wealth which
becomes available for further investment. In both ways it stimulates the
centralization of capital, the growth of giant corporations and eventually
of cartels and trusts controlling whole industries.?*

Hilferding could rightly claim that his analysis of the tendencies in
modern capitalism went considerably beyond Marx’s own brief comments
on joint stock companies, by treating dividends and promoter’s profit as
distinct economic categories, and by working out more fully the significance
of the separation between the ownership and the control of production,
which allows a small number of people to acquire control over a large
number of companies, and to establish personal connections which then
facilitate the formation of cartels and trusts.?® What has been most
criticized in Hilferding’s analysis is his attribution of a dominant role in this
process to bank capital, a notion which is summed up in his remark that
‘taking possession of six large Berlin banks would mean taking possession
of the most important spheres of large scale industry’.2” This thesis was
contested very soon after his book first appeared,®® and an equally critical
view was taken subsequently by Eduard Heimann?® and Paul Sweezy®
among others. Hilferding himself seems to have introduced some
qualification of his thesis later on, by characterizing finance capital not as
the ‘final stage of capitalism’, but as a condition preceding the emergence of
‘organized capitalism’.?! It has sometimes been claimed that Hilferding’s
analysis was based too exclusively upon the experience of Germany*? and
Austria®3 and took too little account of the different relationship belween
the banks and industry in other capitalist countries; but Eduard Mirz, in
his introduction to the new German edition ¢f Finance Capital (1968)
argues that while critics of Hilferding’s thesis may have been right on
particular points, the substance of his thesis remains unaffected, for the
banks did play an important part in the development of industry from the
mid nineteenth century onwards, especially in the relatively backward
countries of Central Europe, and there did in fact grow up the close
personal and organizational links between industrial and bank capital
which Hilferding described as ‘finance capital’.** Another recent writer has
argued that in the case of American capitalism too (which Sweezy, for
example, contrasted with European capitalism), for many years ‘the
outstanding feature . . . was undoubtedly the “empires of high finance”
[and] in these empires, the bankers undoubtedly played a dominant and
organizing role’.33

It is only quite recently, perhaps, that the situation described by
Hilferding ati the beginning of this century has begun to change signif-
icantly. Eduard Méirz suggests that a decline in the power of finance capital
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in Western Europe since 1945 can be attributed to the nationalization of
many banks in the European countries, and to the greatly enlarged role of
the state in promoting and financing industrial development.*¢ On the
other hand, Michael Barratt Brown observes that ‘the banker’s role is now
more a partoership with the finance directors of the giant companies and
the bankers themselves have become most important as intermediaries
between the companies and the state. What the finance groups did before to
coordinate movements of private capital in an otherwise anarchic market,
the bankers do now to coordinate the otherwise unplanned allocation of
state funds and unplanned international trade and investment.”*” On this
interpretation, the interventionist state, however greatly its own power has
grown, still has to deal with other powers — especially the multi-national
corporations and the international bankers, themselves closely
associated — and the influence of finance capital remains far from
negligible.

The conclusions which Hilferding, in the later chapters of his book, drew
from his analysis of finance capital, and of the general tendency towards an
ever greater centralization of capital, were brought together under two
heads: the theory of economic crises and the theory of imperialism. In his
discussion of the causes of crises,® Hilferding makes clear that he regards
the general condition responsible for crises as being the restricted
consumption which lies at the base of capitalist production, but he goes on
to remark that ‘such expressions as “‘overproduction of commodities™ and
“underconsumption” tell us very little’,*>® and he therefore proceeds to
examine the more specific causes suggested by Marx in the second volume
of Capital; in particular, the disproportionality which arises between the
capital goods and consumer goods industries. After presenting this
‘disproportionality’ theory,*® Hilferding considers the changes in the
character of crises which are brought about by the growth of cartels.** In
his view, cartels cannot prevent the emergence of disproportional relations,
but they can shift the main burden of a crisis onto non-cartelized industries,
and in a more general way they introduce a measure of planning and overall
control into the capitalist economy. One can see in this discussion the germs
of Hilferding’s later conception of ‘organized capitalism’, which I shall
examine in the next section.

The theory of imperialism*® initially attracted more attention than any
other part of Hilferding’s work, and it was also the most significant in
providing a general view of his political ideas. Its main argument is easily
presented. The development of monopolies and cariels leads tc a new form
of protectionism designed to restrict or eliminate foreign competition in the
domestic market. Monopoly prices, however, tend to reduce domestic
sales, and in order to maintain and extend large-scale production exports
become increasingly important. At the same time a new kind of expan-
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sionism emerges with the export of capital, which extends the economic
region and the scale of production, and by developing production in areas
where labour is very cheap helps to maintain a high rate of profit. Such
expansion requires the support and active intervention of the state, in
acquiring and maintaining control over the new economic areas (often by
colonial conquest), and it [eads eventually to national expansionist policies
and an intensification of conflict among the major capitalist states.
Nationalism itself, Hilferding argues, s transformed from a doctrine of
national independence, cultural autonomy, and self-determination into the
idea of world domination; it becomes the ideology of imperialism.

Schumpeter, in his early essay on imperialism,** attributes considerable
value 1o the Austro-Marxist theory,** and he concludes his exposition by
saying:

Thus we have here, within a social group [the entrepreneurs] that
carries great political weight, a strong, undeniable, economic interest
in such things as protective tariffs, cartels, monopoly prices, forced
exports (dumping), an aggressive economic policy, an aggressive
foreign policy generally, and war, including wars of expansion with a
typically imperialist character.

But he also argues that there are countervailing tendencies, and that
imperialism is not a ‘necessary stage of capitalism’. Hilferding, clearly,
did conceive it as a necessary stage—indeed as the ‘final stage’ of
capitalism ~ but his interpretation of its significance differed considerably
from that of some other Marxists. Unlike Bukharin, he did not regard war
as an inevitable outcome of imperialist rivalries, but pointed to the various
forces opposed to militarism and war, promigent among them the socialist
movement itself;*® and his general view of the transilion to socialism
diverged widely from the sequence outlined in Bukharin’s Imperialism and
World FEconomy: monopoly capitalism — imperialistn — war — proletarian
revolution.*® His conception was also very different from that of Rosa
Luxemburg, who presented in The Accumulation of Capital an account of
imperialism which was intended to provide an explanation of capitalist
economic expansion and to reveal the point at which this expansion would
cease and capitalism would inevitably collapse.

In Hilferding’s view ‘the collapse of capitalism will be political and
social, not economic’; and in the final part of Finance Capital, as weli as in
his subsequent writings, he devotes his attention tc the diverse social and
political tendencies connected with the economic changes which can be
discerned in modern capitalism. He argues, first, that the monopolies and
cartels have introduced some degree of regulation and planning into the
economy, and this ‘socialization effected by finance capital has made it
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enormously easier to overcome capitalism’. The socialization of the
economy has been reinforced by the preatly enhanced role of the state.
There has been, he says, ‘a complete change in the relationship of the
bourgeoisie to the state’, and a growing desire to strengthen the state, With
this development of the interventionist state there must come, Hilferding
argues, a change in the attitude of the socialist movement toward the state;
it is no longer a question of ‘smashing’ the bourgeois state as a purely
repressive apparatus, but of taking it over and extending its role in planning
and controlling socialized production.*’

Hilferding may have exaggerated somewhat when he said that ‘taking
possession of six large Berlin banks . . . would mean taking possession of
the most important spheres of large scale industry’ ;*® but it is in fact the
case that the development of the capitalist welfare states since the Second
World War has depended very largely upon gaining control of the
‘commanding heights*® of the economy in this sense, and that any further
advance toward democratic socialism in the Western societies can only
foliow the same course.

Hilferding also explores the conditions of working class political struggie
in relation to the changes in the class structure, and to imperialism. He
notes that the small producers have become increasingly hostile to the
working class, but that the salaried employees, although they are still firmly
allied with the bourgeoisie, may change their political allegiance in the
future as they begin to suffer economically from monopoly prices and from
the high taxes necessary to finance national expansion; and he discusses
more generally the possibility of finding allies for the working class
movement in the middle class, in terms which have a very modern ring.5® At
the same time, however, he observes that the growth of salaried employ-
ment has created a new hierarchical system which helps to sustain the
bourgeois social order:

The interest in a career, the drive for advancement which develops in
every hierarchy, is thus kindled in each individual employee and
triumphs over his feelings of solidarity. Everyone hopes to rise above
the others and to work his way out of his semi-proletarian condition
to the heights of capitalist income.3!

The protectionist and expansionist policies of finance capital, Hilferding
shows, are fundamentally detrimental to the working class ~ increasing the
power of employers’ organizations, raising the cost of living, imposing a
heavy burden of taxation, weakening democracy, strengthening an ideo-
logy which glorifies force, and tending to produce an armed conflict between
capitalist states in which workers would be the principal sufferers — even
though, [rom another aspect, finance capital creates economic precon-
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ditions for a socialist society. Hence, working class politics should express
an implacable hostility to militarism and to belligerent foreign policies.
There is no suggestion in Hilferding’s analysis that imperialist war is to be
considered the most favourable occasion for the overthrow of capitalism;
on the contrary, it is in a successful struggle against expansionist policies
and preparations for war that the working class has the best chance of
aftaining a socialist society.

Since the first decade and a half of this century when Hilferding,
Luxemburg, Bukharin and Lenin wrote their studies of imperialism no
major revision of the Marxist theory has been undertaken, although the
characteristics of imperialism have changed considerably. It may be
doubted indeed whether a new theory of imperialism which followed
closely the mainstream of Marxist thought on the subject could any longer
comprehend adequately these characteristics. For although there is still
capitalist imperialism — or what is sometimes called ‘neo-imperialism’, after
the dissolution of the colonial empires — the competition among capitalist
states has been very highly, and largely successfully, regulated since the end
of the Second World War; and the threat of armed conflict among
capitalist states is one of the least of the dangers which humanity now faces.
On the other side, it is evident that expansionist policies are being pursued
by states which are not capitalist; and some of the most acute conflicts of
the present time arise between states which claim to be socialist and to be
guided by Marxist doctrine. The situation in the late twentieth century thus
lends some credibility both to Schumpeter’s view that imperialism is not a
necessary feature of capitalism, and to the later Austro-Marxist con-
ception, formulated particularly by Karl Renner, of *social imperialism’, or
the imperialism of a whole people, which is an outgrowth of extreme
nationalism.3? /

AY

From the very beginning of his career Hilferding, like the other Austro-
Marxists, was deeply involved in party politics; first in Austria, and
subsequently, for the greater part of his adult life, in Germany.*? After
participating in the student socialist movement and the Social Democratic
party, and helping to found the Marx-Studien, in Vienna, he became, in
1906, the foreign editor of Vorwirts in Berlin and was active in the
leadership of the German Social Democratic Party. In the period up to
1914 three main groups could be distinguished in the SPD — ‘revisionists’,
“left radicals’ and ‘centrists’ — and Hilferding associated himself with the
‘centrists’, being particularly closely linked with Karl Kautsky.3* Thus, in
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the debates about the mass strike which took place from 1904 an,
Hilferding supported the position of the ‘centrists’; arguing that the political
mass strike was a weapon of last resort, either as a defence of the working-
class movement against bourgeois violence, or as a means to be used in the
final stape of the struggle for socialism, and at the same time emphasizing
the importance of electoral politics and parliamentary action. ¥

After his war service as a doctor in the Austrian army Hilferding
returned to Germany, and as I noted earlier, he then became editor of
Freiheir, the newspaper of the Independent Social Democratic Party
(USPD). He took an active part in the debate about the workers’ councils®®
and about the ‘socialization’ programme,®’ and was one of the eleven
members of the Commission on the Socialization of Industry established
by the Social Democratic government in November 1918, as well as being a
member of the Commission which dealt particularly with the socialization
of the coal mining industry.*® At the same time he was engaged in a fierce
political controversy inside the USPD, in an attempt to maintain the unity
of the party, and to prepare the way for a reunification of the whole
working class political movement, in opposition to the efforts to create a
new Communist Party affiliated to the Third International.>® In 1921 he
also took part in the founding of the ‘Second-and-a-half” International,
which was a furtber attempt to reunite the labour movement, strongly
supported by many of the Austro-Marxists.5°

The most active period of Hilferding’s political career extends from 1920,
when he became a member of the Reich Economic Council, to 1933, during
which time he was a member of the Reichstag (from 1924) and finance
minister in two German governments. It is difficult, in the present state of
knowledge, to assess Hilferding’s policies or achievements as finance
minister.®! On the first occasion, in the government of Gustav Streseman,
he was in office only for seven weeks, from the middle of August to the
beginning of October 1923, and had no opportunity to implement his
policies. During September, however, he did work out a plan for currency
reform involving the introduction of a Rentenmark backed by gold, and he
insisted that the successful introduction of a new currency to halt inflation
also depended upon ending the reckless financing of the passive resistance
to the French and Belgian occupation of the Ruhr.52

On the second occasion Hilferding was finance minister in the govern-
ment of Herman Miiller from June 1928 to December 1929. By this time the
financial difficulties of the German state had increased enormously, largely
through the incompetence of previous governments; and as Schumpeter
wrote ‘we now have a socialist minister who faces the exceptionally difficult
task of curing or improving a situation bequeathed by non-socialist
financial policies’.®* Hilferding was criticized by some commentators for
not undertaking a major reform of public finance, but he considered this
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impossible until the problem of reparations had been solved. On the other
hand, he saw clearly that in the immediate situation an increase in taxes was
necessary, but his proposals encountered strong opposition, even within his
own party, and were nol approved. Finally, in December 1929, while the
Ministry of Finance was engaged in negotiations for a loan with an
American banking group, the president of the Reichsbank, Hjalmar
Schacht, published a memorandum in which he criticized vehemently the
government’s policies and demanded emergency measures, whereupon
Hilferding resigned.

During these years, and in the following period up to 1933, Hilferding
and the other SPD leaders had also to confront extremely difficult and
dangerous political problems arising from the economic depression and the
rapidly increasing strength of the National Socialist party. In 1928, as
Julius Braunthal writes, ‘German Social Democracy was at the height of its
powers’, having won more than nine million votes in the Reichsiag
elections of May 1928, and emerging as by far the strongest party; but ‘only
two years later it was locked in a life-and-death struggle with the National
Socialists’,®* who had vastly increased their vote in the September 1930
elections and had now become the second largest party in the Reichsiag.
Much criticism has since been directed against the policy of the SPD
leadership after 1930, which involved ‘accepting the lesser evil'; that is to
say, supporting Briining’s presidential government, which ruled by em-
ergency decrees, as the only alternative to a government which would be
cither directly or indirectly under Hitler’s control, and would destroy all
democratic rights.®S What has been most sharply criticized, however, is the
policy which the SPD leadership pursued after the events of June/July
1932 ~ in which Hindenburg dismissed Briining, dissolved the Reichstag,
removed the ban on the Nazi paramilitary formations (SA and S8§), and
declared a state of emergency in Berlin and Brandenburg - when they
continued to uphold this idea of ‘legal opposition’, and to rest their hopes
in a decline of National Socialist support by the time of the next Reichstag
elections.

But what was the alternative ? The Social Democratic leaders, Braunthal
writes, ‘shrank in deadly fear from the prospect of the carnage of civil war’;
they were ‘profoundly convinced that democracy and the Weimar Republic
would be destroyed in a civil war and the advance of the working classes
would be held up for decades’. There is no doubt that Hilferding fully
shared these convictions, which were in any case those of the Austro-
Marxists generally.%® Nevertheless, both the German and Austrian So-
cial Democratic parties accepted the idea of ‘defensive violence'—a
mass strike and armed resistance ~in certain circumstances, and it may
be argued, as Braunthal and others have done, that such tactics would have
been more effective in halting the advance of Fascism.57Some critics of
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the SPD’s failure to oppose National Socialism more vigorously have
attributed it to a loss of dynamism, resulting in part at least from the
reluctance of an ageing leadership to give any responsibility to younger
elements in the party, and its inability to attract the enthusiastic support of
German youth.%® While this may have had some importance, along with
other influences which are discussed by Bracher,®® I think the major
factor — certainly in the case of Hilferding — was a profound commitment
to democratic socialism, and a conviction that preparations for a violent
struggle could only hasten the final destruction of the Weimar democracy.
This outlook gave rise to an excessive confidence that a legal regime could
in fact be maintained, and to Hilferding’s interpretation of the substantial
fall in the National Socialist vote in the November 1932 election, and the
dismissal of the Chancellor, von Papen, as the first step toward the
restoration of a democratic system in which the SPD would once again be
able to take its place in the government. Hilferding seems to have clung
to these hopes (though perhaps with growing despair), until finally, in early
February 1933, he was obliged to go precipitately into hiding to escape the
Gestapo, and then to flee the country.

However, it is also clear, I think, that National Socialism could have
been much more effectively opposed at an earlier time, without the risk of
civil war, had it not been for the division in the German working class
movement between the SPD and the Communist Party (KPD) and the
policies of the KPD itself. Since 1928 the KPD, by that time completely
subservient to the Comintern (that is, to the USSR), had obediently
followed Stalin’s directive to intensify the struggle against Social Democracy,
which was now referred to as ‘social fascism’. The phenomenal increase in
the National Socialist vote in September 1930 did not alarm the KPD
leaders, who argued that there was no essential difference between
bourgeois democracy and Fascist dictatorship; and even as late as April
1932, in the presidential election campaign, Ernst Thalmann declared that
the struggie of the KPD was ‘directed in the first place against the most
important counter-revolutionary mass parties, the Social Democratic party
and the Nazi Party [and that] even in this struggle the main blow must
be directed against the Social Democratic party. . "7 It is scarcely surpris-
ing, in these circumstances, that Hilferding who, like the other Austro-
Marxists, had long been a vigorous critic of the Soviet dictatorship, should
reply’" to its representatives in Germany with the argument that the Social
Democrats” own struggle against the leadership of the KPD was an
essential counterpart of its struggle to restore democracy in Germany by
ending the regime of ‘presidential rule’. Hilferding had opposed the
withdrawal of the SPD ministers from the coalition government of
1928-30 and he regarded the outcome of the November 1932 election as
opening the way for their renewed participation in government.
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Gottschalch suggests’? that Hilferding misinterpreted the social and
political situation in Germany during the crisis years, and was led into
political errors, as a result of his theory of ‘organized capitalisin’, which
overestimated the capacity of the working class movement to limit and
conirol the economic and political power of the great cartels and
corporations through the machinery of the existing state, and in this way
advance gradually and peacefully toward socialism. Hilferding had little
opportunity, in the years between the First World War and the National
Socialist seizure of power, to devote himself to any major theoretical study,
but in addition to his articles on current economic and political problems,
he wrote several important essays in which he developed further some of
the ideas adumbrated in Finance Capital, and in particular his notion of
‘organized capitalism’.”® This conception involved three main elements;
first, that modern capitalism at the national level had succeeded — as a
result of the economic dominance of the large corporations and the banks
and the changed relation of the bourgeoisie to the state, which had led to
extensive state intervention in the economy — in introducing a degree of
planning into economic life; second, that such planning had spread, to
some extent, into the international economy, with the consequence that the
postwar relations between capitalist nation states had come to be
characterized, in Hilferding’s view, by a ‘realistic pacifism’;’* and third,
that these developments had necessarily altered the relation of the working
class to the state. On this last question Hilferding argued that, in the new
democratic system of the Weimar Republic, the task of the working class
was to extend democracy by reforming the educational system and the
administration of justice, reducing the powers of the president of the Reich,
and providing real opportunities for the mass of the people to participate in
political life; and at the same time to use its political power to transform an
economy organized and planned by the great corperations into one which
was planned and controlled by the democratic state. He rejected entirely
the idea that the Weimar republic was a mere ‘bourgeois democracy’, as
well as the facile antithesis between ‘real’ and ‘formal’ democracy, arguing
that socialism had always constituted the core of the democratic movement
and was inseparable from democracy.’® In the essay which I quoted
earlier,”® he had noted, in terms which have become very familiar again in
recent political analyses, that two optlions faced the working class in
‘organized capitalism’; either to become assimilated into a more effectively
planned, but still hierarchical, capitalist society, capable of assuring high
material levels of living, or to advance toward a democratic socialist
society ~ and he returned to this theme again later.””

It is no doubt possible to interpret Hilferding’s conception of ‘organized
capitalism’, in the manner of Gottschaich, as refiecting a purely temporary
stabilization of capitalism in the period 1924—9,7% and then attribute the
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political failures of the SPD in the following years of crisis to this erronecus
theoretical analysis. But if we take a longer view, and consider the whole
period from the 1920s to the 1970s, it seems to me that Hilferding’s general
theory should be regarded as substantially correct. Even in the economic
crisis of the 1930s most capitalist states did not experience that degree of
instability which would have allowed a significant revolutionary move-
ment to develop, and the principal result of the crisis was to promote a
further growth of state intervention which, as in the case of Roosevelt’s
New Deal, helped to ‘save capitalism’, to create the conditions in which it
was able to resume its rapid growth after 1945, and to make possible the
development of ‘welfare states’ and ‘mixed economies’. In so far as Hil-
ferding did make serious political misjudgments - and this would have to
be demonstrated by a more thorough and detailed study of his career — these
should be attributed, in my view, to the complexity, and from another
aspect the hopelessness, of the German situation, in a highly unfavourable
international context, rather than to fundamental weaknesses in his
theoretical analysis. The crucial features of German society were its
profound authoritarianism and nationalism, which the revolutionary
movement of 1918 (as Hilferding recognized) had failed to eradicate, or
even seriously diminish, because the right-wing SPD leaders did not
attempt to destroy the power of the old landowning and military groups;
and the total absence of an established and vigorous democratic
tradition.”® It was these social and cultural conditions which provided such
a favourable environment for the growth of the fascist movement,®® and
on the other hand made it a matter of vital importance for the Social
Democrats to uphold, so far as they could, the frail and weakly democracy
of the Weimar Republic.

v

By the mid 1930s, as the National Socialists consolidated their rule in
Germany and fascism was victorious in Austria, Hilferding, like other
Austro-Marxists and other SPD leaders, recognized the need for a more
revolutionary kind of politics, and the use of force, in order to oppose
fascism effectively.®! These preoccupations are clearly to be seen in his last,
unfinished work, Das historische Problem ®? a theoretical summation of
three decades of political thought and experience which encompassed two
world wars, the economic crisis of the 1930s, the triumph of fascism in
Germany and Austria, and the establishment of the Stalinist dictatorship
in the USSR. Hilferding now undertook a systematic revision of
his conception of the state, which he - along with other Austro-
Marxists®® — had long regarded as an increasingly independent element in
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the industrial and democratic societies of the West. He now recognized that
this independent power, rather than being used within a democratic system,
might be transformed into an instrument of total oppression.
Hilferding's new analysis of the state is presented briefly in an article,
‘State Capitalism or Totalitarian State Economy’ (1940), which discusses
the nature of Soviet society,®* and is developed more fully in Das
historische Problem. In the latter text he arpgues that ‘the political
superstructure of soctety is a power in its own right, with its own agencies,
its own tendencies and its own interests. The development of state power
accompanies the development of the modern economy.” And he continues:

The political problem of the postwar period consists in the change in
the relation of the state to society, brought about by the subordination
of the economy to the coercive power of the state. The state becomes
a lotalitarian state to the extent that this process of subordination
takes place . . %%

Later he observes that:

The subordination of all historically significant social processes to
the consciousness of the state, to the conscious will of the state,
means the suppression of those areas of social life which previously
were free from stale influence and were regulated by autonomous
laws.5®

Hilferding then turns to a critical exposition of the ‘Marxian in-
terprelation of history’, devoting particular attention to Marx’s conception
of the state, which did not ‘attribute to it any,independent power’,*” and to
the ‘most difficult probiem’ of ‘the relation between class interests and class
consciousness’. Here he discusses the long and complex historical process in
which particular interests undergo a transformation in consciousness, and
are ‘sublimated into general interests, with the result that the economic and
social demands of the group are transformed into a claim to rule society as
a whole’.8® The manuscript ends at the point where Hilferding embarks
upon an analysis of the problems of working class consciousness, and notes
in the first place that ‘nowhere has socialist conscicusness taken hoid of the
entire working class’.8® This was clearly the prelude to a discussion of the
reasons for the failure of the working class movement to oppose eflectively
the rise of fascism and the establishment, in diverse forms, of an unlimited,

despotic state power.

Finance Capital is one of the classical works of Marxist theory, and, as I
have tried to show in this introduction, it possesses far more than a purely
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historical interest for the present generation. The ideas which Hilferding
formulated here, and in some cases developed Ffurther in his later
writings — about the role of cartels and trusts, both nationally and
internationally, the influence of the banks, ‘organized capitalism’ as a stage
in the movement toward a socialized economy, the growth of the
‘interventionist state’ with its inherent potentiality for becoming a system
of total power, and the politics of imperialism — are all highly relevant in
the analysis of recent and current economic and political trends, and they
are more widely debated than at any time since the 1920s. Above all,
Hilferding’s book stands as a model for any renewed attempt to ‘attain a
scientific understanding . . . of the latest phase of capitalist development’ in
the vastiy changed circumstances of today, after a further seventy years of
tempestuous growth.



Finance capital



Preface

In the following pages an attempt will be made to arrive at a scientifig.
understanding of the economic characteristics of the latest phase of
capitalist development. In other words, the object is to bfing these

characteristics within the theoretical system of classical political economy

which begins with William Petty and finds its supreme expression in Marx.

The most characteristic features of ‘modern’ capitalism are those processes

of concentration which, on the one hand, ‘eliminate free competition’

through the formation of cartels and trusts, and on the other, bring bank

and industrial capital into an ever more intimate relationship. Through this

relationship ~ as will be demonstrated later — capital assumes the form of
finance capital, its supreme and most abstract expression.

The mystery which always surrounds the position of capital becomes
more jinscrutable than ever in this case, The distinctive movement of finance
capital, which seems to be independent, though in reality it is a reflection ;
the diverse forms which this movement assumes; the dissociation and
relative independence of this movement from that of industrial and
commercial capital — these are all processes which it becomes more urgent
to analyse the more rapidly finance capital grows, and the greater the
influence which it exercises on the current phase of capitalism. No
understanding of present-day economic tendencies, and hence no kind of
scientific economics or politics, is possible without a2 knowledge of the laws
and functioning of finance capital.

The theoretical analysis of these processes must therefore deal with the
interconnection of all these phenomena, and thus leads to an analysis of
bank capital and its relation to other forms of capital, Qur inquiry must
seek to discover whether the legal forms in which industrial enterprises are
established have a specific economic significance; and this is a problem to
the solution of which the economic theory of the joint stock company may
perhaps contribute. But in the relation of bank to industrial capital we only
observe in their most mature form the same relationships that can be
discerned in the more elementary forms of money and productive capital.
Thus there emerges the problem of the nature and function of credit, which
in turn can be dealt with only after the role of money has been ¢larified. This
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task was all the more important because, since the formulation of the
Marxian theory of money, many important problems have emerged,
particularly in the monetary systems of Holland, Austria and India, which
monetary theory up to now has apparently been incapable of resolving. It
was this situation which led Knapp, acute though he was in his appre-
ciation of the problems raised by modern monetary experience, to attempt
to set aside any kind of economic explanation, and replace it by a
terminology drawn from jurisprudence which can indeed provide no
explanation, and hence no scientific understanding, but may at least offer
the possibility of a neutral and unprejudiced description.* A more
thorough treatment of the problem of money was all the more necessary
because only in this way can we provide an empirical test of the validity of a
theory of value, which is fundamenial Lo any system of economics.
Furthermore, only a valid analysis of money enables us to understand the
role of credit and thereby the basic forms of the relations between bank and
industrial capital.

The plan of this study thus took shape of its own accord. The analysis of
money is followed by an inquiry into credit, and connected with these is the
theory of the joint stock company and the analysis of bank capital in its
relation to industrial capital. This leads in turn to an examination of the
stock exchange in its role as a ‘capital market’. The commodity market,
however, embracing as it does the activities of both money capital and
commercial capital, requires separate treatment. The progress of industrial
concentration has been accompanied by an increasing coalescence between
bank and industrial capital. This makes it imperative to undertake a study
of the processes of concentration and the direction of their development,
and particularly their culmination in cartels and trusts. The hopes for the
‘regulation of production’, and hence for fhe continuance of the capitalist
system, to which the growth of monopolies has given rise, and to which
some people attribute great significance in connection with the problem of
the trade cycle, require an analysis of crises and their causes. With this, the
theoretical part of the work is completed. But the developments studied at
this theoretical level also exert 2 powerful influence on the class structure of
society, and it seems desirable, therefore, in a concluding section of our
study, to trace their principal influences on the policies of the major classes
of bourgeois society.

Marxism has often been reproached with failing to advance economic
theory, and there is some objective justification for this reproof.
Nevertheless, it must be insisted that the failure is very easily explicable.
Economic theory, by virtue of the infinite complexity of its subject matter,
is among the most difficult of scientific enterprises. But the Marxist finds

*The reference is to G.F. Knapp, The State Theory of Money. [Ed.]
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himself in a peculiar situation; excluded from the universities, which afford
the time required for scientific research, he is obliged to defer his scientific
work to those leisure hours which his political struggles may spare him. To
demand of active participants in a struggle that their labours on the
mansion of science should progress as rapidly as those of more peaceful
builders would be quite unjust if it did not indicate at the same time a
healthy respect for their creative capacity.

In view of the numerous methodological controversies of recent times,
my treatment of economic policy merits perhaps a brief word of
explanation, if not of justification. It has been claimed that the study of
policy is normative, and determined in the final analysis by valuations; and
that, in as much as such value judgments do not belong to the realm of
science, the study of policy questions lies outside the domain of scientific
investigation. Naturally, it is impossible here to enter fully into the
epistemological controversies about the relation of the normative discip-
lines to the explanatory sciences, of teleology to causality, and I omit such a
discussion all the more readily since Max Adler has thoroughly in-
vestigated the problem of causality in the social sciences in the first volume
of the Marx-Studien.® Here it is enough to say that so far as Marxism is
concerned the sole aim of any inquiry — even into matters of policy — is the
discovery of causal relationships. To know the laws of commodity-
producing society is to be able, at the same time, 1o disclose the causal
factors which determine the willed decisions of the various classes of this
society. According to the Marxist conception, the explanation of how such
class decisions are determined is the task of a scientific, that is to say a
causal, analysis of policy. The practice of Marxism, as well as its theory, is
free from value judgments.

Itis therefore false to suppose, as is widely done intra et extra muros, that
Marxism is simply identical with socialism. In logical terms Marxism,
considered only as a scientific system, and disregarding its historical effects,
is only a theory of the laws of motion of society. The Marxist conception of
history formulates these laws in general terms, and Marxist economics then
applies them to the period of commodity production. The socialist
outcome is a result of tendencies which operate in the commodity
producing society. But acceptance of the validity of Marxism, including a
recognition of the necessity of socialism, is no more a matter of vaiue
judgment than it is a guide to practical action. For it is one thing to
acknowledge a necessity, and quite another thing to work for that
necessity. It is quite possible for someone who is convinced that socialism
will triumph in the end te join in the fight against it. The insight into the

* The reference is to Max Adler, Kausalitar und Teleologie im Streite um die
Wissenschaft (1904). [Ed.]
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laws of motion which Marxism gives, however, assures a continuing
advantage to those who accept it, and among the opponents of socialism
the most dangerous are certainly those who partake most of the fruits of its
knowledge.

On the other hand, the identification of Marxism with socialism is easy to
understand. The maintenance of class rule depends upon the condition that
its victims believe in its necessity. Awareness of its tramsitory character
itself becomes a cause of its overthrow. Hence the steadfast refusal of the
ruling class to acknowledge the contribution of Marxism. Furthermore, the
complexily of the Marxist system requires a difficult course of study which
will be undertaken only by those who are not convinced in advance that it
will prove either barren or pernicious. Thus Marxism, although it is
logically an objective, value-free science, has necessarily become, in its
historical context, the property of the spokesmen of that class to which its
scientific conclusions promise victory. Only in this sense is it the science of
the proletariat, in contradistinction to bourgeois econcomics, while at the
same time it adheres faithfully to the requirements of every science in its
insistence upon the objective and universal validity of its findings.

The present work was ready in its main outlines four years ago, but
extraneous circumstances have repeatedly delayed its completion.
However, I must permit myself the comment that the chapters dealing with
monetary problems were finished before the appearance of Knapp’s work,
which led me to make only minor changes and to add some critical remarks.
These chapters are also the most likely to present difficulties, for in
monetary matters, unfortunately, not only pleasure but alse theoretical
understanding is soon exhausted, as Fullarton was well aware when he
lamented:

i

The truih is that this is a subject on which there can never be any

efficient or immmediate appeal to the public at large. It is a subject on

which the progress of opinion has been and always must be exceed-
ing slow.*

Matters have certainly not improved since then. I hasten to assure the
impatient reader, therefore, that once the preliminary discussion has been
mastered, the rest of the study should not give rise to any complaints about
difficulties of comprehension.

Berlin-Friedenau, Christmas 1909 Rudolf Hilferding

*]. Fullarton, On the Regulation of Currencies (1845), p. 5-[Ed.]
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Money and credit
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The necessity of money

In principle the human productive community may be constituted in either
of two ways. First, it may be consciously regulated. Whether its scale is that
of a self-sufficient patriarchal family, a communistic tribe, or a socialist
society, it creates the organs which, acting as the agents of social
consciousness, fix the extent and methods of production and distribute the
social product thus obtained among the members. Given the material and
man-made conditions of production, all decisions as to method, place,
quantity and available tools involved in the production of new goods are
made by the pater familias, or by the local regional or national commissars
of the socialist society. The personal experience of the former gives him
a knowledge of the needs and productive resources of his family; the latter
can acquire a like knowledge of the requirements of their society by means
of comprehensively organized statistics of production and consumption.
They can thus shape, with conscious foresight, the whole economic life of
the communities of which they are the appointed representatives and
leaders in accordance with the needs of the members. The individual
members of such a community consciously regulate their productive
activity as members of a productive community. Their labour process and
the distribution of their products are subject to central control. Their
relations of production are directly manifest as social relations, and the
economic relations between individuals can be seen as being determined by
the social order, by social arrangements rather than by private inclination.
Relations of production are accepted as those which are established and
desired by the whole community.

Matters are different in a society which lacks this conscious organization.
Such a society is dissolved into a large number of mutually independent
individuals for whom production is a private matter rather than a social
concern. In other words, its members are individual proprietors who are
compelled by the development of the division of labour to do business with
one another. The act by which this is accomplished is the exchange of
commodities. It is only this act which establishes connections in a society
otherwise dismembered into disparate units by private property and the
division of labour. Exchange is the subject matter of theoretical economics
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only because, and to the extent that, it performs this mediating function in
the social structure. It is of course true that exchange may also take placein
a socialist saciety, but that would be a type of exchange occurring only after
the product had already been distributed according to a socially desired
norm. It would therefore be merely an individual adaptation of the
distributive norm of society, a personal transaction influenced by
subjective moods and considerations. It would not be an object for
economic analysis. It would have no more importance for theoretical
analysis than does the exchange of toys between two children in the
nursery, an exchange which is fundamentially different in character from
the purchases made by their fathers at the toy shop. For the latter is only
one element in the sum of exchanges by which society realizes itself as the
productive community which it really is. A productive community must
express iiself in such acts of exchange because only in this way can the unity
of society, dissolved by private property and the division of labour, be
restored.

Just as Marx said that a coat is worth more within the exchange
relationship than outside it, so we may say that exchange has far greater
significance in one social context than in another.! It becomes a distinctive
social force when it supplies the integrating factor in a society in which
private property and the division of labour have dissociated individuals
and yet made them interdependent. Only in a society of this type does it
acquire the function of assuring the social life process. The outcome of
completing all possible acts of exchange in such a society is what would
have been accomplished in a communist, consciously planned, society by
the central authorities; namely, what is produced, how much, where, and
by whom. In short, exchange must allocate among the producers of
commodities what would be allocated to the members of a socialist society
by the authorities who consciously regulate production, plan the labour
process, and so on. The task of theoretical economics is to discover the law
which governs this type of exchange and regulates the course of production
in a commodity producing society, just as the laws, decrees and directives
of the authorities regulate production in a socialist society. The difference
between the two systems is that in a commodity producing society
econommic law is not directly imposed on production by the deliberations of
human intelligence, but operates in the manner of a natural law, having the
force of a ‘natural social necessity’.®

In addition, exchange must also provide the answer to another question:
whether production is to be undertaken by the independent artisan or by
the capitalist enirepreneur? The answer to this question is to be found in
the change in the exchange relationship with the development from simple
commodity production to capitalist production. The act of exchange itself
differs qualitatively only as between different social systems; for instance,
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between the socialist and the commodity producing society. In a com-
modity producing society the act of exchange is qualitatively uniform,
however much the quantitative ratios at which goods exchange may vary.
In such a society, an objective sccial factor constitutes the basis of exchange
relations: the socially necessary labour time embodied in the things
exchanged. In communist society, on the other hand, the only basis of
exchange is a subjective equalization, an equal desire. Under such
conditions, exchange is purely accidental and is not therefore a possible
object of investigation for theoretical economics. Not being susceptible to
theoretical analysis, it can be grasped only in psychological terms. But since
exchange always appears as a quantitative ratio between two things, people
do not notice the difference.?

The act of exchange becomes the necessary mediator in the circulation of
social goods because their circulation is itself a social necessity. A single or
isolated exchange may be purely fortuitous, but exchange becomes a
general and established practice if it makes possible the social circulation of
goods and ensures the productive and reproductive processes of society.
Social production is thus a condition of exchange among individuals, and
only in this way are they integrated into society and enabled to share in the
agpregate social product which has to be distributed among them. This
situation removes an act of exchange from the sphere of the accidental, the
arbitrary and the subjective, and raises it to the level of the uniform, the
necessary and the objective. And as a condition of the social circulation of
goods, it is also a vital necessity to every individual. A society based upon
private property and the division of labour is only possible by virtue of this
exchange relationship among its members; it becomes a society through
exchange, which is the only social process it recognizes from an economic
standpoint. Only in this society does the exchange act become the object of
a specific analysis, which asks how the exchange act, as a means of
circulating social goods, arises.

Exchange converts a good into a commodity, an object no longer
intended for the satisfaction of an individual need or brought into existence
and vanishing with that need. On the contrary, it is intended for society,
and its fate, now dependent on the laws which govern the social circulation
of goods, can be far more capricious than that of Odysseus; for what is one-
eyed Polyphemus compared with the argus-eyed customs officials of
Newport, or the fair Circe compared with the German meat inspectors? It
has become a commedity because its producers participate in a specific
social relationship in which they have to confront each other as inde-
pendent producers. Originally a natural, quite unproblematic thing, a good
comes to express a social relation, acquires a social aspect. Itis a product of
labour, no longer merely a natural quality but a social phenomenon, We
must therefore discover the law which governs this society as a producing
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and working community. Individual labour now appears in a new aspect,
as part of the total labour force over which society disposes, and only from
this point of view does it appear as value-creating labour.

Exchange is thus accessible to analysis because it not only satisfies
individual needs, but is also a social necessity which makes individual need
itsinstrument while at the same time limiting its satisfaction. For a need can
be satisfied only to the extent that social necessity will permit. It is of course
a presupposition, for human society is inconceivable without the satisfac-
tion of individual needs. This does not mean, however, that exchange is
simply a function of individual need, as indeed it would be in a collectivist
economy, but that individual needs are satisfied only to the extent that
exchange allows them to participate in the product of society. It is this
participation which determines exchange. The latter appears to be simply a
quantitative ratio between two things,* which is determined when this
quantity is determined. The quantity which is turned over in exchange,
however, counts only as a part of social production, which itself is
quantitatively determined by the labour time that society assigns to it.
Society is here conceived as an entity which employs its collective labour
power to produce the total output, while the individual and his labour
power count only as organs of that society. In that role, the individual
shares in the product to the extent that his own labour power participates,
on average, in the total labour power (assuming the intensity and
productivity of labour to be fixed). If he works too slowly or if his work
produces something useless (an otherwise useful article would be con-
sidered useless if it constituted an excess of goods in circulation), his labour
power is scaled down to average labour time, i.e. socially necessary labour
time. The aggregate labour time for the total product, once given, must
therefore find expression in exchange. o its simplest form, this happens
when the quantitative ratios between goods exchanged correspond to the
quantitative ratios of the socially necessary labour time expended in their
production. Commodities would in that case exchange at their values.

In fact, this can happen only when the conditions for commodity
production and exchange are equal for all members of society; that is to
say, when they are all independent owners of their means of production
who use these means to fabricate the product and exchange it on the
market, This is the most elementary relationship, and constitutes the
starting point for a theoretical analysis. Only on this basis can later
modifications be understood; but they must always satisfy the condition
that, whatever the nature of an individual exchange may be, the sum of
exchange acts must clear the market of the total product. Any modification
can be induced only by a change in the position of the members of society
within production. In fact, the modification must take place in this manner
because production and the producers can only be integrated as a social
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unit through the operation of the exchange process. Thus the expropriation
of one section of society and the monopolization of the means of
production by another modify the exchange process, because only there
can the fact of social inequality appear. However, since the exchange
relationship is one of equality, social inequality must assume the form of a
parity of prices of production rather than an equality of value. In other
words, the inequality in the expenditure of labour (which is a matter of
indifference to capitalists gince it is the labour expenditure of others) is
concealed behind an equalization of the rate of profit. This kind of equality
simply underlines the fact that capital is the decisive factor in a capitalist
society. The individual act of exchange no longer has to satisfy the
requirement that units of labour in exchange shall be equal, and instead the
principle now prevails that equal profits shall accrue to equal capitals. The
equalization of labour is replaced by the equalization of profit, and
products are sold not at their values, but at their prices of production.

If the exchange act may thus be regarded as a creation of society, it is no
less true to say that both society and the individual become aware of this
only after exchanges have been completed. The work of an individual is,
first and foremost, his own individual endeavour, motivated by his own
self-interest. It is his personal labour, not the labour of society. But whether
or not it conforms with the requirements of the total circulation of goods,
of which his labour is necessarily a compaonent part, can be determined only
when all the component elements have been compared and the aggregate
requirements of that circulation have been completely satisfied.

Commodities are the embodiment of socially necessary labour time. But
labour time as such is not expressed directly, as it is in the society envisaged
by Rodbertus, in which the central authority establishes the unit of labour
time which it will accept as valid for each commodity. Labour time is
expressed only in the exchange commensurability of two articles. Thus the
value of an article, i.e., its average time of production, is not expressed
directly as eight, ten or twelve hours, but as a specific quantity of another
article. In other words, a natural object with all its material attributes
expresses the equivalent value of another thing. For example, in the
equation, one coat equals twenty metres of linen, the twenty metres of linen
are the equivalent of one coat simply because both are embodiments of
socially necessary labour time. It is in this sense that all commodities are
commensurable.

The value of an article is a social relationship and is always represented in
terms of another article regardless of the differences in their respective use
values. Such a definition of value is implicit in, and inseparable from, the
nature of commodity production. A use value belonging to one person
becomes a commodity and then a use value to another person, thereby
giving rise to the social relationship peculiar to members of a
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commodity producing society in which all are under the same com-
pulsion to exchange their goods. The producer does not learn whether his
commodity really satisfies a social need or whether he has made the correct
use of his labour time until after the completion of the exchange. The
confirmation that he is a fully-fledged member of a commodity producing
society does not come to him from some person authorized to speak in its
name, and able to criticize, approve or reject his work, as the merchant
might do with his weavers. The only proof he has of his usefulness as a
member of society is another article which he obtains in exchange for his
own. Society entrusts its destiny to things, rather than to people and its own
collective consciousness; and notwithstanding Stirner’s views to the
contrary this is the reot of its anarchy. The thing which can give the
producer this assurance must therefore have the necessary authorization to
speak in the name of society. It obtains this authorization in precisely the
same way as other agents receive their authorization, by the common
action of those who confer it. Just as people meet and authorize someone
from among their own number to take specific action on their behalf, so
commodities must meet to authorize a single commodity to confer full or
partial citizenship in the world of commodities. The act of exchange is the
occasion for such a meeting of commodities. The social activity of
commodities on the market is to capitalist society what colleciive
intelligence is to a socialist society. The consciousness of the bourgeois
world is concentrated in the market report. It is only after the successful
completion of the exchange that the individual can have any insight into the
process as a whole, or any guarantee that his product has satisfied a social
need, as well as the incentive to begin his production anew. The object
which is thus authorized by the common action of commodities to express
the value of all other commodities is — money. The authority of this
particular commodity develops along with the development of the
exchange of commaodities.

A and B, as owners of commodities, may begin a social relationship
merely by exchanging their products, say a coat for twenty metres of linen.
As the production of commodities becomes the general rule, the tailor must
perforce satisfy all his needs by exchange. Instead of limiting this
relationship to the maker of linen, he now develops similar arrangements
with many other people. One coat may be worth twenty metres of linen ; but
it is also worth five pounds of sugar, ten pounds of bread etc. As all
commodity producers engage in transactions of this type, there emerges a
pattern of numerous exchange equations by which commodities are paired
off and their value measured against one another. In the development of
this process, commodities gradually come to measure their respective
values, with increasing frequency, by a single commodity, thus making
that commodity a general standard of value,
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A simple expression of value, e.g., one coat equals twenty metres of linen,
already expresses a social relationship, but one which may be quite
accidental or isolated. In order to be a genuine expression of a social reality,
it must first lose its isolated character. When the production of com-
modities becomes the universal form of production, the social circulation
of goods, and hence the social interdependence among workers asserts
itself in innumerable acts of exchange and value equations. The concerted
action of commeodities in exchange transforms private, individual and
concrete labour time into the general, socially necessary and abstract
labour time which is the essence of value. As the value of commodities
comes to be measured in multifarious exchanges, so it comes to be
measured increasingly in terms of a single commodity, and this needs only
to become established as the standard of value in order to become money.

The exchange of values is essential to production and reproduction in a
commodity producing society. Only in this way is private labour socially
recognized, and a relationship between things turned into a relationship
between producers. However exchange takes place, whether directly or
through the medium of money, it is necessarily an exchange of equivalent
values. As a value, therefore, money is like any other commodity, and the
necessity for it to have value arises directly out of the nature of the
commeodity producing society.®

Money is a commodity like all other commodities and thus
embodies value, but it is differentiated from all other commodities by being
the equivalent of all of them and thus expressing their value. It acquires that
status as a result of the whole process of exchange.® It becomes the
legitimate standard of value. The money commeodity, a substance with all
its natural characteristics, is now the direct expression of value, of this
quality which only arises from the social relations of commodity pro-
duction and their embodiment in objects. It can now be seen how the
necessity for a common measure of value — in which the value of every
other commodity is directly expressed, and with which every commodity
can consequently be directly exchanged —arises from the process of
exchange, from the need continually to equate commodities with each
other. Money is, therefore, on the one hand a commodity, but on the other
hand it is always forced into the unique position of acting as a general
equivalent for all the others. This has happened through the action of all
other commodities, which bave legitimated it as their sole and universal
equivalent.

The exchange value of all commodities is thus expressed in a socially
valid form, in the money commodity, in a definite quantity of its use vaiue.
Through the reciprocal action of all other commodities, which are measured
by it, the money commodity appears as the direct embodiment of socially
necessary labour time. Money is thus ‘the exchange value of commodities
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as a particular, exclusive commodity’.” All commodities thus acquire a
standardized social position through their transformation into money.

Just as, according to Ernst Mach, the ego is merely a focal point for an
infinite variety of sensations, from the interplay of which it forms a picture
of the world, so money is a knot in the skein of social relationships in a
commodity producing society, a skein woven from the innumerable
threads of individual exchanges. In money, the social relationships among
human beings have been reduced to a thing, a mysterious, glittering thing
the dazzling radiance of which has blinded the vision of so many economists
when they have not taken the precaution of shielding their eyes against it.

In so far as commodities come into relation with each other in the
exchange process they are reduced to products of socially necessary [abour
time and, as such, are equal. The bond which ties a commodity, as a use
value, to some particular individual need is severed while it is in circulation,
where it counts only as an exchange value. It resurnes its role as a use value
and re-establishes its relevance to another individual need only after the
process of exchange has been completed. As an exchange value, however, a
commodity finds its immediate expression in money, the use value of which
is nothing but the embodiment of socially necessary labour time, that is,
exchange value. Money, therefore, makes the exchange value of a
commodity independent ofits use value. Only the transformation of money
into a good realizes the use value of the good. As a use value it then leaves
the sphere of circulation and enters that of consumption.

Money can serve as a general equivalent for all commodities only
because it is itself a commodity, that is, exchange value. But asan exchange
value, any commodity can serve as a standard of value for all other
commodilies. Hence, it is only when commodities, by common action,
align themselves with one special commedity that it can become an
adequate expression of exchange value, or universal equivalent. The fact
that all commodities are exchange values means that the producers in this
society atomized by the division of labour and private property — which
nevertheless forms a production community despite the fact that it does not
POSSess a common consciousness — have a relationship to each other only
through the medium of their material products. This becames evident in the
fact that the products of their labour, as exchange values, merely represent
different fractions of the same object — money. General labour time, the
economic expression of the productive community, and indeed its essential
feature, thus appears as a unique object, a commodity alongside, and yet
distinct from, all other commodities.

A commodity enters the process of exchange as a use value, having
proved that it can satisfy a need to the extent required by society. It then
becomes an exchange value for all other commodities which fulfil the same
condition. This symbolizes its conversion into money, as the expression of
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exchange value in general. In becoming money, it has become the exchange
value for all other commodities. The commodity must therefore become
money, because oaly then can it be expressed socially, as both use value and
exchange value; as the unity of both which it really is. However, since all
commodities transform themselves into money by divesting themselves of
their use values, money becomes the transformed existence of all other
commodities. Only as a result of this transformation of all other
commodities into money does money become the objectification of general
labour time, that is, the product of the universal alienation and suppression
(Aufhebung) of individual labours.

The necessity of money thus arises from the nature of commodity
producing society, which derives its law from the exchange of commodities
as products of socially necessary labour time. Tt arises from the fact that the
social relationship of the producers is expressed as the price of their
products, which prescribes their share in the production and distribution of
the product. The law of price is the regulative principle of this society, the
distinctive feature of which is that it requires a commodity as a means of
exchanging commodities, since only a commodity embodies socially
necessary labour time. The need for the means of exchange to have value
follows directly from the character of a society in which goods have become
commodities and must be exchanged as such. ‘The very same process which
makes commodities out of goods, turns the commodity into
money.” Social association is thus brought about unconsciously through
the exchange of commeodities, and the confirmation that this has taken
place in an appropriate way is provided by the same process of exchange.
But the confirmation comes only after the process of production, which
had already established this social association, is finished and unalterable.
The anarchy of the capitalist mode of production consists in the fact that
there is no conscious organization of production in advance to accomplish
its goal. For the individual members, conscious only of themselves and not
of socicty as a whole, social association appears to be a natural law,
functioning independently of the will of the participants, although it exists
only because of their own unconscious social action. Their action indeed is
never conscious and purposive with respect to social association, but only
with respect to the satisfaction of individual needs. In this sense it may be
said therefore that the necessity to mediate exchange through money, that
is, through a substance which is valuable in itself, arises from the anarchy of
commodity producing society.

While money is thus, on the one hand, a necessary product of cormmodity
exchange, it is, on the other hand, the condition for generalizing the
exchange of products as commodities. It renders commodities directly
commensurable by becoming their standard of value. This is because, as
value, it is the same as the commeoedities, and within the value form their
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opposite; an equivalent which has the form of a use vaiue in which
[exchange] value is expressed.

Money thus criginates spontaneously in the exchange process and
requires no other precondition. The exchange process makes that com-
modity into money which is best qualified for the role by its natural
attributes. The use value of this commodity, of goid for example, makes it
money material. Gold is not money by nature (but only due to a definite
structure of society) ; but money is by nature gold. Neither the state nor the
legal system determines arbitrarily what the nature or medium of money
shall be. Their primary function is to coin money. The state changes
nothing except the units into which gold is divided. While at first these
were distinguished or measured according to weight, they are now classified
according to another arbitrary standard, necessarily based upon conscious
agreement. Since the supreme conscious organization in a commodity
producing society is the state, it falls to the state to sanction this
agreement. so that it shall be generally accepted throughout society. Its
procedure in this instance is the same as in establishing any other standard,
for example, a measure of length, Only in this case, since it is a standard of
value that is involved, and value always inheres in a particular thing, and in
every such thing according to the time devoted to its production, the state
must also declare what the thing, the money substance, shall be. The
standard is valid only within the area covered by the agreement, for
example, within the boundaries of the state, outside of which it becomes
unacceptable. On the world market gold and silver are accepted as money,
but they are measured in terms of their weight.®

In the absence of state intervention an agreement with respect to a
specific money can also be worked out by private persons — for example, by
the merchants of a city — in which case, of course, it is valid only within the
jurisdiction of the group.®

Gold is therefore divided up in some way by the state, and every piece is
stamped with the government seal. All prices are then expressed in terms of
this standard. The state, then, has established the unit of price. As a
standard of value, the value of gold, because it is a commodity and hence
value, embodying socially necessary labour time, varies with any alteration
in its time of production. As a measure of price, however, it is divided into
pieces of equal weight, and this division is by definition invariable. The
state coinage is simply a guarantee that a piece of coined money contains a
specified weight of the money material; for example, gold. It is also an
important technical simplification, since money need no longer be weighed,
but only counted. Any quantity of value required in exchange can then be
conveniently supplied.

2

Money in the circulation process

The circulation process takes the form: Commodity - Money ~ Com-
modity, or C-M~C. In this process the social exchange of goods is
completed. A sells a commodity which does not have use value for him, and
then buys another which does. In this process, money simply furnishes the
evidence that the individual conditions of production for any single
commodity coincide with the general conditions of social production. The
essential purpose of the process, however, is the satisfaction of individual
wants through general exchange of commodities. A commodity is
exchanged for another of equal value. The latter is then consumed and
disappears {rom circulation.

While commodities are continuously disappearing from circulation,
money continues to circulate without interruption. The place formerly
occupied by a commodity is merely taken by a unit of money of equal
value. The circulation of money, therefore, really consists of a rotation of
commodities. The question thep arises as to the quantity of money required
in circulation. This involves asking what is the real relation between money
and commodities. The quantity of circulating media is determined
primarily by the aggregate price of commodities. Given the quantity of
commodities, changes in the quantity of money in circulation follow the
fluctuations of commodity prices, regardless of whether such price changes
arise fromreal changes in value or only from fluctuations of market prices. *
Such is the rule when sales and purchases take place in the same locale. If,
on the other hand, they constitute a sequential series, the following
equation holds good: the sum of commodity prices, divided by the velocity
of circulation of a unit of money, equals the total quantity of money serving
as a medium of exchange. The law that the quantity of the medium of
exchange is determined by the sum of the prices of commodities in
circulation and the average velocity of circulation of money can also be
expressed by saying that ‘given the sum of the values of commodities and
the average rapidity of their metamorphosis, the quantity of precious metal
current as money depends on the value of that precious metal’,2

We have seen that money is a social relationship expressed in the form of
an object. This object serves as a direct expression of value. In the sequence
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C-M-C, however, the value of a commodity is always exchanged for the
value of another commodity, and money is a transilory form or a mere
technical aid, the use of which causes expense which should be avoided as
far as possible. Simultaneously with money itself arises the effort to
dispense with money.> Money provides circulation with a value-crystal
into which a commodity can be converted, only to be subsequently
dissolved into the equivalent value of another commeodity.*

Money can be dispensed with as an expression of eqmvalence Butitis
indispensable as a symbol of value because it is a necessary means of gwmg
society’s sanction to the value of a commodity. Thafiks to money, it is
possible for value to be reconverted from its monetary form into any other
commodity. However, since the monetary expression of value is ephemeral,
and unimportant in itseif (except when the process C—-M~C is interrupted
and the money itself has to be stored for a longer or shorter time in order to
make possible the completion of the M—C sequence at a later date), what is
important for our purpose is the social aspect of money - its quality of

being the value equivalent of a commodity. This social aspect of money

finds its palpable expression in the substance used as money: for example,
gold. But it can also be expressed directly through conscious social
regulation or, since the state is the conscious organ of commodity
producing society, by state regulation. Hence the state can designate
any token - for example, a piece of paper appropriately labelled —as a
representative of money, a money token.

It is clear that tokens of this type can only function as a medium of
circulation between two commodities; they are useless for other purposes.
Their entire work is done in circulation where money, as a form of value, is
always a temporary transition stage to the value of a commodity. The
volume of circulation is extremely variable because, given the velocity of
circulation of money, it depends, as we know, upon the sum total of
prices. This sum changes constantly, and is affected particularly by the
periodic fluctuations within the annual cycle (as when farm products enter

{ the market at harvest time, increasing the sum of prices), and by the cyclical
fluctuations of prosperity and depression. Hence, the volume of paper
{ money must always be kept down to the minimum amount of money
required for circulation.® This minimum can, however, be replaced by
* paper, and since this amount of money is always necessary for circulation
there 15 no need for gold to appear in its plage. The state can therefore make
paper money legal tender. In other words, within the limits set by the
minimum required for circulation, a consciously regulated social re-
, lationship can take the place of a relationship which is expressed through
,an object. All this is possible because metallic money, although concealed
- in a material garb, is itself a social relation. Unless this is understood, we
»cannot hope to understand the nature of paper money.® We have already
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scen how the anarchy of the commodity producing society generates the
/ need for money. The anarchy is more or less eliminated with respect to the
‘minimum required for circulation. A certain minimum of commodities with
/‘ a given value must be bought and sold whatever the circumstances. The
¢ exclusion of the effects of anarchic production manifests itself in the
possibility of replacing gold by mere value tokens.
i Nevertheless, the minimum of circulation places a definite limit on this
! kind of conscious control. The-tnoney token can serve as a full-fledged
- substitute for money, and paper can serve as a token far gold, only within
the limits thus set. Since the volume of circulation fluctuates constantly, the
.use of paper money must be accompanied by a perpetual ebb and flow of
. gold in circulation. Where this is not possible a discrepancy arises between
i the nominal value of paper money and its actual value, or in other words,
rdepreciation of the paper money.

In order to understand this process let us first envisage a system of pure
paper currency (as legal tender). Let us assume that, at a given time,
circulation requires 5,000,000 marks for which 36.56 pounds of gold would
be needed. We should then have a total circulation as follows; 5,000,000
marks in C -5,000,000 marks in M —5,000,000 marks in C. If paper tokens
were substituted for gold, their sum would have to represent the total value
of commodities (5,000,000 marks in this case) whatever their nominal
value. In other words, if 5,000 notes of equal value were printed, each note

_\_ would be worth 1,000 marks; if 100,000 notes were printed, each would be
" worth 50 marks. If the velocity of circulation remained constant and the

sum of prices were to double without any corresponding change in the
quantity of paper money, the value of the paper would rise to 10,000,000
marks; per contra, if the sum of prices were to decline by one half, the value
of the paper would fall to 2,500,000 marks. In other words, under a system
of pure legal-tender paper currency, given a constant velocity of circu-
lanon the value of paper money is determined by the total price of all the
' commodities in circulation. The value of paper money in such circum-
stances is completely independent of the value of gold and reflects directly
the value of commaodities, in accordance with the law that its total amount
represents value equal to the sum of commodity prices divided by the
number of monetary units of equal denomination in circulation. It is
obvious that paper money can appreciate as well as depreciate in relation to
its original value.

Naturally, not only paper but a more valuable material, say silver, can
also function as a money token. If a depreciation of silver results from a fall
in its cost of production, the silver price of commodities will rise, but their
price in terms of gold, other things being equal, will remain unchanged. The
depreciation of silver would be reflected in its exchange rate with gold, and
the degree of depreciation could be measured by the exchange rate

}
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obtaining between a silver currency country and a gold currency country.
Under a system of free coinage, the depreciation of the legal-tender silver
would be equal to the depreciation of the uncoined bullion. But this would
not be the case if free coinage were suspended.” If, in the latter
circumstances, there were an increase in the aggregate price of commodities
in circulation, say from 5,000,000 marks to 6,000,000 marks, and if the
silver used in circulation had a value of only 5,500,000 marks, the value of
silver coins in circulation would appreciate until their sum was equal to
6,000,000 marks. In other words, their value as currency would exceed their
bullion value. If we accept the foregoing explanation, phenomena which
seemed inexplicable to such eminent monetary theorists as Lexis and
Lotz -namely, the appreciation of the Dutch and Austrian silver guilder,
and later of the Indian rupee, above their bullion value — cease to be a
mystery.®

The proof that value is a purely social category is thus supplied by the
fact that the value of paper money is determined by the value of the total
quantity of commodities in circulation. A mere slip of paper, worthless in
itself, but discharging the social task of circulating commodities, thereby
acquires a value which is out of all proportion to its negligible .value as
paper. Just as the moon, long since extinguished, is able to shine only
because it receives light from the blazing sun, so paper has a value only
because commodities are impregnated with value by social labour. It is
therefore a reflection of labour value which converts paper into money just
as it is reflected sunlight which enables the moon to shine. The lustre of
commodity value is to paper currency what the rays of the sun are to
moonlight.

Austria had an inconvertible paper currency from 1859. Silver guilders
were at 4 premium in relation to paper. More paper was issued.than was
required in circulation. A condition was thus brought about similar to the
one described above. The purchasing power of 2 guilder no longer
depended on the value of silver, but on the value of comrnodities in cir-
culation. If the value of the quantity of commodities in circulation equal-
led 500,000,000 guilders but 600,000,000 paper guilders were pr.inted, the
paper guilders would then purchase the same volume of commodities as were
formerly purchased by 5/6ths of that quantity of paper money. As a result
silver gnilders became, in effect, commodities. Paper guilders were used for
most purchases while silver guilders were sold abroad; the latter fetched
6/5ths of a paper guilder and with the proceeds one could then repay debts
previously contracted in silver. As a result silver disappeared from
circulation.

A change in the ratio of silver to paper guilders may take place in twp
ways. If the value of silver guilders remains fixed, the ratio could change if
the turnover of commodities were to increase as a result of the development
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of commodity circulation. If there were no new issue of paper money to
meet the increased demand, the paper guilder could regain its former value
as soon as the volume of commodities in circulation required 600,000,000
guilders for its disposal. The paper guilder could also appreciate above its
former value if there were a continued increase in the volume of commodities.
Thus, if they required 700,000,000 guilders and only 600,000,000 paper
guilders were available in circulation, the paper guilder would appreciate to
7/6ths of the value of the silver guilder. If free coinage were in force, people
would continue to coin silver until a quantity of silver guilders would enter
circulation which, together with the paper guilders, would amount to
700,000,000, If that happened, there would be a restoration of parity as
between paper and silver guilders, and with a continuation of free coinage,
paper guilders would no longer be governed by the value of commodities,
but by the value of silver. In a word, they would resume their function as
silver tokens.

The same result, however, can come about in another way. Let us assume
that the circulation of commodities does not change. In that case, the paper
guilder would be rated at 5/6ths of the silver guilder. Now let us irnagine that
there is a decline in the value of silver, say by 1/6th. Silver guilders would
then have the same purchasing power as paper guilders. The silver premium
having disappeared, the silver would now remain in circulation. If silver
continued to decline, say by 2/6ths of its former value, it would be
profitable to purchase silver and coin it in Austria. This would continue
until the sum of both paper and silver had grown large enough for the
requirements of circulation, in spite of the 2/6ths reduction in the
purchasing power of silver. We assumed an original value of 500,000,000
guilders in commodities, and 600,000,000 paper guilders in circulation. The
latter thereforec had 5/6ths of the value of the original guilders. Silver
guilders, rated at 4/6ths of their former purchasing power, then enter the
process. To circulate commodities, we therefore need 6/4 times 500,000,000
guilders or 750,000,000 guilders. This would consist of 600,000,000 paper
guilders and 150,000,000 newly minted silver guilders. If the state wishes to
prevent any further depreciation of its currency it need only suspend the free
coinage of silver. Guilders would then become independent of the price of
silver. Their value would be pegged at the previous level, 5/6ths of the value
of the original guilder. The decline in the value of silver would not be
expressed in the silver currency.

This analysis contradicts the traditional theory according to which a
silver guilder is only a piece of silver, weighing 1/45th of a pound, which
maust therefore have the same value under all circumstances. But this is
easily explained by bearing in mind that, when coinage is suspended, the
value ol money simply refiects the total value of commodities in circulation.
According to our assumption, silver declined by 2/6ths, but the Austrian
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guilder fell by only 1/6th as assumed at the beginning of our inquiry. Hence,
the Austrian silver guilder still in circulation will stand 1/6th higher than
the price of an equal quantity of silver bullion. In other words, it will be
over-valued. Such a state of affairs actually occurred in Austria in the middle
of 1878. It was caused, on the one hand, by the fact that the value of paper
guilders was forced up by the expansion of circulation without any
corresponding increase in the quantity of paper money: and, on the other
hand, by the decline in the value of silver, evidenced in the fall of the price of
silver in London.

Schematic though this analysis may be, it does full justice to the realities
of the problem. Free coinage of silver was introduced in the Netherlands in
May 1873. The coined silver money increased appreciably in value at the
same time as silver bullion depreciated in relation to gold.

Whilst at the beginning in 1875 the price of silver in London fell to
about 574 pence, the rate of exchange for Dutch money stood at only
11.6 guilder for one pound sterling instead of 12 guilder as heretofore.
This showed that the value of the Dutch guilder had risen by aboul 10
per cent above the value of the silver it contained.’

The 10-guilder coin was first introduced as legal tender in 1875.

Already in 1879, the value of the silver in the guilder was only
05.85 kreuzer, and this figure fell further in 1886 to 91.95 kreuzer,
and to 84.69 kreuzer in 1891.1°

The development of the Austrian currency system is briefly described in

the following passage:
3

The currency of the Monarchy was established by the patents of 19
September 1857 and 27 September 1858. From 1 November 1858
there existed legally, and at first also in practice, a silver currency
based on a standard unit of 45 guilders per metric pound of fine
silver (90 guilders or florins per kilogram). Conversion into silver
through the bank of issue persisted only for a short while, until the
end of 1858, Moreover, in consequence of the prolonged critical
political and financial situation [Which had as a consequence an over-
issue of notes—R. H.] prevailing until 1878, silver was at a premium
against paper money, and silver coins were progressively driven out of
circulaticn. In 1871, this silver premium exceeded 20 per cent but it
diminished during the 1870s as a consequence of the extraordinary
slump in silver prices on the world market. After 1875 the price of
silver was so low that it frequently approached its legal price (45 florin
per pound) and actually reached it in 1878. At times, in view of the
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London exchange rate on the Vienna exchange, it became quite profit-
able to deliver silver to the mints of Vienna and Kremnitz for coinage
into Austrian currency. Indeed, the influx of silver into the Austro-
Hungarian Customs Union reached extraordinary heights in 1878, and
the coinage that year as well as in the ensuing one attained a volume
Dever pll;eviously reached (on the basis of reports available up to this
point).

In order to prevent depreciation of the currency, free coinage of silver was
suspended at the beginning of 1879. This suspension of silver coinage

had the effect of relieving the purchasing power of the Austrian guil-
der from the almost mechanical pressure of silver prices, and allow-
ing it to develop almost entirely independently of the value of the
quantity of silver contained in the Austrian silver guilder. On the
basis of the prices of silver in London, and of London exchange
quotations, the average value of pure silver contained in 100 silver
guilders was as follows:

1883 9718, 64kr
1887 911, —kr
1888 861. 68kr.
1889 82fl. 12kr
1891 84f. 70kr.

On these assumptions the value of 100 florins of Austrian currency in gold
guilders should have been as follows: 2

1883 82f. 38k
1887 726, 42kr.
1888 69 8. 34k
1889 698, 38kr
1891 73fl. 15kr.

But the actual quoted value of 100 such florins in terms of gold
guilders for the respective years was, on the average, 84.08, 79.85,
81.39, 84.33, 86.33.12

In Pther words, Austrian silver guilders were overvalued in those years;
that is to say, their purchasing power exceeded that of the silver they
contained. The difference for every 100 florins of Austrian money was:

1883 14. 70 kr.
1887 7f. 43 kr.
1888 12fl. 05 kr. (in gold guilders)
1889 148. 90 kr.
1891 134. 8 kr.
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It will be seen from this table that the price of silver guilders was not only
neariy (as Spitzmiller suggests) but completely independent of the siiver
price in its fluctuations.

Spitzmiiller calls this currency ‘credit currency’, but he is unable to
account for the manner in which its price is determined. He says:

The purchasing and exchange power of the Austrian silver guilder, as
well as the paper guilder, in the period 1879~1891, therefore, were
not primarily determined by the value of bullion, Indeed, to go fur-
ther, the Austrian guilder of the period, as Karl Menger has so co-
gently demonstrated (in the Neue Freie Presse, 12 December 1889)
showed thal the exchange value was not determined by the intrinsic
value of any coin in circuiation.

Actually, the Austrian currency was no longer a silver currency.
Realistically considered, it could not even be called an emasculated
silver currency. It could more aptly be called a credit currency, the
international value of which depended on the Ausiro-Hungarian
balance of payments, and the domestic value of which, in addition to
this, was determined by other price-determining factors [sic!] within
the Customs Union.**

His uncertainty is clearly shown in the following passage:

In spite of everything, it would be misleading to assume that the
credit character of the Austrian currency was completely [!] inde-
pendent of the price structure of the silver market. On the contrary,
during the transition period from 1879 to 1891, the high valuation of
silver was ascribable, in part, to the suspension of coinage of silver
for private persons by an administrative decree which could be abro-
gated at any time, while coinage for government purposes continued.
The aforementioned factors were thus responsible for the completely
uncertain future of our currency. In particular, it was certainly no
accident that the recent fall of silver prices, 1885 to 1888, paralleled
the sharp rise in foreign exchange rates.'*

It would be interesting indeed if it could be shown how purely conjectural
opinions concerning the future of a currency could at any time be
translated into a mathematically exact rise or fall in exchange rates. As a
matter of fact, however, these subjective influences were of no importance,
and the decisive factor was the objective configuration of the social
requirements of circulation.

Helfferich comes much closer to the correct explanation when he says:
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The premium on coin in currencies with restricted coinage is created
by the fact that . . . only coined, and not the uncoined metal, can
function as money; and that the state refuses to convert metal into
coins on demand.

In the case of inconvertible paper money also, value attaches to
the currency exclusively by reason of the state having declared it
legal tender for the payment of all debts and taxes. The state thus, in
fact, confers upon it the privilege of fulfilling all the economically
indispensable functions of money.

Both these types of currency, therefore, derive their value not from
that of their substance, nor again from any implied promise to pay,
but solely from their acquired character as a statutory medium of
payment.'®

The suspension of free coinage in a silver currency system is a condition
of, and an explanation for, the emancipation of coined silver from the value
of bullion, as Helfferich correctly indicates. But this does not tell us
anything about the crucial issue ; namely, the amount of value that the coin
retains. That value is determined, of course, by the quantity of circulating
media required by society which, in turn, is determined in the final analysis
by the value of the sum of commodities. Helfferich’s subjective theory of
value prevents him from recognizing this fact.

On the other hand, he is entirely correct in his criticism of Spitzmiiller’s
credit hypothesis:

In free currencies, with suspended coinage of the standard metal, in
which the intrinsic value of all types of money is less than the actual
value as money, the higher value cannot be ascribed to ‘credit’, if
only because no standard coins exist into which the other coins are
exchangeable and from which they derive their value by way of cre-
dit. In the Dutch monetary system between 1873 and 1875, in the
Austrian between 1879 and 1892, and in the Indian from 1893 to
1899, there actually existed no money of full standard value. The
money value of Dutch and Austrian silver guilden, and of the Indian
rupee, a value which was in excess of the intrinsic value of these
coins, was an absolutely independent thing, not based upon any
other object of value. It was not even based on any rating in terms
of standard money, and certainly not upon any claim to standard
money, but sprang solely from the legal-tender power assigned to
these coins and from the restriction of coinage.

How little, up to that time, monetary theory managed to free itself



46 Maoney and credit

from the erroneous conception that overrated money must be credit
money and must at least derive its value from that of some standard
money is shown by the confused views widely held concerning the
position of the Austrian currency from the year 1879 onwards. The
phenomenon of the rise in the value of the coined Austrian silver
guilden, after the suspension of the free coinage of silver, above the
value of its silver content, puzzled people mainly because it was not
apparent from which type of money of higher intrinsic value, the
silver guilden derived a value exceeding that of its silver content.
Recourse was had, therefore, to the extraordinary explanation that
the value of the silver guilden had been raised above its metallic
value only because of its connection with paper guilden; but it was
not explained by what kind of connection the paper guilden should
have been kept at a higher value than its paper value.?

Similar phenomena were observable in India. In 1893 the free coinage of
silver was discontinued. The object was to raise the rupee exchange to 16
pence. Under free coinage this rate corresponded to a silver price of about
43.05 pence. In other words, at that price, the silver content of the rupee, if
melted down and sold, would have fetched a price of 16 pence on the
London (world) market. The suspension of free coinage had the following
effect: the price of the rupee rose to 16 pence after having previously stood
at 14.87 pence. But a few days later the price of silver fell from 38 pence
before the closing of the silver mints to 30 pence on 1 July. After that date
the price of the rupee declined while the price of silver rose to 34.75 pence
and remained around that price until the suspension of American silver
purchases on | November 1893 (the monthly amount was 4,500,000 ounces
fine). The price of silver then fell and reached,the low point of 23.75 pence
on 26 August 1897. On the other hand, the value of the Indian currency
reached the desired level of 16 pence at the beginning of September 1897,
when the bullion in the rupee was quoted at about 8.87 pence.

From the very beginning it was possible to observe the gratifying
result that once the Indian mints were closed to private coinage, the
price of the rupee always remained higher than the value of its metal
content by an amount far in excess of the costs of coinage. From the
middle of 1896 onward, there was also a severance of the last link
between the price of silver and the price of the rupee. Any paral-
lelism in their movements, however weak it may have been recently,
has now completely disappeared.!®

Monetary theorists are still plagued by the question: What constitutes
the standard of value when coinage is suspended?'* Obvicusly it is not
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silver (nor gold, when gold coinage is suspended).2® The value of money
and the price of bullion follow completely divergent courses. Further, ever
since Tooke’s demonstration, the quantity theory of money has been
rightly regarded as untenable. Finally, it is impossible to establish a relation
between a mass of bullion on one side and a mass of commodities on the
other. What relation is supposed to exist between 7 kilograms of gold or
silver, or even paper, and A million boots, B million cases of shoe polish, C
bushels of wheat, D hectolitres of beer, etc? A reciprocal relation between
money and commodities presupposes that they have something in com-
mon; in other words, it presupposes the value relation, which is precisely
what has to be explained.

It is equally useless to invoke the power of the state as an answer to the
question. In the first place, it remains a complete mystery how the state can
possibly confer a purchasing power on a piece of paper or a gram of silver
which wine, boots, shoe polish, etc., do not have. Furthermore, such
attempts by the state have always come to grief. The mere desire of the
Indian government to raise the price of the rupee to 16 pence did not avail it
to the slightest degree. The rupee showed no regard for the government’s
desire in this matter, and the closest the government ever came to success in
its undertaking was the complete unpredictability of the price of the rupee
after it ceased to bear any relation to the price of silver. Again, the
appreciation of silver guilders relative to their metallic content came as a
complete surprise to the Austrian government. It came without warning,
f'llmost overnight as it were, without any previously prepared plan of
3ntervention on the part of the government. What confounds the theorists
is the circumstance that money has apparently retained its quality of being
a standard of value.?! Naturally, commodities are still expressed in money
terms or ‘measured’ in money, as they were before the suspension of
coinage. And as before, money continues to serve as a ‘measure of value’.
But the magnitude of its value is no longer determined by the value of the
constituent commodity, gold, or silver, or paper. Instead, its *value’ is really
determined by the total value of commodities in circulation, assuming the
velocity of circulation to be constant. The real measure of value is not
money. On the contrary, the ‘value’ of money is determined by what 1
would call the socially necessary value in circulation. If we also take account
of the fact that money is a medium of circulation, which I have so far
ignored for the sake of simplicity, and shall deal with more thoroughly
below, this socially necessary value in circulation can be expressed in the
formula:

total value of commodities

= . - plus the sum of
velocity of circulation of money
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payments falling due minus the payments which cancel each other out,
minus finally the number of turnovers in which the same piece of money
functions alternately as a means of circulation and as a means of payment.
This is, of course, a standard the magnitude of which cannot be calculated
in advance. Society itself is the only mathematician capable of solving the
problem. It is a fluctuating magnitude and the value of the currency rises
and falls in consonance with its movements. The changes in the value of the
Indian rupee from 1893 to 1897, and the fluctuations of the Austrian
currency, offer clear evidence in favour of this proposition. These
fluctuations are eliminated as soon as a commodity of full-fledged value
(gold, silver) resumes the role of money. As we have already seen, it is not at
all necessary for this purpose that paper money or depreciated money
disappear from circulation; all that is required is that it be reduced to the
minimum of circulation and that any fluctuations over and above that
minirnum be eliminated by the introduction of money of full value.

The remarkable history of currencies based on suspended coinage - the
‘silver currencies with golden borders’ or the ‘geld margin system’, as the
Indian and similar currencies have been called — loses its mystery when it is
examined in the light of the Marxist theory of money, while in terms of the
‘metallistic’ theory, it remains completely unintelligible. Knapp, although
he exposed many of the latter’s inadequacies with great acuteness (he takes
no account of the Marxist theory and apparently confuses it with the
‘metallistic’ theory) offers no economic explanation of his own for these
phenomena and contents himself with a highly ingenious system of
classification of the types of money, which neglects both their origin and
their development. It is a specifically juridical analysis, characterized by an
excessive attention to terminology, while the fundamental economic
problem of the value and purchasing power of money is completely
excluded from consideration. Knapp is, as it were, the Linnaeus ol
monetary theory, while Marx isits Darwin ; butin this case Linnaeus comes
long after Darwin!

Knapp is the most consistent follower of the theory which, because it
cannot expiain the phenomenon of a paper currency, and especially the
obvious phenomenon of the influence of the quantity of paper issued in the
case of legal tender paper money, treats it as an aspect of metallic money
and of general circulation (including bullion, bank notes and government
paper money). The theory takes account only of quantitative ratios and
overlooks the factor which determines the value of both money and
commodities. Its error originates in the experience with paper money
economies, especially that of England following the suspension of specie
payments in 1797.

The historical background for the controversy was furnished by the
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history of paper money during the eighteenth century: the fiasco of
Law’s bank; the depreciation of the provincial bank notes of the
English colonijes in North America from the beginning till the middle
of the eighteenth century which went hand in hand with the increase
of the number of tokens of value; further, the Continental bills is-
sued as legal tender by the American government during the War of
Independence; and finally, the experiment with the French assignats,
carried out on a still larger scale.??

Even the penetrating mind of Ricardo could not escape this erroneous
conclusion, and this furnishes an interesting example of the powerful
psychological effect which empirical impressions can exert on abstract
thought. For it is precisely Ricardo who, in other cases, always abstracts
from the quantitative ratios which influence prices (supply and demand) in
an attempt to discover the fundamental factors which underlie and
dominate these quantitative ratios, namely value. Yet when he comes to a
consideration of the money problem, he puts aside the very value concept
he had previously formulated. He says:

If a mine of gold were discovered in either of these countries, the
currency of that country would be lowered in value in consequence"'
of the increased quantity of the precious metals brought into circu- )
lation and would, therefore, no longer be of the same value as that\
of other countries.*?

Here it is quantity alone that reduces the value of gold, and goldisregarded
exclusively as a medium of circulation, from which it follows quite
naturally that the entire quantity of gold immediately enters into circu-
lation. And since quantity is the only factor considered, gold can without
further ado be equated with bank notes. It is true that Ricardo says
expressly at the very outset that he is presupposing convertible bank notes,
but later he gives the impression that convertible bank notes are similar to
legal tender paper money under the conditions of the English currency
system at that time. He can therefore say:

If instead of a mine being discovered in any country, a bank were
established, such as the Bank of England, with the power of issuing
its notes as circulating medium; after a large amount had been is-
sued, . . . thereby adding considerably to the sum of currency the
same effect would follow as in the case of the mine.?*

T‘he influence of the Bank of England is thus placed on a par with that of the
discovery of a gold mine; both increase the medium of circulation.
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This identification prevented any proper understanding of the laws of
metallic money and bank note circulation alike. Knapp, for his part, was
greatly impressed by the more recent developments described above: the
stable ‘paper currencies’ and the divergence of silver money from its bullion
value. The divergence is, of course, characteristic of silver money (or any
metallic money) as well as of paper money. But the value of paper money
nevertheless appears to be determined by the state which issues it; and
since, in this sense, silver seems to approximate the position of paper money
when free coinage is suspended, the illusion is created that paper money,
like metallic money and money in general, is a creature of the state. A state
theory of money, having nothing to do with economic theory, is then
formulated. Marx criticized the illusion on which it is based as follows:

The interference of the state which issues paper money as legal ten-
der . .. seems to do away with the economic law. The state which in
its mint price gave a certain name to a piece of gold of a certain
weight, and in the act of coinage only impressed its stamp on gold,
seems now to turn paper into gold by the magic of its stamp. Since
paper bills are legal tender, no one can prevent the state from for-
cing as larpe a quantity of them as it desires into circulation and
from impressing upon it any coin denominations such as £1, £5, £20.
The bills having once entered circulation, cannot be removed since,
on the one hand, their course is hemmed in by the frontier posts of
the country, and on the other hand, they lose all value, use value as
well as exchange value, outside of circulation. Take away from them
their function and they become worthless rags of paper. Yet this
power of the state is a mere fiction. It may throw into circulation
any desired quantity of paper bills of whatever denomination, but
with this mechanical act its control ceases. [And therefore Knapp's
theory ceases to be useful precisely at the point where the economic
problem begins — R.H.] Once in the grip of circulation, and the token
of value or paper money becomes subject to its intrinsic law.?*

The difficulty in understanding the matter comes from confusing the
different functions of money with the different types of money (government
paper money and credit, of which more later). It was a defect of the
guantity theory, from which not even Ricardo was free, that it confounded
the laws of government paper money with those of circulation jn general
and the circulation of bank notes in particular. Today the opposite error is
just as common. The quantity theory being rightly regarded as refuted,
there is a reluctance to give due recognition to the influence of quantity on
the value of money even where it really is the determining factor, as in the
case of paper money and depreciated currency. All sorts of explanations are
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resorted to, and because no account is taken of the causal role of the social
factor subjective explanations seek to ascribe the value of government
paper to this or that credit evaluation. Since on the other hand, however,
the intrinsic value of metallic money has to be vindicated, one cannot
follow Knapp, because his theory would involve a general abandonment of
all economic explanation. The result is that no satisfactory explanation has
been advanced for overvalued money. Ricardo explained all changes in the
value of money as a consequence of a change in its quantity. According to
his theory such changes in the value of money occur very frequently, the
value rising or falling inversely with the increase or decrease in its quantity.
Every currency is therefore subject to depreciation or overvaluation; and
overvaluation, as such, is not a problem for him. He says:

Though it [paper money] has no intrinsic value, yet by limiting its
quantity, its value in exchange is as great as an equal denomination
of coin, or of bullion in that coin. On the same principle, too,
namely, by a limitation of its quantity, a debased coin would circulate
at the value it should bear if it were of the legal weight and fineness,
and not at the value of the quantity of meta) which it actually con-
tained. In the history of British coinage, we find, accordingly, that
the currency was never depreciated in the same proportion that it
was debased ; the reason of which was that it never was increased in
quantity in proportion to its diminished intrinsic value.2$

Ricardo’s mistake consists in applying without modification the laws which
regulate currency in a system of suspended coinage to a currency based on a
system of free coinage. The majority of German monetary theorists are also
guilty of confounding the two types of currency, but in an opposite sense;
hence they have a bad conscience with regard to the quantity theory and
continually fall back upon the old notions of the quantity theory whenever
they deal with the circulation of bank notes, while rejecting any quanti-
tative explanation when they deal with probiems arising in a system of
suspended coinage.

In contrast, Fullarton offers an interesting and essentially correct
formulation of the problem in a system of restricted coinage. He
presupposes:

the case of a nation having no commercial intercourse with its neigh-
bors, maintaining no mint establishment for the renewal of its coin,
but transacting its interior exchanges by means of an old and de-
based metallic circulation, which preserves a high rate of exchange-
able value merely by limitatiop of its amount — of a nation making
use, nevertheless, of the precious metals on a large scale for the pur-
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poses of ornament and luxury, and exporting yearly the products .Of
its industry, to the value, say, of half a million sterling, to some dis-
tant mining country, for the purchase of an equivalent in gold and
silver, to replace the annual tear and wear of its stock, and to meet
an increasing demand for consumption. Under these circumstances,
let it be imagined, that by some extraordinary improvement in the
method of working the mines, or by the discovery of some new and
richer veins of ore, the cost of procuring the gold and silver in the
mining country were reduced to one half of what it had been before;
that, in consequence of this discovery, the annual production were
doubled, and the price of the metals on the spot lowered in a cor-
responding proportion, and that, in consequence of this change in _
circumstances, the merchants of the country first mentioned were, in
return for the same quantity of exported goods which had hitherto
been merely sufficient for the purchase of gold and silver to the
amount of the required half-million, enabled to procure and bring
home a million of those metals — what would be the effect? I cer-
tainly am not aware that any effect would be produced, under such
circumstances, differing materially from the effect of an oversupply
of any other equally durable commodity. The previous-annual comn-
sumption of gold and silver in the country, for plate, gilding, and
trinkets having been fully supplied by an importation to the value of
haif a million, there would be no purchase for more until a new de-
mand should be created by a reduction of price; the prices, accord-
ingly, of the newly imported stock of metals, as estimated in the base
currency, would decline with more or less rapidity, as the merchanFs
might be more or less eager to realize their returns . . . . But, all this
time, the price of every other commaodity but gold and silver, as
measured in the local currency of the country, would remain un-
moved ; and, unless some of the surplus stock of the metals thus
acquired could be turned to account in commercial exchange with
some third country less favorably circumstanced for procuring its
supplies of gold and silver direct from the mines, the importir‘lg
country would derive no advantage from these periodical accessions of
metallic wealth, beyond such gratification as can be derived from the
more generally diffused application of gold and silver to domestic
uses.?”

This, in theoretical form, is the case of overvaluation as found 'in t.he
Austrian silver guilder. But Fullarton fails to show that the quantitative
ratios are determined by the social minimum of circulation.

He then proceeds to investigate the fundamentally different conditions
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which would prevail under what we today would call 2 system of free
coinage:

But let us next picture to ourselves the effect which a similar suc-
cession of incidents would produce in a country more advanced in its
commercial relations, and with its monetary system on a more im-
proved footing, possessing already a full metallic circulation of stan-
dard weight and fineness, an unrestrained traffic in metals, and a
mint open for coinage of all the standard bullion which might be
brought to it. Under such circumstances, the effect of a sudden dup-
lication of the annuai supply from the mines would be very different.
There would, in that case, be no rise of the market price of bullion,
‘for the price of gold, measured in coin of the same metal, of equal
fineness, can never vary; they may both rise or fall together, as com-
pared with commodities, but there can be no divergence. Neither
would there be any unusual pressure on the bullion market in con-
sequence of the increased importation, nor, at least in the first in-
stance, any inducement to a larger consumption of the imported
metals in the arts. The market would take off at par nearly such
proportion of the importation as had hitherto sufficed for the pur-
poses of consumption, and the rest would all be sent to the mint for
coinage, yielding an enormous accession of wealth to importers, who,
to the extent of the means thus placed in their hands, would im-
mediately become competitors for every description of productive
investment in the market as well as for all material objects which
contribute to human enjoyment. But as the supply of such objects is
always limited, and would in no way be augmented by this great
inundation of circulating coin, the inevitable results would be first, a
decline of the market rate of interest; next, a rise in the value of land
and of all interest-bearing securities; and lastly, a progressive in-
crease in the prices of commodities generally, until such prices
should have attained a level corresponding with the reduced cost of
procuring the coin, when the action on interest would cease, the new
stock of coin would be absorbed in the old, and the visions of sud-
den riches and prosperity would pass away, leaving no trace behind
them but in the greater number and weight of coin to be counted
over on every occasion of purchase and sale,2®

Still another characteristic type of overvaluation of money remains to be

mentioned: characteristic because it occurs automatically, without any
state intervention. During the last credit crisis in the United States, in the
autumn of 1907, there suddenly appeared a premium on money ; not merely
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on gold money, but on all types of legal tender (gold and silver coins,
government paper greenbacks, and bank notes). Initially the premium
amounted to more than 5 per cent. The facts are set forth in the following
dispatch from New York to the Frankfurter Zeitung, 21 November 1907.

In a good many American commercial centres, cash payments have
ceased completely and private money certificates are used there in-
stead. In a few instances, payments are made partly in cash and
partly in these certificates. In many places cash circulates only as small
change. In 77 American cities, emergency money has been issued;
either in the form of clearing house certificates or bank cheques spe-
cially issued for the occasion, mostly however, the former type.
Before the crisis, perhaps only a dozen American cities had clearing
house institutions, but they have now been established in some hun-
dred places. As soon as the crisis broke out in New York, the money
institutions in these places combined for common protection against
the impending danger. Departing from the practice of New York,
where clearing house certificates were issued only for large sums,
these clearing institutions created emergency money intended for
general use, in denominations of 1,2,5 and 10 dollars, suitable for
use in small transactions. These money tokens circulate unhindered
in the vicinity of the clearing houses. Workers accept them as wages,
merchants in payment for goods, and so forth. They pass from hand
to hand and usually there is only a small discount on them as com-
pared with cash. How great the dearth of cash was even in New
York, is shown, for example, by the fact that even the powerful Stan-
dard Qil Company has had to pay its workers in certified cheques.
Only in transactions with government agencies is emergency

money not used. Public agencies insist on legal tender payments, 50
that cash money has to be obtained. This is the main reason for the
premium on cash money. During the last few days, when the
American Sugar Refining company could not muster sufficient cash
to clear a shipment of sugar through the customs, it had to close
down several establishments for a day or two.

What is unique in this occurrence is that the quantity of means of
circulation available became inadequate for the needs of commerce. The
credit crisis provoked a strong demand for cash payments because there
was a disturbance in the settlement of balances by credit money (bank
drafts, etc.), and a passion for cash money ensued, At the very moment
when circulation required more cash, it disappeared from circulation, to be
hoarded as a reserve.?® In place of the vanished money, an effort was made
to create new money in the form of clearing house certificates which were
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actually notes issued under a common guarantee by the banks belonging to
the clearing house. The legal restriction on the issue of notes was simply
ignored contra, or at least praeter legem, just as, in a similar case in
England, the Peel Act [The Cash Payments Act of 1819, Ed.) was suspended.
But this credit money was not legal tender, and cash money was insufficient.
Hence, the latter was soon overvalued and remained overvalued (it
commanded a premium) until gold imports from FEurope, the re-
establishment of normal credit conditions, and the enormous contraction
of circulation immediately after the crisis, eliminated the ‘money famine’
and transformed it into a condition of great cash liquidity. The amount of
the premium varied, depending upon the social value in circulation. It is
characteristic that the premium was the same both for paper and metal; the
best evidence that it had nothing to do with an increase in the vatue of gold.

The issue of legal tender paper money is a well-known and frequently
used means for the state to meet its debts when no other means are
available. Above all, paper money drove full value metallic money out of
circulation,®® the latter being sent abroad to meet, for example, war
expenditures. Continued issues of paper money then led to its depreciation.
The quantity theory, then, holds good for a currency with suspended
coinage. After all, the theory was formulated as a generalization of the
experience with unsettled currencies at the end of the eighteenth century in
America, France and England. In such cases, one may aiso speak of
inflation, of a circulation glut, and (in specific cases) of a shortage of the
means of circulation. In contrast 1o this, under a system of free coinage
inflation is impossible even when the minimum of circulation is amply
covered by legal tender paper money. Convertible credit money, when
present in surplus amounts, reverts back to the point of issue; and the same
happens to gold itself, which is accurnulated in the coffers of the banks as a
gold reserve. As a universal equivalent, gold is both a universally valid and
always coveted form of value and wealth accumulation. It would be
senseless to accumulate legal tender paper money, since it appears as value
only in the domestic circulation of a country. Gold, on the other hand, is an
international money and constitutes a reserve for all expenditures. Hence
its accumulation is always a rational act. Gold is an independent bearer of
value even when it is not in circulation. Paper money, on the other hand,
acquires a ‘rate of exchange’ only in circulation.

An overissue of paper money is indicated whenever there is a diminution
of its value in terms of the metal it represents. At any given moment,
however, the volume of paper money is neither larger nor smaller than is
required in circulation. Let us assume that circulation requires 1,000,000
guilders but that state expenditures have put 2,000,000 guilders into
circulation. This would cause a 100 per cent rise in nominal prices which
would absorb the 2,000,000 guilders. They would, of course, constitute a
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depreciated paper currency because they have been issued in excess
quantities; but once issued they are absorbed into circulation. Hence, they
cannot automatically drop out of circulation. Given a constant volume of
comimodities, the quantity of such paper money can be reduced only if
the state destroys part of it, thus increasing the relative value
of the balance which continues to circulate. For the state this would
naturally mean a loss, just as the previous issue of paper had yielded a
profit. The essential thing to bear in mind in this case, is that under a system
of suspended coinage and a depreciated or worthless medium of circu-
lation, the entire sum of money must remain in circulation because,
regardless of the volume issued, it derives its value from the commeodities in
circulation. The case is entirely different with free coinage. Money, in this
case, enters or leaves circulation according to the prevailing demand for it,
and if an excess occurs it is accumulated in the banks as a store of value. The
assumption of the quantity theory that changes in value are caused by
either an excess or deficiency of money in circulation must therefore be
ruled out at once.

Under a systemn of pure paper currency, then, given a constant velocity of
circulation, the sum of prices denoted by the paper money varies directly
with the sum of commodity prices and inversely with the quantity of paper
money issued. The same is true in a system of suspended coinage when the
metal in circulation is depreciated. In the latter case, however, the proviso
should be added that the price of the metal on the world market constitutes
the lowest limit to its depreciation, so that even if there were an increased

issue of the coin, its value would not fall below that limit. Furthermore, .

even under a system of gold currency in which free coinage (that is, the right
ofindividuals to have their gold coined at any time) has been discontinued,
the value of coin can increase in terms of upcoined bullion.?! In all such
cases, the media of circulation are value tokens, rather than money or gold
certificates. They do not acquire their value from a single commodity, as is
the case in a system of mixed currency where paper is simply a gold
certificate which acquires its value from gold, but instead the total quantity
of paper money has the same value as the sum of commodities in
circulation, given a constant velocity of circulation of money. Its value
simply reflects the whole social process of circulation. At any given
moment, all the commodities intended for exchange function as a single
sum of value, as an entity to which the social process of exchange
counterposes the entire sum of paper money as an equivalent entity.
From what has been said thus far, it also follows that a pure paper
currency of this kind cannot meet the demands imposed on a medium of
circulation for any extended period of time. Since its value is determined by
the value of the circulating commodities, constantly subject to fluctuations,

v
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the value of m onstantly, Money would not be a~;
measure 0f the . wue vi wosauuuiawe, vu the contrary, its own value would)'
be measured by the current requirements of circulation, that is to say, by
the value of commodities, assuming a constani velocity of circulation. A
pure paper currency is, therefore, impossible as a permanent institution,
because it would subject circulation to constant disturbances.

A system of pure paper currency might be envisaged in the abstract along
the following lines. Imagine a closed trading nation which issues legal
tender state paper money in a quantity sufficient for the average
requirements of circulation, and further, that this quantity cannot be
increased. The needs of circulation would be met, aside from this paper
money, by bank notes etc., exactly as in the case of a metallic currency. By
analogy with most modern legislation governing banks of issue, the paper
money would serve as cover for these bank notes, which would also be
covered by the resources of the banks. The impossibility of increasing the
supply of paper money would protect it against depreciation. Under such
circumstances, paper money would behave as gold does today; it would
flow into the banks or be hoarded by individuals when circulation
contracts, and would return to circulation when that expands. The
minimum of circulating media required at any time would remain in
circulation, while the fluctuations in circulation would be covered by an
expansion or contraction of bank notes. The value of the state paper money
would therefore remain stable. Oniy in the event of a collapse of the credit
structure, and a monetary crisis, would there be any likelihood of an
insufficiency in the amount of paper money, It would then command a
premium, as was the case with gold and greenbacks during the recent
monetary crisis in the United States.

In reality, however, such a system of paper currency is impossible. In the
first place, this paper money would be valid only within the boundaries of a
single state. For the settlement of international balances, metallic money
with an intrinsic value would be required; and if this requirement is to be
satisfied, the value of the money in domestic circulation must be kept on a
par with the medium of international payments to avoid the disruption of
commercial relations. This condition, incidentally, was fuifilled by the
Austrian currency system and policy; and we may note that it is not
necessary for this purpose to put metal into domestic circulation. Marx
virtually foresaw this recent experience with currencies when he wrote:

All history of modern industry shows that metal would indeed be
required only for the balancing of international commerce, whenever
its equilibrium is disturbed momentarily, if only national production
were properly organized. That the inland market does not need any
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metal even now is shown by the suspension of cash payments of the
so-called national banks that resort to this expedient whenever ex-
treme cases require it as a sole relief.32

But this type of currency can never succeed in practice for the simple
reason that there is no possible guarantee that the state will not increase the
issue of paper money. Finally, money with an intrinsic value — such as
gold - is always needed as a means of storing wealth in a form in which it is
always available for use.??

For this reason money and precious bullion, such as gold, can never be
replaced completely by mere money tokens without introducing distur-
bances into the process of circulation. Hence, in practice, even under a
system of exclusive paper currency, full value money is always available in
circulation, if only for the purpose of making payments abroad. The paper
currency can replace only the minimum quantity below which experience
has shown that circulation does not fall. This is proof afresh, however, that
the value of both money and commodities; far from being imaginary, is an
objective magnitude. The impossibility of an absolute paper currency is a
rigorous experimental confirmation of the objective theory of value, and
only this theory can explain the peculiar features of pure paper currencies,
and more particularly, of currencies with suspended coinage.

On the other hand, it is perfectly rational to substitute relatively
worthless tokens for money of full value (gold) so long as it is done within /
the limits set by the minimum of circulation. For in the process C -~ M — C
money is superfluous from the standpoint of its essential content, the social
exchange of goods, and is only an unnecessary expense.* -

If paper money circulates in this volume, it does not represent the value of
commeodities but the value of gold, it is not 4 commodity token but a gold
token. Within these limits, Marx’s conclusions remain valid:

In the process C- M~ C, in so far as it represents the dynamic
unity or direct alternations of the two metamorphoses — and that is the
aspect it assumes in the sphere of circulation in which the token of
value discharges its function — the exchange value of commodities
acquires in price only an ideal expression and in money only an
imaginary symbolic existence. Exchange value thus acquires only an
imaginary though material expression, but it has no real existence
except in the commodities themselves, in so far as a certain quantity
of labor time is embodied in them. It appears, therefore, that the
token of value represents directly the value of commodities, by figur-
ing not as a token of gold, but as a token of the value which exists
in the commodity alone and is only expressed in its price. Bul it is a
false appearance. The token of value is directly only a token of price,
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i.e., a token of gold, and only indirectly a token of value of a com-
modity, Unlike Peter Schlemijhl, gold has not sold its shadow but buys
with its shadow. The token of value operates only in so far as it
represents the price of one commodity as against that of another
within the sphere of circulation, or in so far as it represents gold to
every owner of commodities. A certain comparatively worthless ob-
Ject such as leather, a slip of paper, etc., becomes by force of custom,
a token of money material, but maintains its existence in that ca-
pacity only so long as its character as a symbol of money is guaran-
teed by the general acquiescence of the owners of commodities, i.e.
$o long as it enjoys a legally established conventional and compul-
sory circulation. Paper money issued by the state and circulating as
legal tender is the perfected form of the token of value, and the only
form of paper money which has its immediate origin in metallic cir-
culation, or even in the simple circulation of commodities.**

Thus our hypothesis of a pure paper currency which exists without a gold
complement has merely demonstrated once again that it is impossible for
commodities to act as direct expressions ol each other’s value. On the
contrary, it serves to demonstrate the need for advancing to a universal
equivalent which itself is a commodity and therefore a value.

Obviously, if concerted action by producers is required to guarantee the
validity of coined money, this is all the more true of paper money. The
natural agency for this purpose is the state, for it is the only conscious
organization known to capitalist society, which possesses coercive power.
The social character of money then appears directly in the regulation of
society by the state. At the same time, the limits of circulation for coins and
paper money are set by the frontiers of the state. As international money,
gold and silver function in terms of their weight.
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Money as a means of payment. Credit
money

Up to this point we have considered money only as a medium of
circulation. We have shown that it is necessary [or il to have objective
value, that this necessity has limits, and that it can be replaced by money
tokens. In the process of circulation, C — M - C, value appears in a double
guise: as money and as a commodity. Now a commodity can be sold and
paid for later. It can be transferred to another owner before its value is
converted into money. The seller thereby becomes a creditor, and the buyer
a debtor. As a result of this hiatus between sale and payment money
acquires still another function; it becomes a means of payment. When this
happens commodity and money do not necessarily have to appear
simultaneously as the two parties to a sales transaction. In fact, the means of
payment first begins to circulate when the commodity itself drops out of
circulation. Money ceases to be an intermediary in the process but
concludes it independently. If the debtor (buyer) has no
money he must sell commodities to pay his debt, and if he cannot
do this his property can be compulsorily sold. The value form of the
commodity, money, thus becomes the essential purpose of the sale, through
a necessity which itself arises from the relatipns of the circulation process.
When money is used as a medium of circulation it facilitates the dealings
between buyer and seller, and mediates their interdependence as members
of society. But when it is used as a means of payment it expresses a social
relationship which arose before it began to be used. The commodity is
handed over and perhaps even consumed long before its value is realized in
the form of money. The contraction of a debt and its repayment are
separated by a period of time. This means that the money which is turned
over in payment can no longer be regarded as a mere link in the chain of
commodity exchanges or as a transitory economic form for which
something else may be substituted. On the contrary, when money is used as
a means of payment it is an essential part of the process. Thus, when M
becomes a debt in the process C ~ M — C the seller of the first commodity
can proceed with the second part of the cycle M — C only after debt M has
been repaid. What was previously a simple transaction is now divided into
two component parts, separated in time.
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Needless to say, the seller has an alternative course. He can proceed with
the purchase M ~ C by contracting, in turn, a debt for the M in anticipation
of repayment for the original sale of his commodity. Should this payment
fail to materialize, however, he may be forced into bankrupicy and drive his
creditors into bankruptcy too. When money is used as a means of payment,
therefore, it must continue to flow back to prevent the cancellation of the
entire series of exchanges which has already been completed. The creditor
has parted with a commodity even if the debtor does not pay the money. The
social relationship, once brought into being by this transaction, cannot be
undone. Nevertheless, it is rendered null and void for the individual owner
of the commodity. He does not recover the value which he previously
advanced, and in consequence he cannot acquire any new values, nor pay
for those already acquired.

The function of money as a means of payment, therefore, presupposes a
mutual agreement between buyer and seller to defer payment. The
economic relation arises in this case from a private act. Purchase and sale
have their counterpart in a second relationship between creditor and
debtor, an obligation between two private individuals.

From another aspect, money used as a means of payment represents only
a completed purchase and sale. In that case money functions only
nominally as a measure of value, and payment is made later. When
purchases and sales take place among the same people they can be cancelled
out, and only the balance need be paid in money. When this happens money
is only a symbol of value and can be replaced. But as a medium of
circulation money simply mediated the exchange of commodities ; the value
of ane was replaced by the value of the other. With this, the whole process
was completed. This was a social process, an act by which the social
exchange of objects is completed, and therefore unconditionally necessary
in a particular context. Since gold money oaly mediated in this process it
could be replaced by tokens which have the sanction of society (the state).
When money functions as a means of payment, the direct substitution of
one value for another is abolished. The seller has parted with his
commodity without acquiring the socially valid equivalent, money, or
another commodity of equal value which would have made the use of
money in this act of exchange superflucus, All he has received is a promise
to pay from the buyer, which is not backed by a social guarantee but only
| by the private guarantee of the purchaser.! That he delivers a commodity
against a promise is a private matter. What such a promise is really worih
can only be determined when it falls due and must be translated into cash.
In the meantime, however, he has parted with a commodity in return for a
promise of payment, that is a ‘promissory note’. If others, in turn, are sure
that the note will be redeemed, they may accept it in exchange for
commodities. The note therefore serves as a medium of circulation, or
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means of payment, within the circle of those who accept such promises of
payment at their face value, and who are bound together only by their
personal, though for the most part well-founded, judgments. In short it
functions as money, credit money. All these acts of exchange are finally and
definitively concluded, in this circle, only when credit money is converted
into real money.

In contrast to legal tender paper money which emerges from circulation
as a social product, credit money is a private affair, not guaranteed by
society; consequently, it must always be convertible into money. If its
convertibility becomes doubtful it loses all its value as a substitute for the
means of payment. Money, as a means of payment, can be replaced only by
promises to pay, and these have to be redeemed to the extent that they do
not balance out.

This accounts for the difference between the circulation of promissory
notes and that of legal tender paper money. The latter is based upon the
minimum social requirements of circulation. All requirements over and
above this minimum are served by the circulation of notes which, since they
depend on the sale of commodities at definite prices, are simply personal
instruments of indebtedness, either capcelled against other notes or
redeemed in money. The note is a private obligation which becomes
transformed into a socially recognized valid equivalent. It has arisen from
the use of money as a means of payment, replaces money by credit, by a
private relation between contracting parties based upon a mutual con-
fidence in each other’s social standing and ability to pay. Such business
transactions among individuals are not a prerequisite for state paper
money. In fact, the opposite is true: where paper money is in use, an
exchange is possible only with its help. When notes do not cancel each other
out, the balance must be paid in cash if the exchange is to be socially valid,
but there is no such requirement when an exchange is made with the use of
state paper money. It is completely misleading to characterize paper money
as a state debt, or as credit money, because it is not based upon a credit
relationship.

If notes and state paper money are not subject to the same type of depre-
ciation, it is becanse notes rest upon private obligation while PAper money
rests upon a social obligation. The sum total of state paper is an entity in
which each element is, as it were, equally and uniformly responsible for the
other. It can depreciate or appreciate only as a whole, with the same effect
on all members of sociey The endorsement of society stands behind the
entire sum and is therefore uniform for all its component parts. Society,
acting through its conscious organ, the state, establishes money as a
medium of circulation. Credit money, on the other hand, is created by
individuals in their business transactions, and functions as money only so
long as it is convertible into money at all times. It is therefore possible for a
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single note to depreciate (notes do not appreciate) when such private
transactions are not concluded in a socially valid manner and the note is
not redeemed on the due date. Indeed, in that event, it may become entirely
worthless, but only the individual note becomes worthless, and the
depreciation affects only one other person, whose own obligations,
moreover, remain unaffected.

Inconvertible paper money cannot be issued in excess of the minimum of
circulation. The quantity of credit money depends only on the aggregate
price of those commodities for which money functions as a means of
payment. At given prices, its magnitude depends upon the volume of credit
transactions, which is extremely variable. Since it must always be
convertible, however, it can never depreciate in or through its relations with
commodities. Convertible credit money (unlike inconvertible paper mo-
ney) can never be depreciated merely because a large volume of it has been
put into circulation, but only when it cannot be redeemed in money. The
crucial test, therefore, isits convertibility. When that test comes, the owners
of commodities, who had forgotten all about gold amidst their delightful
‘pieces of paper’ now, as one man, make a mad rush for gold. ‘On revien:
toujours a ses premiers amours !’

The number of promissory notes due for payment at any given time
represents the total price of the commuodities for which they were issued.
The quantity of money necessary to pay this sum depends upon the
velocity of circulation of the means of payment, and this is affected by two
factors: (a) the chain of obligations between creditors and debtors, in
which a payment to A from B will enable him to pay C and so on; and (b)
the length of time between the dates when the various notes fall due. The
closer together these dates are, the more often can the same piece of gold be
used to make the various payments.

If the process C— M - C takes place in such a way that sales occur
simultaneously and in the same place, the effect is to curtail the rate of
turnover of the means of circulation, and thus to limit the possibility of
substituting velocity for quantity. On the other hand, when payments are
made simultaneously and in the same place they can offset one another, so
that the quantity of money required as a means of payment is reduced.
When these payments are concentrated in onme place, specialized in-
stitutions and methods for settling them come into existence spon-
taneously. The virements of medieval Lyons were one example of this. All
that is required is that the various claims to payment be collated, in order to
cancel each other out, up to a certain point, leaving only a residue to be
settled in cash. The larger the volume of payments which are thus
concentrated the smaller, relatively speaking, is the balance which must be
paid in cash-and the smaller too, therefore, is the required quantity of
means of payment in circulation.
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We have found that the volume of money in circulation, in the process
C - M - C (including the gold which covers the minimum of circulation
and which can be replaced by gold certificates), is equal to the sum of
commodity prices divided by the average number of turnovers of a unit of
money, Similarly, the volume of means of payment is equal to the sum of
obligations incurred (which in turn is equal to the aggregate price of all the
commodities from the sale of which the promissory notes arose} divided by
the average number of turnovers of a unit of money used as a means of]
payment, minus the sum of payments which are offset against each other.
Assuming the velocity of circulation at a certain time to be given, say |, then
the quantity of money to be used for all purposes is equal to the aggregate
price of commodities entering into circulation, plus the sum of payments
falling due, minus the payments which cancel out, and finally, minus the
units of money which functioned first as a means of payment and then asa
medium of circulation. If the volume of commodities turned over amounts
to 1,000 million marks altogether, and payments due are the same; if 200
million marks serve first for payments and then for circulation; and if 500
million marks cancel out, then 1,300 million marks represent the necessary
money which is required at that particular time. This is the amount which 1
call the socially necessary value in circulation.

The greater part of all purchases and sales takes place through this
private credit money, through debit notes and promises to pay which cancel
each other out.? The reason why means of payment outweigh in
importance the media of circulation is that the development of capitalist
production has vastly complicated the circulation process, separated

purchases and sales, and generally dissolved the old connection which used {

to tie purchases closely to sales.

Credit money criginates in circulation, that is, in purchases and sales by
capitalists. Its importance consists in making the circulation of com-
modities independent of the amount of gold available. In other words,
credit money makes gold unnecessary as a medium of circulation for
commodities which has to be physically present, and limits its function to
that of settling the final balances. These balances are immense in
comparison with the amount of gold, and their final settlement is a function
of special institutions. But as we have already noted, circulation is both a
precondition and an outcome of capitalist production, which can be
undertaken only after the capitalist has acquired the elements of pro-
duction through an act of circulation. To the extent that circulation is
independent of real money, it is also independent of the quantity of goid.
Finally, since this gold costs labour and represents a large item of faux frais,
it follows that the replacement of money constitutes a direct saving of
unnecessary costs in the circulation process.

Because of its origin, the quantity of credit money is limited by the level
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of production and circulation. Its purpose is to turn over commodities, and
in the final analysis, it is covered by the value of the commodities the
purchase and sale of which it has made possible. But unlike state paper
money, credit money has no inflexible minimum which cannot be
increased. On the contrary, it grows along with the quantity of com-
modities and their prices. But credit money is nothing but a promise to pay.
When a commodity is sold for gold, the payment of gold is the end of the
transaction, value is exchanged against value, and further disturbances are
excluded ; but in the case of credit money, the settlement is only a promise
to pay. Whether promises of this kind can be honoured depends on whether
or not debtors who have purchased commodities can resell them or sell
other commeodities of equal value. If an exchange act does not correspond
to social conditions, or if these conditions have undergone a change in the
interim, the debtor cannot meet his obligation and the promise to pay
becomes worthless. Real money must now take its place.

It follows, therefore, that during a crisis the decline in commodity prices
is always accompanied by a contraction in the volume of credit money. 4
Since credit money consists of obligations assumed during a period of !
higher prices, this contraction is tantamount to a depreciation of credit k
money. As prices fall sales become increasingly difficult, and the obligations |
fall due at a time when the commeodities remain unsold. Their payment;
becomes doubtful. The decline in prices and the stagnation of the market
mean a reduction in the value of the credit money drawn against these
commodities. This depreciation of credit instruments is always the essential |
element of the credit crisis which accompanies every business crisis.

The function of money as the means of payment implies a contradic-
tion without a terminus medius. In so far as the payments balance
one another, money functions only ideally as money of account, as a
measure of value. In so far as actual payments have to be made,
money does not serve as a circulating medium, as a mere transient
agent in the interchange of products, but as the individual incar-
nation of social labour, as the independent form of existence of ex-
change value, as the universal commodity. This contradiction comes
to a head in those phases of industrial and commercial crises which
are known as monetary crises. Such a crisis occurs only where the
ever-lengthening chain of payments, and an artificial system of settl-
ing them, has been fully developed. Whenever there is a general and
extensive disturbance of this mechanism, no matter what its cause,
money becomes suddenly and immedjately transformed from its
merely ideal shape of money of account into hard cash.?

Legal tender paper money registers its greatest success when this
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devaluation of credit money has run its full course. Like gold coin, it is a
legally established means of payment. The failure of credit money creates a
gap in circulation, and the horror vacui requires that it be filled at all costs.
When this happens it is a perfectly rational policy to expand the circulation
of state paper money or the bank notes of the central bank, the credit of
which has not been impaired. As we shall see in due course, these bank
notes, thanks to legal regulation, enjoy an intermediate position between
state paper money and credit money. In the event that such a policy is not
followed, money (bullion or paper money) acquires a premium, as gold and
greenbacks did in the recent American crisis.

In order to perform its task properly credit money requires special
institutions where obligations can be cancelled out and the residual
balances settled; and as such institutions develop so is a greater economy
achieved in the use of cash. This work becomes one of the important
functions of any developed banking system.*

In the course of capitalist development there has been a rapid increase in
the total volume of commodities in circulation, and consequently of the
socially necessary value in circulation. Along with this, the importance of
the place occupied by legal tender state Paper money has increased.
Further, the expansion of production, the conversion of all obligations into
monetary obligations, and especially the growth of fictitious capital, have
been accompanied by an increase in the extent to which transactions are
concluded with credit money. State paper money and credit money
together bring about a great reduction in the use of metallic money in
relation to the volume of circulatiop and payments.

4

Money in the circulation of industrial
capital

We turn now to the role which money plays in the circulation of industrial
capital. Our path does not lead to the capitalist factory, with its marvels of
technology, but to the monotony of the recurrent market process, in which
money changes into commodity and commodity into money, in the same
endlessly repeated way. Only the hope that by this means we can discover
the secret of how the processes of circulation themselves endow capitalist
credit with the power eventually to dominate the whole social process, can
give the reader courage to traverse patiently the ‘stations of the cross’ in the
present chapter.

Money would be superfluous in circulation if aggregate prices were
always constant; that is to say, if the volume and prices of commodities
never changed and all commodities exchanged at their respective values.
But this is an unattainable condition in an unregulated, anarchic method of
production. On the other hand, consciously directed social production

-would make impossible the appearance of value as exchange value, as a

social relationship between two things, and the use of money. Claims to the J
social product issued by society are no more money than is a theatre ticket f
which is a claim to a reserved seat. It is the nature of commodity production |
which makes money necessary as a measure of value and a medium of
circulation.!

Once money is used as a means of payment a complete mutual
cancellation of payments at any given time must be seen as a sheer accident,
which will never occur in reality. Money concludes independently the

" process of moving commodities from Place to place. It is entirely arbitrary ©

when the money received in payment for a commodity s itself transformed .
into a commodity, and the value of the first commodity is replaced by .
another. The link in the sequence C— M - C is broken. Money must
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necessarily intervene in the process in order to satisfy the requirements of .

the seller who does not necessarily intend to buy another commodity, ,«)
This disruption of the circulation process, which would seem to us
arbitrary and accidental in a system of simple commodity circulation,
becomes absolutely necessary in the sphere of capitalist commodity
circulation. An analysis of the circulation of capital will demonstrate this.
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Value becomes capital when it is used to produce surplus value. This is Money capital, commodity capital, and productive capital are not distinct
~ what takes place in the process of capitalist production based on the types of capital, but merely particular functional forms of industrial
Q menopolization of the means of production by the capitalists and the capital. Thus we get the following schema: M—-C-P . ... C;-M,.

i existence of a free wage-earning class. The wage-labourers sell to the The original form of every new capital is money capital. Money does not
capitalist their labour power whose value equals the value of the means G bear a label announcing it as capital. What makes it capital is the fact that it
necessary for the subsistence and reproduction of the working class. Their { is intended for conversion into the elements of productive capital.?
labour creates new value, one part of which replaces the capital advanced Otherwise it is only money and can only fulfil money functions, as a means
by the capitalist for the purchase of labour power (Marx calls it variable of circulation or payment.
capital) and the other accrues to the capitalist in the fortn of surplus value. We have already seen that the function of money as a means of payment
Since the value of the means of production (constant capital) is simply may also include credit relationships. M—C, the first stage of the circulation
transferred to the product in the course of the labour process, the value process of capital is divided into two parts: M~Mp and M-L. Since the
which the capitalist advanced for production has increased, has become wage-labourer lives only by the sale of his labour power, the maintenance
value-breeding value, has confirmed itself as capital. of which requires daily consumption, he must be paid at relatively short

All industrial capital goes through a circular flow, but the only thing intervais, so that he can make the purchases necessary for his sustenance.
which is of interest Lo us in the present context is the change in form which it Consequently, in dealing with him the capitalist must be in the position of a
undergoes. The creation of surplus value, the valorization of capital, is of money capitalist and his capital must consist of money.? Credit plays no
course the rationale of the process. This is accomplished in the process of role here.
production, which has a double function in capitalist society: (1) as in every The same is not true, however, of the process M—Mp; in this case, credit
form of society, it is a labour process which produces use values; (2) but at can play a greater part. Means of production are purchased in order to
the same time it is a value-creating process, characteristic of capitalist realize value. The money spent for them has only been advanced by the
society, in which the means of production are employed as capital to capitalist. It is intended to return to him at the end of the period of
produce surplus value. Marx has given us an exhaustive analysis of this circulation, and in the normal course of events it will return increased in
process in the first volume of Capital. Our present inquiry, however, need amount. Since money, therefore, is only advanced by the capitalist, and

\ concern itself only with the transformation of the form of value rather than ) returns to him, it can also be advanced to him, i.e. lent. This, in general, is
with its origin. This transformation does not affect the magnitude of value, the basis of production credit: money is ioaned only on condition that it is
the increase of which occurs in production, but concerns the sphere of used by the borrower in such a way that in normal circumstances it will
circulation. There are only two forms which value can assume in a return to him. The security for the loan consists of the commodities for the
commodity-producing society: the commodity form and the money form. purchase of which the money has been advanced,

If we examine the cycle of the capitalist process we find that every capital We are concerned at this point only with credit which arises from
makes its debut as money capital. Money intended for use as capital is commodity circulation itself, from the change in the function of money,
converted into commodities of various kinds (C), comprising means of and its transformation into a means of payment after being a medium of
production (Mp} and labour power (L). These are then put to use in circulation. For the present, therefore, I shall not consider the type of credit
production (P} which, as such, does not involve any transformation in the which arises from the division of the functions of the capitalist between the
form of value. The value remains a commodity. But in the production pure money owner and the entrepreneur. When money is advanced by the
process, first, the use value of the commodity is changed (which does not money capitalist to the entrepreneur, the advance is only a transfer; there is
affect value at all), and second, the value is increased by the expenditure of no change in its amount. Such a change may well take place, however, in the
labour. The original value of the commodity is increased by the addition of case which concerns us at the moment. The seller of the means of
surplus value, and it is in this expanded form (C,) that it emerges from the production credits the customer with commodities, and in return receives a
place of production to experience its second and last change of form, when promise to pay in the form of a note. When the note falls due, the capitalist
it is converted into money (M,). may perhaps be able to repay the capital advanced to him from the

proceeds of its circulation. Under these circumstances, his total capital can
C,-M,, and one phase of production. In circulation, it appears as money be smaller than it would have to be if credit were not available. Credit, then,

capital and commodity capital; in production, as productive capital. The has increased the power of his own capital.
capital which passes through all these metamorphoses is industrial capital But the existence of credit in no way changes the fact that capital must

The cycle of capital, then, consists of two phases of circulation, M—C and




70 Money and credit

have the form of money in order to be able to buy commodities. It merely
reduces the quantity of metallic money that would otherwise be required
for exchange, in so far as payments cancel each other out. But this quantity
does not depend at all upon the fact that money is being used as capital in
this transaction; it is determined by the laws of commedity circulation.
Other things being equal, the quantity of money advanced is determined by
the aggregate price of the commodities which have to be bought. Thus, an
increase in the quantity of capital advanced simply denotes an increase in
the purchase of commodities intended for use as productive capital
(Mp -+ L); that is, an increased volume of media of circulation and
payment.

Two opposed tendencies are at work in the case of an increase of this
kind. During a period of prosperity, a rapid accumulation of capital is :
accompanied by an increased demand for certain commodities and
consequently by an increase in their prices, which makes necessary an
increase in the quantity of money. On the other hand, credit also grows in
such a pericd, since regular returns seem to assure the valorization of
capital, and there is a greater readiness and opportunity to make credit
available. The expansion of credit makes possible a rapid growth of cir-
culation beyond what would be possible on the basis of metallic money.,

This is true, naturally, only of the process M—Mp; not of the process
M-L, With the growth of variable capital there is a corresponding increase
in the amount of extra money which serves consumers’ purchases and flows
into circulation. It is evident that as capitalist production develops there
constantly takes place an absolute, and even more a relative, increase in the
use of credit. The latter is accounted for by the progress toward a higher
organic composition of capital, in which the growth of M—Mp outpaces the
growth of M-L, with the resulting more rapid increase in the use of credit as
compared with the use of cash.

Thus far, in our examination of the cycle, we have not observed credit
performing any new function. This changes, however, when we consider
the influence of the rate of turnover upon the magnitude of money capital.
For we shall soon see that sums of money are periodically set free during the
cycle. Since idle money can yield no profit, the attempt is constantly being
made to prevent such idleness; and this task can be accomplished only by
credit, which thereby acquires a new function. It is to this new function of
credit that we must now direct our inquiry.

The periodic release and idleness of money capital

The movement of capital through the sphere of production and the twon
phases of circulation takes place in a sequence of time. The duration of its
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isojourn in the sphere of production constitutes its production time, that of
its stay in the sphere of circulation its time of circulation. The entire time of
rotation is therefore equal to the time of production plus time of
circulation.*

~"The rotation of capital, considered as a periodical process, not as an
individual event, constitutes its turnover. The duration of this turnover is ]
determined by the sum of its time of production plus its time of circulation.
This sum constitutes its time of turnover.’

In our schema, the time necessary to complete the process M-M,
therefore, constitutes the turnover time, which is equal to the time required
by the transactions M—-L and M~Mp plus the time required by C,-M, ;
while production time proper is equal to the time in which capital as
productive capital (P) engages in the process of generating value.

Let us assume that the turnover time of a given capital is nine weeks, of
which production takes six weeks, and circulation three weeks, and
that 1,000 marks are required for production each week. If
production is not to be interrupted for three weeks (the period of
circulation) at the end of the period of production, the capitalist must ¥
advance a new capital of 3,000 marks (capital IT), for during the three weeks
in which the capital is in circulation it does not exist at all so far as !
production is concerned.®

The period of circulation therefore calls for additional capital, and this
additional capital stands in the same ratio to the total capital as the
circulation time stands to the turnover time; in our example, a ratio of 3:9.
The additional capital would therefore amount to one-third of the total
capital.

The capitalist, then, must have at his disposal 9,000 marks, rather than
6,000, in order to avoid the suspension of production for three weeks. But
the additional 3,000 marks first begins to function at the beginning of the
circulation time, in the seventh week, and hence must lie idle for the first
six weeks. This periodic release and idleness of 3,000 marks goes on
unceasingly. The 6,000 marks which were transformed into commodity
capital in the first working period are sold at the end of the ninth week. The
capitalist now has 6,000 marks in hand. By this time, however, the second
working period, which began in the seventh week, is half completed.
During this time the additional capital of 3,000 marks has gone to work,
and to complete this second period, only 3,000 marks are required, and this
sum is provided by releasing again half of the original 6,000 marks. The
process now repeats itself again and again.

Additional capital, money capital used to purchase means of production
and labour power, has become necessary in order to maintain the
continuity of production, and to prevent its interruption by the circulation
of capital. The additional capital itself does not generate surplus value
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continuously and to that extent does not really function as capital. The
mechanism of rotation has simply set it free for a time so that it can
function during the rest of the time.

~
Looking at it from the point of view of the agpregate social capita{l\,v/-,
there will always be a more or less considerable part of this ad- :
ditional capital for a prolonged time in the form of money capital.” /

And this released capital is equal to that portion of capital which has
to fill oul the excess of the circulating period over the working per-
iod or over a multiple of working periods.®

The advent of the additional capital [3,000 marks] required for the
transformation of the circulation time of capital I [6,000 marks] into
a time of production increases not only the magnitude of the ad-
vanced capital and the length of time for which the aggregate capital
must necessarily be advanced, but it also increases specifically that
portion of the advanced capital which exists in the form of a money
supply, which persists in the condition of money capital, and has the
form of potential capital.®

These 3000 marks are not necessarily the entire amount of money capital
lying idle at any given moment.'® Assume that our capitalist divides the
6,000 marks required at the beginning of the period of production into
3,000 marks for the purchase of means of production and 3,000 marks for
wages. He pays his workers weekly, which means that once a week, until the
end of the sixth week, the sum is reduced by 500 marks, the balance
remaining idle during the interim. Similarly, it is possible that he will not
purchase some of the means of production (say, coal) in bulk at the
beginning of the period of production, but will buy it in successive
instalments during production. Conversely, it may happen that market
conditions or delivery practices dictate purchases in excess of the require-
ments of a single period of production, in which case it would be necessary
to convert a larger part of money capital into commodity capital.

L
In so far as process M< does not require that money be immediately
Mp
transformed into labour power and means of production, idle money
capital comes into existence, quite apart from the additional capital II. One
part of this money concludes that act M—C, while another pari remains in
monetary form in order to be used for simultaneous or successive acts of
M-C when conditions require it. This second part is only temporarily
withdrawn from circulation, in order to become active at an appropriate
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time. This hoarding is, therefore, a state in which money continues to

, exercise one of its functions as money capital. Although it is temporarily

inactive it still forms part of the money capital (M) which is equal to the
value of the productive capital from which the cycle began. On the othef)

" hand, all the money which has been withdrawn from circulation exists in,

the form of a hoard.

In the form of a hoard, money is thus likewise a function of money
capital, just as the function of money in M—C as a medium of pur-
chase or payment becomes a function of money capital. For capital
value here exists in the form of money, and the money form is a
condition of industrial capital in one of its stages, prescribed by the
interrelations of processes within the cycle. At the same time, it is
here once more obvious that money capital performs no other func-
tions than those of money within the cycle of industrial capital, and
that these functions assume the significance of capital functions only
by virtue of their interrelations with the other stages of this cycle.}*

A third very important reason for money capital lying idle arises from
the manner in which capital flows back from the process of realization.
Here two principal causes should be distinguished. Looked at from the
point of view of its turnover, industrial capital may be divided into two
parts. One is completely consumed during a single turnover period and its
value is transferred in toto to the product. In a spinning mill, for example,
in which 10,000 pounds of yarn are produced monthly and sold at the end
of the month, a corresponding value of cotton, lubricants, lighting gas,
coal, and labour power is consumed during the month and their value
returns to the capitalist when the yarn is sold. This portion of capital
which is replaced during a single turnover period is circulating capital. On
the other hand, installations, machinery, etc., are also needed for
production, and these continue their productive service over many periods
of turnover. Hence, only a part of their value, equal to the average
depreciation for a single turnover period, is transferred to the product. If
their valueis, say, 100,000 marks, and their functional life 100 months, then
1,000 marks will be taken from the sale of the yarn for replacement of
installations and machinery. The part of the total capital which thus
functions over a series of turnover periods is fixed capital.

The owner of the spinning mill therefore, receives a steady flow of money
from circulation which he uses for the replacement of his fixed capital, He
must hold it in the form of money until 100 months have elapsed, at which
time it will amount to the 100,000 marks required for the purchase of new
machinery, etc. The process, therefore, constitutes still another occasion
for the formation of a hoard, which is itself
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a factor in the capitalist process of reproduction; it is the repro-
duction and storage, in the form of money, of the value of its fixed
capital, or its individual elements, until such time as the fixed capital,
shall be worn out, until it shall have transferred its entire value

to the commodities produced, and must be reproduced

in its natural form.!?

Obviously, then, some capitalists are always withdrawing money from
circulation as replacement for the consumed value of the fixed capital. The
essential thing here is the money form. The value of the fixed capital can be
replaced in money form only because the fixed capital itself can continue to
function in production without having to be repiaced in kind. It is thus the
particular form of the reproduction of fixed capital which makes money
necessary in this connection.!* In the absence of money, it would not be
possible to separate the circuniation of the value of fixed capital from its
technical continuity in production. The manner in which fixed capital is
renewed thus requires periodic hoarding, and hence also the periodic
idleness of money capital.

The capitalist mode of accumulation supplies the final cause of the
release of money capital which is of interest to us here. Surplus value must
attain a certain volume, depending upon the prevailing technical and
economic conditions of an enterprise, before it can begin to function as
capital, either in the expansion of existing enterprises or the formation of
new ones. Every cycle ends with surplus value in money form. As a rule, a
whole series of cycles is required before the realized surplus value is large
enough to be converted into productive capital. The result is idle money
capital which originates in production and must remain in money form
until such time as it can be put to productiye use.

Hoarding can occur even in simple commodity circulation. All that is
required is that in the sequence C— M - C, the second part, M — C, should
fail to take place; that the seller of the commodity refrains from buying
other commodities and hoards his money instead. But this kind of action

seems quile accidental and arbitrary, whereas in the circulation of capital

such hoarding is essential and ensues from the nature of the process itself.
Another difference between the two types of circulation is that in the
circulation of capital not only are means of circulation set free and
hoarded, but also money capital which was a stage in the valorization
process and a potential starting point for a new cycle of production. In this
way pressure is exerted on the money market.

Thus there arises from the very mechanism of capital circulation the
necessity for a larger or smaller amount of money capital to remain idle for
longer or shorter periods. During these periods of inactivity, of course, it

can earn no profit - a mortal sin from the standpoint of capitalists. As in /
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most cases of sinning, however, the extent to which capital commits this sin
depends upon objective factors, which we must now consider.

The changing volume of idle capital and its causes

As we already know, additional money capital which periodically lies idle is
required in order to continue production during the turnover period. In our
first example, if the period of turnover were reduced from three to two
weeks, 1,000 marks would become superflucus and would therefore be
withdrawn in the form of money capital. It would then enter the money
‘market as an addition to the capital already there. Prior to its release, only
part of the 1,000 marks was in money form, namely the 500 marks which
served to purchase labour power. The balance of 500 marks had been used
to purchase means of production and therefore existed in commodity
form. The entire sum, in the form of money, is now disengaged from
this cycle.

The 1,000 marks thus withdrawn in money now form a new money
capital seeking investment, a new constituent part of the money mar-
ket. True, they were previously periodically in the form of released
money capital, and of additional productive capital, but these latent
forms were the conditions for the promotion and continuity of the
process of production. Now they are no longer needed for this pur-
pose, and for this reason they form a new money capital and a con-
stituent part of the money market, although they are neither an ad-
ditional element of the existing social money supply (for they existed
at the beginning of the business and were thrown by it into circu-
lation) nor a newly accumulated hoard.!*

This shows how, given a constant money reserve, any increase in the supply
of money capital must be the result of an abbreviation of the turnover
period. Money, having once served as capital, is fated to return to that role.

Conversely, if the turnover period were prolonged, say for another two
weeks, an additional capital of 2,000 marks would be required. This sum
would have to be obtained from the money market in order to re-enter the
cycle of productive capital (including its circulation). Of this sum, half
would be gradually converted into labour power, and the other half,
perhaps all at once, would be invested in means of production. Any
prolongation of the turnover period therefore praduces an increased
demand in the money market.

The most important factors which affect the turnover period itself are the
following;;



76 Money and credit

To the extent that the greater or smaller length of the period of turn-
over depends on the working pericd, strictly so called, that is to

say, on the period which is required to get the product ready for the
market, it rests on the existing material conditions of production of
the various investments of capital. In agriculture, they partake maore
of the character of natural conditions of production; in manufacture
and in the greater part of extractive industry they vary with the so-
cial development of the process of production itself.'*

Two tendencies are at work here. The development of technology
shortens the working period and makes it possible to finish a product and
bring it to the market with greater speed. In the case of particular products,
the scale of production is enlarged and a larger capital is turned over more
rapidly. Technological progress thus shortens the working period and
accelerates the turnover of circulating capital and of surplus value. At the
same time, however, this progress also means an increase of fixed capital,
which has a longer turnover period, spanning many turncVer periods of
circulating capital. Since fixed capital tends Lo increase more rapidly than
circulating capital, the result is that a growing proportion of the total
capital has a slower rate of turnover. Leaving aside credit, this slowing
down of the rate of turnover provides another reason — in addition to the
expansion of the scale of production itself — for an increased advance of
money capital, of which a larger proportion, however, would remain
unoccupied and available,

To the extent that the length of the working pericd is conditioned on
the size of the orders (the quantitative volume in which the product
is generally thrown upon the market), this point depends on con-
ventions. But convention itself depends for its material basis on the
scale of production, and it is accidental only when considered
individually.®

In this connection, too, the quantity produced generally increases and
with it the requirements for money capital. Nevertheless, it should be
observed that technological progress makes it possible to produce a larger
volume of commodities at lower prices, and this may reduce the capital
outlay required.

Finally, so far as the length of the period of turnover depends on

that of the period of circulation, the latter is indeed conditioned on
the incessant change of market conditions, the greater or lesser ease
of selling, and the resuiting necessity to throw a part of the product
on to more or less remote markets. Apart from the volume of gen-
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eral demand, the movement of prices plays here a principal role,
since sales are deliberately restricted when prices are falling, while
production continues; and conversely, production and sales keep in
step when prices are rising, or sales may even be made in advance.
But we must consider the actual distance of the place of production
from the market as the real material basis.!”

Since profit originates in production and is only realized in circulation,

there is a never-ending search for ways and means of converting the
greatest possible amount of capital into production capital. This accounts
for the tendency to reduce the costs of circulation to a minimum, first by
substituting credit money for metallic money, and second by reducing the
circulation time itself, by improving commercial methods and selling
products as quickly as possible. There is also a counter-tendency resulting ;
from the expansion of markets and the development of the international ,’
division of labour, but the effect of these factors is moderated in turn by the'
development of transport facilities.

Finally, it should be emphasized that the length of the period of capital

turnover is the decisive factor which determines the rapidity with which
surplus value is reconverted into capital and accumulated. The shorter the
turnover period the more rapidly can surplus value be realized in the form
of money and converted into capital.

The factors mentioned above - the organic composition of capital

(especially the ratio of fixed to circulating capital), the development of
commercial methods which reduce the turnover time, the improvement ofi/
means of transportation which achieves the same resutt (though it also has .
the opposite effect when it opens up distant markets), periodic business;
fluctuations which change the rate at which money flows back, and finally,
changes in the speed of productive accumulation — all play some part ird
determining the quantity of idle capital and the period of its inactivity.

Still another important factor is the influence exerted by changes in

commodity prices. If the price of raw materials falls, the capitalist (in our
example) need not advance the weekly sum of 1,000 marks, but only, say,
900 marks, in order to continue production on the same scale. His capital
for the whole turnover period would then be 8,100 marks rather than 9,000
marks, leaving 900 marks free.

This eliminated, and now unemployed, capital which seeks invest-
ment in the money market, is nothing but a portion of the originally
advanced capital [of 9,000 marks]. This portion has become super-
fluous by the fall in the price of the materials of production so long
as the business is carried along on the same scale and not expanded.
If this fall in prices is not due to accidental circumstances such as a
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rich harvest, oversupply, etc., but to an increase of preductive power
in the line which supplies the raw materials, then this money capital
is an absolute addition to the money market, or in general to the
capital available in the form of money capital because it no longer
constitutes an integral portion of the capital already invested.'®

Conversely, a rise in the price of raw materials would necessitate additional
money capital and would increase the demand on the money market.

It is evident that the factors we have just considered are of great
importance for the development of the money market during the periodic
fluctuations caused by the business cycle. At the beginning of a period of
prosperity, prices are low, the turnover of capital is very rapid and the time
of circulation is short. As the upswing approaches its peak, prices rise and
the circulation time is extended. There is a stronger demand for credit in
circulation, while at the same time the demand for capital credit has
increased as a result of the expansion of production. The extended
circulation time and the rise in prices make additional capital necessary,
and this must be obtained from the money market, thus reducing the
amount of loan capital available.

Along with its progress toward a higher organic composition, the general
turnover time of the capital generally increases. Both the quantity of capital
and the period of time during which it is engaged in production increase. A
longer time elapses before the capital which has been advanced returns to
its starting point again. For example, if the turnover time is ten weeks, the
capitalist must advance 10,000 marks. If he introduces a new method of
production which requires an advance of 60,000 marks and.has a turnover
time of thirty weeks, he would need to draw 60,000 marks from the money
market. The capital, increased sixfold, wquld have to be advanced for
thrice the length of time.

The longer the turnover time of the capital the longer it takes for the
equivalent value of the commodities (means of production and means of
subsistence [or the workers) withdrawn from the market, to return to the
market in the form of commodities, Thus commodities are withdrawn from
the market and money takes their place. Money is now not an ephemeral
but an enduring value form for the commodities withdrawn from the
market. Its value has become independent of the commodity. The
commodity value must now be replaced absolutely by money, since its
replacement by another commodity can only fellow at an entirely different
point of time.

If we assume that society were not capitalist but communist, then
money capital would be entirely eliminated, and with it, the disguises
which it carries into the transactions. The question is then simply
reduced to the problem that society must calculate beforehand how

Money in the circulation of industrial capital 79

mygh iabour, means of production, and means of subsistence it can
utl}lz.? without injury for such lines of activity as, for instance, the
bulldmg of railways, which do not furnish any means of prodilction
or §ub51stence, or any useful thing, for a long time, a year or more
while they require labour and means of production or subsistence ,
out_ of .the annual social production. But in capitalist society, where
sqcnal intelligence does not act until after the fact, great distl,lrbances
will a1'1d must occur under these circumstances. On the one hand
there is pressure on the money market, while on the other an easy
money mz}rket creates just such enterprises in mass that bring about
the very circumstances by which a pressure is subsequently exerted
on the market. A pressure is exerted on the money market, since an
advanc? qf money for long terms is always required on a large scale.
And thfs 1s 50 quite apart from the fact that industrialists and mer-
_chan.ts lnvest the money capital needed for carrying on their business
in railway speculation, etc., and reimburse themselves by borrowing
on f-he money market. On the other hand, there is a pressure on the
avaﬂable productive capital of society. Since elements of productive
cap{tal are continually withdrawn from the market and only an
equivalent in money is thrown on the market in their place, the de-
mand of cash payers for products increases without providing any
elements of supply. Hence a rise in prices of means of production
and of subsistence. To make matters worse, swindling operations are

alw?ys carried on at this time, involving the transfer of large sums of
capital . . .. !*

_In sgch circumstances, variations in the rate of turnover constitute a
dl_sturbmg factor in the proportionality of reproduction, and thereby, as
will be.shOWn later, an element in crises, , ,

. Our m.Vt:stigation 50 far has therefore yielded the following conclusions
_(1) a portion of the total social capital devoted to production is always lyiné
xdle_ in I_:he form of money capital; (2) the magnitude of this idle money
capital is subject to great variations which exert an immediate influence on
thc:: demand for and supply of money capital in the money market. But the
eJu?ten_ce of idle money is in contradiction with the very fuaction of capital
which is t'o produce profit. Hence every effort is made to reduce this idlcnesé
to a2 minirnum, and this task constitutes yet another function of credit.

The transformation of idle money into active money capital by means of credit

Itis easy to see hpw (?redit can perform this function. We have seen already
that money capital is periodically released in the cycle of capital. Once |
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released from the cycle of any one individual capital, it can function as
money in the cycle of another capital if it is made available to other
capitalists in the form of credit. In other words, this periodic release of |
capital is an important basis for the development of the credit system. All
the factors, therefore, which have led to the idleness of capital now become
so many causes for the emergence of credit relations, and all the factors
which affect the quantity of idle capital also determine the expansion and
contraction of credit.

If, for example, there are interruptions in the cycle of any capital which
cause it to remain in the form of money capital, a potential supply of money
capital comes into existence and can be made available to other capitalists
through the medium of credit.Such is the case in discontinuous processes of
production, like those which prevail in the seasonal industries, whether as a
result of natural causes (in agriculture, the herring catch, sugar production,
atc.) or of conventional arrangements (where there is, for example, so-
called seasopnal work). Every release of money capital involves the
possibility of applying this capital, by means of credit, to other productive
purposes beyond those of the individual capital which released it.*°

If, on the contrary, the interruption occurs at a point in the cycle where
no money capital is released, then the reverse holds true. The continuity of
the process can only be maintained il recourse can be had to liquid reserves,
or, where a developed credit system exists, to credit.

On the one hand, the nature of the cycle creates the possibility of gran-
ting loans for use as capital. But since money is always needed to defray
the cost of circulation, and capitalist production has a tendency to expand
more rapidly than the supply of money capital, the resort to credit becomes
a necessity. On the other hand, every disturbance in the process of
circulation, every prolongation of the process C-M or M-C, makes an
additional reserve capital essential to maintain the continuity of the
production process.

I have already noted that the quantity of money depends, ceteris paribus,
on the aggregate price of commodities in circulation. Any changes in value
which occur while capital is going through its cycle will therefore affect the
quantity of money capital. If prices rise, the additional money capital is tied
up; if they fall, money capital is released.

But to the extent that these disturbances increase in volume, the
industrial capitalist must have at his disposal a greater money capital
in order Lo tide himself over the period of compensation; and as the
scale of each individual process of production, and thus the mi-
nimum size of the capital to be advanced, increase in the process of
capitalist production, we have here another circumstance in addition
to those others which transform the functions of the industrial capi-
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talist more and more into a monopoly of great money capitalists,
who may be individuals or associations.?!

Credit which is thus based upon the release of money capital is radically
different from the commercial credit which originates only from the
changed function of money in simple commodity circulation. This subject
requires a closer examination.
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The banks and industrial credit

Credit first appears as a consequence of the changed function of money asa
means of payment. When payment is made some time after the sale .has
taken place, the money due is credited for the intervening per_lod.
Naturally, this form of credit presupposes commodity owners and, in a
developed capitalist society, productive capitalists. Assurr.ling that we are
dealing with a single isolated example of this practice this simply means
that capitalist A has enough reserve capital to wait for payment from B who
did not have the necessary cash at the time of the purchase. In this kind of
unilateral advance of credit, A must have available the sum of money wl.lich
B will have to pay when the debt [alls due. Money is not economized
thereby; it is merely transferred. Things are different if the promissory note
itself functions as a means of payment. To take an example; if A not onlyq
advances credit to B, but also receives credit from C by giving him B’s note, ‘
C can use that note to make any payments he owes to B. Sales and
purchases between A and B, A and C, C and B have taken place wi_thout the
intervention of money. Money is therefore saved, and since this money
must have been in the possession of productive capitalists as money
capital for the circulation of their commodity capital, it ff)llows that for
thern money capital has been saved, The promissory note, in othf:r v:vords,
has replaced money by performing the work of money, by f}mctlomng as
credit money. A large part of the circulation processes, including the Iargfzst
and most concentrated operations, take place among the prc_>duct1ve
capitalists, and all these iransactions can, in principle, be accomphshed by
promissory notes or bills of exchange.* The majority of such bills cancel
out and hence only a small amount of cash is required to settle the balanc-es.
In this case productive capitalists are mutually providing each Pther w.ath
credit. What the capitalists lend each other is commaodities, which
constitute for them commodity capital. At the same time, however, these

*Throughout his study Hilferding uses the term Wechsel to denote a vadety of

credit instruments which are usually given distinct names in the English- ‘
speaking world. I have therefore translated the term in different ways according

to the context. [Ed.]
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commodities are looked upon as mere bearers of a given amount of value,
which is assumed to have been realized in its socially valid form at the time
of sale. In other words, they are regarded as the bearers of a specific sum of
money represented by the bill. The circulation of bills, therefore, is based
upon the circulation of commodities, but of commodities which have been
sold and converted into money, even if the conversion is one which society
has not yet accepted as valid, but which only exists as a private act in the
buyers’ promises to pay.'

This type of credit, advanced by productive capitalists to one another, [
shall call circulation credit. I have already noted that it is used as a
substitute for money and that, by facilitating the transfer of commodities
without the use of money, it helps to conserve precious bullion. The
expansion of this type of credit is based on the increased use of this method
of transferring commodities, and since commodity capital is involved
here - transactions between productive capitalists — it depends also upon
the expansion of the reproduction process. Whenever the scale of
reproduction increases, there is also an increased demand for productive
capital (machinery, raw materials, labour power).

An increase in production means a simultaneous increase in circulation ;
and the enlarged circulation process is made possible through an increase in
the quantity of credit money. The circulation of bills expands, and can
expand, because the quantity of commodities entering circulation is larger.
This growth of circulation can proceed without any rise in the demand for
gold money. Equally, the relation between the supply of and demand for
money capital need not change, because the greater need for means of
payment can be met simultaneously, and in the same proportion, by a
larger supply of credit money based upon the increased volume of
commodities.

What increases in this case is the circulation of bills of exchange.? This
increased credit need not in any way affect the relation between the demand
for and supply of the elements of real productive capital. Rather, both are
likely to increase at the same rate. The process of production is expanded,
and commodities are thus produced which are required to carry on
production on an enlarged scale. We therefore have an increase in credit as
well as an increase in productive capital, both of which are reflected in an
increased circulation of commercial bills, But this does not entail any |
varation in the relation of the supply to the demand for capital in money
form. Yet it is only this demand which affects the rate of interest. It is
therefore possible for the supply of credit to increase without any change in
the rate of interest, provided that the additional credit consists exclusively =
of circulation credit.

The circulation of bills is limited only by the number of business
transactions actually concluded. An overissue of state paper money will
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depress the value of each individural mooey unit without changing the value
of the total supply of paper money, but commercial bills can in principle
only be issued when a business transaction has been concluded, and fer this
reason bills cannot be overissued. If a particular transaction is fraudulent,|
the bill of course will become worthless. But the worthlessness of one bill ‘5
has no effect on all the others.

The impossibility of an overissue of bills does not, however, preclude the
possibility that capitalists may assume excessive monetary obligations in
the form of credit instruments of this type. During a crisis, for instance, the
prices of commodities fall and obligations cannot be redeemed in full.
Market stagnation makes the conversion of commodities into money
impossible. The manufacturer of machines who issued bills in payment for
coal and iron, hoping to redeem them through the sale of his product, now
finds himself unable to liquidate his obligation or to satisfy his creditor by
giving him a bill drawn on a purchaser of his own machines. If he has no
reserves his bills become worthless, notwithstanding the fact that they
represented commaodity capital at the date of issue (coal and iron converted
into machines).?

In providing credit for the period of circulation bills are a substitute for”
the additional capital that would otherwise have been required to bridge
over that period. These bills are normally issued by productive capitalists to
one another. But if returns fail to materialize the money has to be obtained
from a third party, the banks. The banks are also involved whenever the
normal conditions of bill circulation are disturbed; for instance, when,
commodities become temporarily unsaleable or are withheld lor specu-
lative or other purposes. In this case the banks merely extend and '
supplement the credit provided by bills. i

Circulation credit thus extends the scale,of production far beyond the
capacity of the money capital in the hands of the capitalists. Their own
‘capital simply serves as the basis for a credit superstructure and provides a
fund for the settlement of balances, as well as a reserve against losses when j
‘bills depreciate. :

The saving in cash money tends to increase to the extent that bills cancel
each other out. Special institutions are required for this purpose. The
collection and clearance of credit instruments is a task performed by the
banks. At the same time, more money can be saved the more frequently a.
single bill can be used as a means of payment. Bills will circulate in this
more extensive way only if there is certainty that they will be redeemed ; that |
is, if their security as a medium of circulation and means of payment is'
publicly recognized. This, too, is one of the tasks of the banks, Banks
perform both functions by buying bills. In so doing, the banker becomes a
guarantor of credit and substitutes his own bank credit for commercial
credit in so far as he issues a bank note in place of industrial and
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| commercial bills. The bank note is simply a draft on the banker which is

more readily acceptable than the notes of the industrialist or merchant.
Thus the bank note rests upon the circulation of bills. The state note is|
backed by the socially necessary minimum of commodity transactions, and j
the bill of exchange by the completed commodity transaction as a private "
act of the capitalist. The bank note, on the other hand, is secured by the bill,

or promissory_ note, which is backed by the total assets of all the drawers
va‘o were parties to the exchange. At the same time, the issue of bank notes
is limited by the volume of discounted bills and hence by the number of

kcomp[eted acts of exchange.

Originally, therefore, the bank note was simply a bank draft which
replaced bills issued by productive capitalists.* Prior to the use of bank
notes bills often circulated with a hundred or more signatures before they
fell due. On the other hand, the first bank notes resembled ordinary
commniercial bills in being issued for the most varied amounts rather than in
round sums. Nor were they always payable on demand.

In past times, it was not uncommon for banks to issue notes, payable
on demand, or at a distant day from that of presentation, at the
option of the issuer, but in such case, the notes bearing interest till
the day of payment.*

A change (which, however, does not affect the economic laws involved)
was first introduced when the state intervened. The purpose of its
legislation was to guarantee the convertibility of the bank note by limiting,
.directly or indirectly, the quantity that might be issued, and by making the
issue of bank notes 2 monopoly of a bank operating under state control. In
countries where there is no state paper money, or where its volume is far
below the socially required minimum, the bank note takes its place. Where
such notes are made legal tender during certain periods of crisis they '
become in effect state paper money.®

The artificial regulation of the issue of bank notes fails as soon as
circumstances require an increased issue. For instance, when the credit

* structure collapses during a crisis, the credit money (bills) of many

individual capitalists is impaired, and the place it occupied in circulation
pas to be filled by additional means of circulation. The law becomes
impotent and is either disregarded (as recently occurred in the United
States) or suspended (as in the case of the Peel Act in England). People will
accept bank notes while they reject many other bills simply because the
credxt of the bank has not been impaired. If it were impaired the notes
would have to be made legal tender, or state paper money would have to be

issueq. If this were not done, purely private means of circulation would be
contrived, as they were in the recent American crisis. But this is a much less
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effective method of combating a money crisis, especially when such a crisis
is aggravated by unsound legislation with respect to the issue of bank
notes.”

Like the bill of exchange the convertible note cannot be issued in
excess quantities. (The inconvertible note is really identical with legal
tender state paper money.)® A bank note which is not required in circulation
is returned to the bank. Since it can be used in lieu of the bill of exchange,
the issue of notes is subject to the same laws as is the circulation of bills, and
expands along with the laiter so long as credit remains undisturbed. The
credit behind a bank note can hold its own even during a crisis and
consequently, when the circulation of bills contracts during a crisis, bank
notes and cash are used in their place. 5

With the development of the banking system, as unemployed money
flows into the banks, bank credit is substituted for commercial credit, so
that increasingly all bills serve as means of payment not in the original form
in which they circulate among productive capitalists, but in their converted
form as bank notes. Banks become the institutions for clearing and settling
balances, a technical improvement which extends the range of possible
mutual cancellation and reduces the amount of cash required for settling
balances. The money which productive capitalists had previously been
obliged to keep on hand for settling the bills they had drawn now becomes
superfiuous, and flows as deposits to the banks who can use it to settle the
balances.

Since the banker substitutes his own credit for the commercial bills, he
requires credit, but only a relatively small money capital of his own, in
order to guarantee his ability to pay. What the banks do is to replace
unknown credit by their own better known credit, thus enhancing the
capacity of credit money to circulate. In this way they make possible the
extension of local balances of payment to a far wider region, and also
spread them over a longer time period as a consequence, thus developing
the credit superstructure to a much higher degree than was attainable
through the circulation of bills limited to the productive capitalists.

Nevertheless, we should be on guard against the error of double counting
with regard to the capital which banks supply to producers by discounting
their bills. The greater part of bank deposits belong to the productive
capitalists who, as the banking system evolves, keep the whole of their
liquid money capital in the banks. This money capital, as we have seen, is
the basis for the circulation of bills. But it is that class’s cwn capital, and the
class does not receive any new capital through the discounting of bills. All
that has happened is that capital in one money form (as 2 private promise to
pay) has been replaced by capital in another money form (as a promise to
pay by the bank, ultimately in cash). Money capital is involved only to the
extent that it replaces the realized commeodity capital. In other words,
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money is regarded here from a generic point of view. In a functional sense,
however, money is always involved, either as a means of payment or of
purchase.

The substitution of bank credit for the credit of the productive capitalist
can, of course, take place in other forms than the issue of bank notes. For
instance, in countries where the note issue is a monopoly, private banks
may supply bank credit to producers by ‘accepting’ their bills; that is by
endorsing them, and thus guaranteeing their redemption. By this means,
the bill benefits from the credit of the bank, and its ability to circulate is
increased as if it had been replaced by a note of that particular bank. It is
well known that a large part of international commercial transactions,
in particular, are carried on by means of such bills. In principle, there is no
difference between such ‘acceptances’ and the notes of private banks,®

Circulation credit, in the sense in which I have used the term, simply
consists in the creation of credit money. Thanks to the service it performs,
production is not limited by the volume of available cash which is part of
the socially necessary minimum of circulation (full value metallic money,
standard currency, gold and silver coins, plus legal tender state paper
money and small change).

But circulation credit as such does not transfer money capital from one
productive capitalist to another; nor does it transfer money from other
(unproductive) classes to the capitalist class, for transformation into
capital by the latter. If circulation credit is merely a substitute for cash, that
credit which converts idle money of whatever kind (whether cash or credit
money) into active money capital is called capital (or investment) credit,
because it is always a transfer of money to those who use it, through the
purchase of the various elements of productive capital, as money capital.

We saw in the last chapter how hoards of idle money accumulate in the
course of capitalist production which can be used as money capital. It is
these sums, which are sometimes involved in the circulation process and are
sometimes idle, which are hoarded either for the replacement of fixed
capital or as saved-up surplus value until they are large enough for
gccumulation. Three aspects need to be distinguished here: (1) the
individual sums must be collected until, through centralization, they are
sufficiently large to be used in production; (2) they must be made avail-
a_b]e to the right people; and (3) they must be available for use at the right
time,

We have seen earlier how credit money originates in circulation. We are
now dealing with money which lies idle. But money can only perform the
functions of money, and can do so only in circulation. Credit, therefore,
can do no more than put non-circulating money into circulation. As
capitalist credit, however, it puts money into circulation only in order to
withdraw more money. It puts money into circulation as money capital in
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order to convert it into productive capital. Thus it expands the scale of
production, and this expansion presupposes the expansion of circulation.
The scale of circulation is enlarged not by the injection of new money, but
simply by the utilization of old, previously idle money for the purposes of
circulation.

There is thus a need for an economic function which consists of collecting
idle money capital and then distributing it. But credit assumes here an
entirely different character from ordinary circulation credit. Circulation
credit merely makes it possible for money to serve as a means of payment.
Payment for a commodity which has been sold is credited, and the money
which would otherwise have had to enter circulation is saved because it is
replaced by credit money. Actual money which might otherwise be
required thus becomes superfluous. On the other hand, no new capital is
made available to the capitalist. Circulation credit merely gives his
commodity capital the form of money capital.

Capital (investment) credit, however, involves the transfer of a sum of
money from the owner, who cannot employ it as capital, to another person
who intends to use it for that purpose. This is the purpose of the money. For
if it were not employed as capital, its value would not be maintained or
recovered. From the standpoint of society as a whole, however, the
borrower must always repay his debt if lending is to take place with any
degree of security. In this case, therefore, Lhere is a transfer of money which
already exists, and no money is economized. Investment credit thus
transfers money and converts it from idle into active money capital.'®
Unlike ordinary commercial credit, it does not reduce the costs of
circulation. Its primary purpose is to enable production to expand on the
basis of a given supply of money. The possibility of investment credit arises
from the conditions of circulation of money,capital, from the fact that in
the cycle of capital money periodically falls idle. Some capitalists are
always paying such funds into the banks which, in turn, make them
available to others.

If, therefore, we view the matter from the standpoint of the capitalist
class as a whole, the money is not idle. No sooner is it hoarded at any point
in circulation, than it is immediately converted by the use of credit into an
active money capital in another process of circulation. The class as a whole
can economize in its advances of money capital, because the transferability
of money available during intervals of circulation obviates the formation of
idle money hoards. The relatively small part of the money supply which the
capitalist class needs to lay by as a hoard, is required only to cope with
irregularities and interruptions in circulation.

Previously we were dealing with productive capitalists (producers and
merchants) who conducted their business (for instance, the purchase of
means of production) by means of credit money. Now the productive
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capitalist has become a money capitalist or a loan capitalist. This new guise,
however, is temporary, lasting only for the period during which his money
capital lies idle, anxious to be turned into productive capital. And just as he
is a lender at one moment, 5o he is a borrower from some other productive
capitalist at another. The character of lpan capitalist is at first only
transitory, but with the development of the banking system it becomes the
specialized function of the banks.

Credit causes the available supply of money capital to do a larger volume
of work than would be possible in the absence of credit. It reduces idle
capital to the minimum which is necessary to avoid interruptions and
unforeseen changes in the capitalist cycle. It thus tries to eliminate, for the
benefit of the whole social capital, the idleness of money capital which an
individual capital experiences for a certain period of time in the course of
the cycle...

It follows that deposits and withdrawals by productive capitalists take
place in accordance with definite laws, which can be inferred from the
nature of the circulation process of productive capital and the length of its
cycle. Experience has familiarized the banks with these regularities, which
indicate the minimum amount of deposits under normal conditions, and
hence the amount which they can make available to productive capitalists,

The cheque is a direct order upon a deposit, while the commercial bill
draws upon it only indirectly. The cheque draws upon an individual
deposit, while the bill is based upon the apgregate deposit of the whole
class. For it is essentially their own deposits which are made availabie to the
capitalist class for discounting bills, and when the bills which fall due are
paid the money, which has accrued in fact from the sale of commodities,
returns to the banks as deposits. Should this reflux of money diminish, and
the repayment of these bills be reduced, capttalists would have to secure
additional capital. They would then draw upon their deposits, and thus
reduce the fund which is available for discounting their bills. The bank now
has to intervene and discount bills with its own credit, but since the deposits
which provide the basis for the circulation of bills have been reduced, and
the bank’s liquidity has declined, it is dangerous for the bank to expand its
own credit. The retarded reflux of money, in this case, has increased the
demand for bank credit and thus - since credit cannot be expanded — for
bank (i.e. loan) capital. This is expressed by a rise in the rate of interest. The
functioning of the bill as credit money has declined in importance, and
actual money obtained from the bank has had to take its place, as is
revealed by the increased demand for money capital. Thus we see a
reduction of deposits, while the circulation of commercial bills remains
constant or even increases, and the interest rate rises.

It is obvious that the total volume of deposits is many times greater than
the available supply of cash. Metallic money circulates rapidly and is also
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the basis for the circulation of credit money. Any transfer of either metallic
money or credit money may result in a deposit with the banker, and the fact
that the volume of deposits can thus greatly exceed the stock of cash is
shown by the rate of circulation (including credit money).

A deposits 1,000 marks in a bank. The bank lends these 1000 marks to B
who, in turn, uses them to pay his debt to C. C then again deposits the 1,000
marks in the bank. The bank lends them out again and receives them once
again as a deposit, and 50 on.

The deposits . . . play a double role. On the one hand . . . they are
loaned out as interest-bearing capital, and are not found in the cash
boxes of the banks, but figure merely in their books as credits of the
depositors. On the other hand, they figure as such book entries to
the extent that the mutual credits of the depositors in Lhe shape of
cheques on their deposits are balanced against one another and so
recorded. In this procedure, it is immaterial whether these deposits
are entrusted to the same banker who can thus balance the various
credits against each other, or whether this is done in different banks,
which mutuaily exchange cheques and pay only the balances to one
another.'!

In terms of the preceding account the bank has performed two functions:
(1) it has facilitated the process of making payments, and by concentrating
them and eliminating regional disparities, it has enlarged the scale of this
process; (2) it has taken charge of the conversion of idle capital into active
money capital by assembling, concentrating and distributing it, and in this
way has reduced to a minimum the amount of idle capital which is required
at any given time in order Lo rotate the social capital. The bank assumes a
third function when it collects the money income of all other classes and
makes it available to the capitalist class as money capital. Capitalists thus
receive not only their own money capital, which is managed by the banks,
but also the idle money of all other classes, for use in production.

In order to perform this function the banks must be able to assemble,
concentrate, and lend out as much of the available idle money as possible.
Their principal means of doing so are the payment of interest on deposits
and the establishment of branch banks where such deposits can be made.
This ‘decentralization’ - a misnomer perhaps, because the decentralization
is purely geographical rather than economic - is essential to the bank’s job
of transferring idle money to productive capitalists.

The money capital which is thus supplied by the banks to industrial
capitalists can be used to expand production in two different ways: by
increasing either fixed capital or circulating capital. The distinction is a very

=

F

The banks and industrial credit 91

important one because it determines the way in which the money capital
flows back. Money capital which is advanced for the purchase of
circulating capital flows back in the same manner; that is, its value is fully
reproduced during a single turnover period and reconverted to the money
form. This is not the case, however, when the advance is made for
investment in fixed capital. Invested in this way, the money returns in
piecemeal fashion, in the course of a long series of turnovers, during which
time it remains tied up. This difference in the reflux of money is responsible
for a difference in the way in which the bank invests its money. When it
invests its capital in a capitalist enterprise the bank becomes a participant in
the fortunes of the enterprise; and this participation is all the more intimate
the more the bank capital is used as fixed capital. The bank enjoys far more

freedom of action in its dealings with a merchant than with an industrial

entrepreneur. In the case of merchant capital, only credit for payments is
involved, and as we shall see, this explains why bank capital stands in an
altogether different relationship to merchant capital than it does t
industrial capital.

Bank capital (including other funds, as mentioned above) is supplied t
industrial capitalists in a number of ways; by allowing them to overdraw
their own deposit accounts, by establishing open credit accounts, or by
current account operations. There is no difference in principle between
these three methods. What really couats is the purpose for which the funds
are applied, that is, whether they are used as fixed or circulating capital 2

To the extent that banks tie up their funds, they are obliged to keep a
comparatively large capital of their own, as a reserve fund, and as security
for the uninterrupted convertibility of deposits. Thus banks which are
engaged in supplying long-term credit, in contrast to pure deposit banks,
must have at their disposal a substantial capital. In England the ratio of
paid-up share capital to liabilities is extraordinarily small: ‘In the
excellently managed London and County Bank, the ratio in 1900 was 4.38
10 100."** On the other haad, this ratio also explains why the dividends of
the English deposit banks are so high.

Originally, the principal credit instrument was the bill of exchange
used as payment credit by productive capitalists - industrial and
commercial — in their dealings with one another; its outcome is credit
money. When credit is concentrated in the hands of the banks, investment
credit becomes increasingly important in comparison with payment credit.
At the same time the credit which industrialists extend to one another may
change its form. Since all their money capital is held in liquid form in the
banks, it becomes a matter of indifference to them whether they extend
credit to one another by means of commercial bills or by claims upon their
bank credit. Bank credit can therefore be substituted for bills, and the

/
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circulation of the tatter begins to diminish. Industrial and commercial bills
are replaced by bank drafts, which are based upon an obligation of the
industrialist to the bank.'*

The transition from commercial to investment credit is also apparent in
international markets. In the early stages of development England (and
Dutch policy was similar in the early period of capitalism) extended
commercial credit to countries which bought English products, while
paying for a larger proportion of her own imports in cash. The situation is
different today: credit is not provided exclusively or mainly in the form of
commercial credit, but for capital investment, the object of which is to gain
control of foreign production. The principal international bankers today
are not so much the industrial countries like the United States and
Germany; it is primarily France, and then Holland and Belgium, which
were already financing English capitalism in the seventeenth and eighteenth
centuries, which are the main providers of investment credit. England, in
this regard, occupies an intermediate position. This accounts for the
differences in the gold movements in and out of the central banks of these
countries. For a long time London has been the only genuinely free market,
for gold and hence the centre of the trade in gold, so that the movement of
gold through the Bank of England has served as an index of international
credit relations. The free movement of gold has been impeded in France by
the gold premium policy, and in Germany by various policies of the
Reichsbank management. Since the credit extended by England to this very
day is still largely commercial credit, the fluctuations of England’s gold
reserve depend, in the main, on the state of industry and trade, and the
balance of payments. The Bank of France, on the other hand, enjoys a far
greater degree of freedom in making its dispositions, thanks to its
enormous gold reserve and relatively small commercial obligations.
Whenever there is any disturbance in the market for commercial credit, itis
the Bank of France which comes to the assistance of the Bank of England.

The important thing about this relative independence of bank credit
from ordinary commercial credit is that it gives the banker certain

dvantages. Every merchant and industrialist has commitments which must
be honoured on a specified date, but his ability to meet these obligations
now depends upon the decisions of his banker, who can make it impossible
for him to meet them by restricting credit. This was not the case when the
bulk of credit was commercial credit and banks were only dealers in bills. In
such circumstances, the banker himself was dependent upon the state of
business and the payment of bills, and had to avoid so far as possible any
restrictions of the credit required by business, since otherwise he might
destroy the whole commercial credit structure. Hence the expansion of his
own credit to the Full, even to the point of overextending himself and
inviting bankruptcy. Today, when commercial credit is far less important
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than investment credit, the bank is able to dominate and control the
situation much more effectively.

Once the credit system has attained a certain degree of development, the
utilization of credit by the capitalist enterprise becomes a necessity, }:
imposed upon it by the competitive struggle. The use of credit by an '
individual capitalist means an increase in his rate of profit. If the average
rate of profit is 30 per cent and the rate of interest 5 per cent, a capital of
1,000,000 marks will produce a profit of 300,000 marks. (This will appear in
the accounts of the capitalist as 250,000 marks entrepreneurial profit and
50,000 marks interest on capital.} If the capitalist succeeds in obtaining a
loan of another 1,000,000 marks, he will make a profit of 600,000 marks,
less 50,000 marks interest on his loan, leaving him a net profit of 550,000
marks. If this is calculated on his own capital of 1,000,000 marks it amounts
to an entrepreneurial rate of profit of 50 per cent as compared with the
original 25 per cent. And if the larger capital also makes it possible for him
to increase his output, and so produce more cheaply, his profit might well
be even larger. I other capitalists do not have access to credit on the same
scale, or on equal terms, the favoured capitalist can make an extra profit.

Under unfavourable market conditions the use of credit has other
advantages. A capitalist who uses borrowed capital under these circum-
stances can reduce his prices, for that proportion of his output produced
with borrowed capital, below production prices (cost price plus average
profit) to the point where they equal cost price plus interest, and can
therefore sell his whole output below the production price without
diminishing the profit on his own capital. All that he sacrifices is the
entrepreneurial profit on the borrowed capital, not the profit on his own
capital. In periods of economic depression, therefore, the use of credi
bestows an advantage in price competition, which is all the greater th
larger the amount of credit. For productive capitalists, therefore, their own
productive capital becomes only the basis of an enterprise which is
expanded far beyond the limits of the original capital with the aid of
borrowed capital.!*

The increase of entrepreneurial profit through the use of credit accrues to
the individual capitalist and to his own capital. It leaves unchanged, at first,
the average social rate of profit, butit does, of course, increase the total sum
of profit and accelerate the pace of accumnulation. Those capitalists who use
credit before others do so, or more extensively, are able to enlarge their
scale of production, increase the productivity of labour, and thus gain
initially an extra profit; but as this process continues the rate of profit tends
to fall, because the expansion of production is usually associated with a
tendency toward a higher organic composition of capital. The increase in the
entrepreneurial profit of individual capitalists stimulates their demand for
further credit, and the supply of such credit is made possible by the
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increasing concentration of money capital from all sources in the banks.
This tendency arising in industry is bound to react upon the banks’
methods of providing credit.

One of the first results of this intensified demand is that credit is
sought for use as circulating capital. An increasing proportion of the
entrepreneur’s own capital is transformed into fixed capital while the bulk
of circulating capital comes from the borrowed funds. But as the scale of
i) Ction expands, and fixed capital becomes much more important, so
this limitation of credit to circulating capital is felt to be too restrictive. If
gredit is then required for fixed capital, however, the terms on which credit
is made available undergo a fundamental change. Circulating capital is
reconverted into money at the end of a period of turnover, whereas fixed
capital is converted into money very gradually, over a long period of time,
as it is slowly used up. Consequently, money capital which is turned into
fixed capital must be advanced on a long-term basis because it will remain
tied up in production for a long time. The loan capital available to the
bank, however, is usually repayable at short notice to its owners. For this
reason the bank can only lend for fixed capital investment that amount
which remains in its own possession for a sufficiently long time. This does
not apply, of course, to any particular unit of loan capital; but there always
remains in the hands of the bank a large proportion of the total loan
capital, the composition of which will naturally change, while a certain
minimum amount will always be available, and can therefore be lent for
fixed capital investment. While individual capital is not suitable for fixed
investment in the form of loan capitat — for it ceases then to be loan capital
and becomes industrial capital, and the Ioan capitalist is turned into an
industrial capitalist — the minimum which the banks always have available
is appropriate for fixed investment. The larger the aggregate capitai at the
disposal of the bank, the larger and more constant will be the portion which
it can lend in this way. Hence a bank cannot lend funds for investment in
fixed capital until it has attained a certain size; and it must expand as
rapidly, or more rapidly, than industrial enterprises themselves. Moreover,
a bank canoot limit its participation to a single enterprise, but must
distribute the risks by participating in many different enterprises. This
policy will in any case be adopted to ensure a regular flow of repayments on
its loans.

This way of providing credit has changed the relation of the banks to
industry. So long as the banks merely serve as intermediaries in payment
transactions, their only interest is the condition of an enterprise, its
solvency, at a particular time. They accept bills in which they have
confidence, advance money on commodities, and accept as collateral
shares which can be sold in the n1arket at prevailing prices. Their particular
sphere of action is not that of industrial capital, but rather that of
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commercial capital, and additionally that of meeting the needs of the stock
exchange. Their relation to industry too is concerned less with the
production process than with the sales made by industrialists to whole-
salers. This changes when the bank begins to provide the industrialist with
capital for production. When it does this, it can no longer limit its interest
to the condition of the enterprise and the market at a specific time, but must
necessarily concern itself with the long-range prospects of the enterprise
and the future state of the market. What had once been a momentary
interest becomes an enduring one; and the larger the amount of credit
supplied and, above all, the larger the proportion of the loan capital turned
into fixed capital, the stronger and more abiding will that interest be.

At the same time the bank’s influence over the enterprise increases. So
long as credit was granted only for a short time, and only as circulating
capital, it was relatively easy to terminate the relationship. The enterprise
could repay the loan at the end of the turnover period, and then look for
another source of credit. This ceases to be the case when a part of the fixed
capital is also obtained through a loan. The obligation can now only be
liquidated over a long period of time, and in consequence the enterprise
becomes tied to the bank. In this relationship the bank is the mqre
powerful party. The bank always disposes over capital in its liquid,
readily available, form: money capital. The enterprise, on the other hand,
has to depend upon reconverting commodities into money. Should the
circulation process come to a halt, or prices fall, the enterprise will require
additional capital which can only be obtained in the form of credit. Under a
developed credit system, an enterprise maintains its own capital at a
minimum; any sudden need for additional liquid funds involves obtaining
credit, and failure to do so may lead to bankruptcy. It is the bank’s control
of money capital which gives it a dominant position in its dealings with
enterprises whose capital is tied up in production or in commodities. The
bank enjoys an additional advantage by virtue of the fact that its capital is
relatively independent of the outcome of any single transaction, whereas

“the fate of the entire enterprise may depend entirely upon a single
,transaction. There may, of course, be cases in which a bank is so deeply
committed to one particular enterprise that its own success or failure is
synonymous with that of the enterprise, and it must then meet all the
latter’s requirements. In general, however, it is always the superiority
of capital resources, and particularly disposal over freely available
money capital, which determines economic dependency within a credit
relationship.

The changed relationship of the banks to industry intensifies all the
tendencies toward concentration which are already implicit in the technicat
conditions of the banking system. A consideration of these tendencies must
again distinguish the three main functions of the banks: the supply of
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commercia)l credit (circulation of bills), the supply of capital credit, and,
anticipating somewhat, investment banking.

As regards commercial credit, the paramount factor is the development
of international connections, which requires an elaborate network of
relations. Foreign bills take longer to circulate and therefore immobilize a
larger volume of resources. Furthermore, the balancing of payments
through the mutual cancellation of bills is seldom so complete. Dealings in
foreign exchange thus require a large and efficient organization.

The important thing is that the banks tend to concenirate because of
certain technical banking operations which are extremely important
to growing industries. Foreign and dormestic bills which industrial
producers use to pay for raw materials and finished goods require an
organization of the banking system sufficiently ramified to enable it
to handle all transactions — especially foreign exchange operations -
on a large scale, and also to guarantee their collateral. It requires, in
other words, large banks with numerous foreign and domestic
branches. 1t is true, of course, that industries use bills as a means of
payment or to secure commercial credit. Institutions which furnish the
credit do not thereby get a chance to intervene deliberately in the
affairs of their debtor enterprises. In such a relationship between the
bank and the enterprise, the bank’s jurisdiction is limited to the reli-
ability of the borrower and the discount return.'®

In order to be profitable foreign exchange transactions must be closely
linked with arbitrage operations. This requires extensive connections, and
a large volume of liquid resources, because arbitrage must be carried out
quickly and on a large scale to be profitable at all. Arbitrage transactions in
bills are based on the fact that whenever, say, the London demand for Paris
bills exceeds their supply and their price rises accordingly, firms which have
deposits or credits in Paris will take advantage of the situation by drawing
bills on Paris. The Paris firm, on the other hand, on which the bills have
been drawn, waits for a similar favourable opportunity in that market to
transfer the sums again to England.!’ Z

The fostering of capitai credit can best be seen in the growing importance
of current account operations.'®

These transactions play a significant part in the relationship of the
banks to industry for three reasons: (1} Since they are so indispens-
able to the smooth expansion of an enterprise, they make it depen-
dent on the creditor. (2) The technical complexities of bank credit
for industry have a far greater influence on the organization of the
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f banking system than any of the credit operations we have discussed

previously, They create a tendency toward concentration in bank-
ing. . . . The unique relation (of the banks) to industry . . . requires
new principles and an entirely new knowledge of industry on the
part of bankers. (3) Finally, current account transactions for industry
are the keystone for all other banking activities in industry, such as
promotion and the flotation of shares, direct participation in in-
dustrial enterprises, participation in management through member-
ship of the board of directors. In a large number of cases such acti-
vities are related to bank credit as effect to cause. [At the same time
current account work] is an excellent means of judging the soundness
of an industrial enterprise and of obtaining control over it; regularity
of turnover means that the business is going well.!®

The exact knowledge which a bank obtains as a result of this continuous
relationship can also serve it in good stead in many other ways; for
example, in its business on the stock exchange. On the other hand, the
danger of over-extending credit makes it necessary for the bank to exercise
a high degree of control over the industrial enterprise, and this presupposes
that the enterprise works in association with a single bank.

If the concentration of bank capital tends to increase along with the
expansion of industry when the banks simply provide credit, it reaches its
zenith when they take over the job of floating shares. The large bank enjoys
an unmistakable superiority in this activity because it can undertake the
most profitable operations. Its transactions are more numerous, on a larger
scale, and more efficient. Its flotations are more secure, and it can sell a
large part of the issue to its own customers. On the other hand, the large
bank must be able to provide the even greater sums of capital which may be
required; and for this purpose, it needs a large capital of its own and a great
deal of influence on the market.

The large bank is able to choose the appropriate time for issuing shares,
to prepare the stock market, thanks to the large capital at its command, and
to control the price of shares after they have been issued, thus protecting
the credit position of the enterprise. As industry develops, it makes
increasing demands on the flotation services of the banks. Once the
mobilization of capital is assured, only one condition governs the
expansion of industry; namely, the technical possibilities. The
expansion of enterprises also ceases to depend upon their own surpluses
resulting from production, and indeed during periods of prosperity an
industry may grow rapidly, often by leaps and bounds. The sudden increase
in the demand for capital which such expansion involves can only be
satisfied by the large, concentrated funds of the banks. The banks alone ean
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obtain the capital without disrupting the money market. This operation
can be carried out only if the capital which the bank provides is recovered
quickly, or if the issue is performed as a simple book-keeping transaction,
which will more probably be the case if the bank sells the issue to its own
customers and receives the proceeds of the sale by deducting them from
deposits, thus reducing its liabiiities.

The technique of banking itself generates tendencies which affect the
concentration of the banks and of industry alike, but the concentration of
industry is the ultimate cause of concentration in the banking system,

6

The rate of interest

In the capitalist system of production, every sum of money is able to
function as capital, that is, to produce a profit, so long as it is made
available to productive capitalists,

Take it that the average rate of profit is 20 per cent. In that case, a
machine valued at £100, employed as capital under the prevailing
average conditions and with an average exertion of intelligence and
adequate activity, would yield a profit of £20. In other words, a man
having £100 at his disposal holds in his hands a power by which
£100 may be turned into £120. . . . He holds in his hands a potential
capital of £100. If this man relinquishes these £100 for one year to
another man who uses this sum actually as capital, he gives him the
power to produce a profit of 20 per cent, a surplus vailue which costs
this other nothing, for which he pays no equivalent. If this man
should pay, say £35, at the close of the year to the owner of the £100,
out of the produced profit, he would be paying for the use value of
£100, the use value of its function as capital. . . . That part of the
profit which he pays to the owner is calied interest. It is merely an-
other name, a special term for a certain part of the profit which
capital in the process of its function has to give up to the owner,
instead of keeping it in its own pocket.

It is evident that the possession of £100 gives to their owner the
power to absorb the interest, a certain portion of the profit produced
by his capital. If he did not give the £100 to the other man, then this
other could not produce any profit, and could not act in the capacity
of capitalist at all with reference to these £100.!

From the standpoint of the owner of money, the money he lends is
capital because it returns to him after a time in an increased amount.
Capital, however, can acquire an added value only in production, through
the exploitation of labour-power, and the appropriation of unpaid labour.
Consequently, the money capital of the lenders cannot yield a profit unless
it becomes the money capital of producers and is used in production. The
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profit which results is now divided, one part returning to the loan capitalist
as inlerest, the other remaining with the productive capitalist. Under
normal conditions, therefore, profit constitutes the upper limit of interest
because the interest is a fraction of profit. This is the only possible
relationship between interest and profit. On the other hand, interest is not
some definite fixed part of profit. The level of interest depends upon the
demand for and supply of loan capital. It is possible to conceive, and to
formulate the bases of, capitalist society on the assumption that money
owners and productive capitalists are identical, or in other words, that all
productive capitalists have at their disposal the necessary money capital. In
that case, there would be no such thing as interest. But capitalist
production without the production of profit is inconceivable; the two mean
the same thing. The production of profit is both the condition and the
purpose of capitalist production. Its production of surplus value (em-
bodied in the surplus product) is determined by objective factors. Profit
arises directly from the economic relationship, from the capital re-
lationship, from the separation of the means of production from labour,
and from the opposition of capital and wage labour. Its size depends upon
the new value which the working class produces with the available means of
production, and upon the division of this new value between the capitalist
class and the working class, which, in turn, is determined by the value of
labour power. We are dealing here with factors which are determined in a
completely objective manner.

Interest, however, is another matter. It does not arise from an essential
feature of capitalism — the separation of the means of production from
labour — but from the fortuitous circumstance that it is not only productive
capitalists who dispose over money. In consequence, the whole money
capital need not enter the cycle of the individual capital at all times, but may
lie idle occasionally. What part of the profit the loan capitalists can
appropriate depends upon the changing level of producers’ demand for
money capital.?

If interest is determined by supply and demand, we have to ask how
supply and demand themselves are determined. On one side there is a sum
of money temporarily lying idle but seeking investment; and on the other,
the demand of the capitalists for money which can be converted into capital
for use in production. Capital credit makes this allocation, and the state of
the capital market determines the rate of interest. At any given moment, a
definite sum of money, which represents the supply, is available to capitalist
society, and on the other side, there is at the same time a demand for money
capital arising from the expansion of production and circulation. In other
words, the ‘loan price of money’, or rate of interest, at any given time is
determined by the confrontation on the market between supply and
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demand as two determinate magnitudes. This determination of the rate of
interest presents no further problem, and difficulties only arise when we
begin to analyse fuctuations in the rate of interest.

This much, at least, is clear; that an increase in production and thus in
circulation means an increased demand for money capital which, if it were
not matched by an increased supply, would induce a rise in the rate of
interest. The problem is that the supply of money would also change along
with, and precisely because of, the change in demand. The quantity of
money which constitutes the supply comprises two elements: the available
cash, and credit mopey. In our analysis of commercial credit, we found it to
be a variable quantity which increases when production increases. This
involves an increased demand for money capital, but the increased demand
is accompanied by, an increased supply in the form of credit money
generated by the expansion of production. Hence the interest rate will
change only if the demand for money capital changes more than the
supply; it will rise, for instance, if the demand for money capital increases
more rapidly than the supply of credit money, Under what conditions is
this likely to occur?

In the first place, any increase in the quantity of credit money requires an
increase in the cash reserves which are needed to ensure that credit money
can always be converted. Further, an increase in the circulation of credit
money is accompanied by an increase in that part of the total cash supply
which is needed to settle uncleared balances. An increased circulation,
moreover, is accompanied by an increase in the number of transactions in
which credit money plays only a minor part: wage payments to workers
and payments for increased retail purchases, for instance, are usually made
in cash. Thus the sums available for lending tend to be reduced because part
of the cash is needed for these other purposes. Finally, it should be noted
that the increase in credit money will lag behind the requirements of
increasing production and circulation when the marketing of goods ceases
or slows down at the end of a period of prosperity. For this means that the
bills drawn against commodities will no longer cancel out, and that at the
very least their period of circulation will increase. But if the bills that fall
due do not cancel each other out they must be settled in cash. The various
forms of credit money (bills, and bank notes issued on the basis of such
bills) can no longer perform their money functions, the circulation of
commuodities, on the same scale as formerly. There is an increased demand
for cash to redeem commercial paper, and at the same time to make up the
reduced supply of credit money in actual use. It is this demand for cash
which brings about the rise in the rate of interest.

If the absolute level of the interest rate thus depends upon the state of the
capital market, fluctuations in the rate of interest depend primarily upon
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the state of commercial credit. A closer analysis of these fluctuations
belongs more properly to a discussion of the trade cycle, and will be
presented in that connection.

[ am not in complete agreement with Marx’s view that variations in the
rate of interest depend upon the supply of capital which is loaned in the
form of money, cash and notes. He states:

The variations of the rate of interest (aside from those occurring
over long periods or from differences of the rate of interest in dif-
ferent countries; the first-named are conditioned by the variations of
the general rate of profit, the last named by differences in the rates
of profit and in the development of credit) depend upon the supply
of loan capital, all other circumstances, state of confidence etc., being
equal; that is, of the capital loaned in the form of money, hard cash
and notes; this is distinguished from industrial capital which, in the
shape of commodities, 15 loaned out by means of commercial credit
among the agents of reproduction themselves.3

This leaves open the question of how large the volume of bank notes can be.

For England, whose situation Marx evidently has in mind, the answer is, of
course, given by the legal provisions of the Peel Act, according to which the

total volume of cash and notes is constituted by the cash in circulation, the
gold reserve of the Bank of England, and £14,000,000 in notes, being the

volume of unsecured notes in circulation. In fact, these notes assume the

function of state paper money to the extent that they represent — or at least
represented in Peel’s day — the minimum of circulation replaceable by
maoney tokens. Thus the law provided once and for all that the quantity of
bank notes should remain at a prescribed figure, But if we put the question
in a2 more general form, variations in the rate of interest depend upon the
supply of loanable money. All money, however, can be loaned which is not
in circulation. There is in circulation, first the money tokens, covering the
minimum requirements of circulation, and second, a certain quantity of
gold., The remainder of the gold is in the coffers of the bank or banks,
serving partly as a reserve for domestic circulation, and partly as a reserve
for international circulation (since gold must perform the function of
international money). Only experience can show the minimum quantity of
gold required for these two purposes. The remainder can beloaned out, and
in the final analysis constitutes the supply whose use determines the rate of
interest. But the extent to which it is employed depends upon the state of
the commercial credit advanced by producers to one another. As long as
this cornmercial credit can increase fast enough to satisfy the increased
demand, the rate of interest will not change. We should not forget,
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however, that the greater part of the demand is satisfied by & supply which
increases together with the demand. The bulk of credit is commercial
credit, or as I prefer to call it, ‘circulation credit’, and both the demand for
and the supply (or if you wish, means of satisfaction) of such commercial
credit increase together, and pari passu with the expansion of production.
The expansion of credit is possible without any effect on the rate of interest,
and indeed occurs at the beginning of a period of prosperity without such
effects. The interest rate first begins to rise when the gold holdings of the
banks are reduced and the reserves approach the minimum requirements,
forcing the banks to raise their discount rate. This happens at the peak of
the trade cycle because circulation then requires more gold (with the
growth of variable capital, of turnover generally, and of the amount needed
to settle balances). The demand for loan capital becomes greatest precisely
when the stock of gold is at its lowest point owing to the absorption of gold
by the requirements of circulation. The depletion of the gold stock
available for loans becomes the immediate occasion for an increase in the
bank discount rate, which in such periods becomes the regulator of the rate
of interest. The purpose of raising the discount rate is precisely to bring
about an influx of gold. The various restrictions imposed by misconceived
banking legislation only have the effect of bringing about the higher
discount rate sooner than purely economic conditions require. The mistake
of all such restrictions is that in one way or another (indirectly in Germany,
directly in England) they underestimate the minimum required in circu-
lation and thereby limit the supply of loan capital.

It follows, then, that the rate of interest would show a downward
tendency only if it could be assumed that the relation of the existing gold
stock to the demand for loan capital is always becoming more favourable,
that is to say, that the gold stock increases more rapidly than the demand
for loan capital. But if we consider only developed capitalist systems, such a
tendency for interest rates to decline steadily cannot be established.* Nor
can it be postulated theoretically, because simultaneously with the increase
in the gold reserve and in the minimum of circulation there is an increase in
the amount of gold entering circulation in a period of prosperity.

A fall in the rate of profit wouid involve a decline in the rate of interest
only if interest were a fixed part of profit; but this is not the case. At most, a
decline in the rate of profit means that there has been a reduction in the
theoretical maximum level of interest, namely the total profit. But this is of
no significance, because interest does not generally reach this ceiling in the
long term.’

But there is another important factor which should not be overlooked. In
a developed capitalist system, the rate of interest is fairly stable, while the
rate of profit declines, and in consequence the share of interest in the total
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profit increases to some extent at the expense of entrepreneurial profit. In
other words, the share of rentiers grows at the expense of productive
capitalists, a phenomenon which does indeed contradict the dogma of the
falling interest rate, but nevertheless accords with the facts. Itis also a cause
of the growing influence and importance of interest-bearing capital, that is
to say, of the banks, and one of the main levers for effecting the
transformation of capital into finance capital.

Part 11

The mobilization of capital.
Fictitious capital
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The joint-stock company

1 Dividends and promoter’s profit

Up to the present, economics has sought to distinguish between the
individually owned enterprise and the Joint-stock company (or corpo-
ration) only in terms of differences in their organizational forms and of the
consequences which flow directly from them. It has indicated the ‘good’
and the ‘bad’ features of the two forms of enterprise, emphasizing partly
subjective factors such as the greater or lesser degree of interest and
responsibility of their managers, and the relative ease or difficulty of
exercising a general supervision over the enterprise, and partly objective
factors such as the ease of access to capital, and their relative capacity for
accumulation. But it has neglected to investigate the fundamental econ-
omic differences between the two forms of enterprise, even though these
differences are crucial to any understanding of modern capitalist develop-
ment, which can only be comprehended in terms of the ascendancy of the
corporation and its causes.! .

The industrial corporation, our first object of inquiry, involves above all
a change in the function of the industrial capitalist. For it converts what
had been an occasional, accidental occurrence in the mdividual enterprise
into a fundamental principle; namely, the liberation of the industrial
capitalist from his function as industrial entrepreneur. As a result of this
change the capital invested in a corporation becomes pure money capital so
far as the capitalist is concerned. The money capitalist as creditor has
nothing to do with the use which is made of his capital in production,
despite the fact that this utilization is a necessary condition of the loan
relationship. His only function is to lend his capital and, after a period of
time, to get it back with interest; a function which is accomplished in a legal
transaction. So also the shareholder functions simply as a money capitalist.
He advances money in order to get a return (to use a very general
expression at this stage). Like any money capitalist whe risks only such
sums of money as he sees fit, the shareholder makes the decision as to how
much money he will advance and be held liable for. Nevertheless, a
distinction already emerges here. The rate of interest paid on money capital



108 The mobilization of capital

which is provided in the form of shares is not fixed in advance; it is only a
claim on the yield (profit) of an enterprise. A second difference as against
loan capital is that the return of capital to the money capitalists is not
guaranteed. Neither the contract which defines their relationship to the
enterprise, nor the relationship itself, gives them any such assurance.
Let us consider the first point. To begin with, it should be realized that
the return on money capital offered in the form of shares is by no means
completely indeterminate. A capitalist enterprise is founded in order to
make a profit, and its creation is undertaken on the assumption that it will
achieve a profit; in normal circumstances, the prevailing average rate of
profit. In any case, the shareholder is in a situation similar to that of the
money capitalist, who counts on the realization of his capital in production
so long as the debtor remains solvent. Generally speaking, the somewhat
greater insecurity of the shareholder by comparison with the money
capitalist will bring him a certain risk premium. But one should not
suppose that this premium is somehow fixed and known in advance to the
shareholder as a definite measurable claim. The risk premium is simply a
result of the fact that the supply of free money capital, which the founders
of companies are seeking, which is available for investment in shares, will
normally be smaller, other things being equal, than that for particularly
safe, fixed interest investments. It is just this difference in supply which
explains the variations in interest rates and in the market quotations of
interest-bearing securities. Greater security or insecurity is the reason for a
larger or smaller supply, and from the variations in this relation between
supply and demand results the diversity of interest vields. The probable
profit yield on a share is therefore determined by industrial profit and this
profit, other things being equal, is determined by the average rate of profit.
The shareholder, however, is not an industrial entrepreneur (capitalist).
He is primarily a money capitalist, and one of the essential characteristics
which differentiates the loan capitalist from the industrial capitalist is that
he holds his capital —~ money capital - in an entirely different way, available
for use just as he pleases. The industrial capitalist invests his entire capital
in a particular enterprise. Unlike the shareholder, who need have only a
negligible amount of capital available, the industrial capitalist must
command a capital which is large enough to function independently in
the given branch of industry. The industrial entrepreneur has tied up his
capital in his enterprise, he works productively only in that enterprise, and
his interests are bound up with it over a long period. He cannot withdraw
his capital unless he sells the enterprise, and this means only that the person
of the capitalist changes, that one industrialist is replaced by another. He is
not a money capitalist but an industrial {productive, functioning) capi-
talist, who draws a return from his enterprise in the form of industrial
profit. The shareholder, on the other hand, if we consider him only as a
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money capitalist, will make his capital available to anyone so long as he gets
interest omn it.

For the shareholder to become a money capitalist, however, he must be
able to regain possession of his capital as money capital at all times, But his
capital, like that of an individual capitalist, seems to be tied up in the
enterprise, as indeed it is. His money has gone to buy machines and raw
materials, to pay workers etc.; in short it has been converted from money

capital into productive capital (M<LL1") and enters inio the cycle of

industrial capital. Once the shareholder has parted with this capital, he
cannot recover it. He has no claim upon it, but only a claim to a pro-rata
share of its yield. In capitalist society, however, every sum of money has the
capacity to bear interest; and conversely every regularly recurring income
which is transferable (as is usually the case, so far as it is not tied to a purely
personal, and therefore transitory and indeterminate condition, such as
wages, etc.) is regarded as interest on capital and has a price which is
equal to the yield capitalized at the current rate of interest.? This is
easily explained by the fact that large sums of money are always
available for realization and find such realization in a claim upon the profit.
Consequently, the shareholder is in a position to recover his capital at any
time by selling his shares or claims to profit, and to that extent he is in the
same position as the money capitalist. This possibility of selling is created
by a special market, the stock exchange. The establishment of this market
endows share capital, which the individual can now always realize,
completely with the character of money capital. Conversely, the money
capitalist retains his character even when he invests in shares. Liquid
money capital competes, as interest-bearing capital, for investment in
shares, in the same way as it competes in its real function as loan capital for
investment in fixed interest loans. The competition for these various
investment opportunities brings the price of shares closer to the price of
investments with a fixed interest, and reduces the shareholders’ yield from
the level of industrial profit to that of interest.

This reduction of the share yield to the level of the rate of interest is a
historical process which accompanies the development of stocks and the
stock exchange. When the joint-stock company is not the dominant form,
and the negotiability of shares is not fully developed, dividends will include
an element of entrepreneurial profit as well as interest.

To the extent that the corporation is prevalent, industry is now operated
with money capital which, when converted into industrial capital, need not
yield the average rate of profit, but only the average rate of interest. This
appears to be a patent contradiction. The money capital which is provided
in the form of share capital is transformed into industrial capital. The fact
that in the minds of its owners it functions in exactly the same way as does
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loan capital, certainly cannot affect the yield of the industrial enterprise.
Just as before, the enterprise will vield, under normal conditions, an
average profit. We cannot possibly assume that the corporation
will sell its commodities at below the average profit, and voluntarily
sacrifice a part of the profit, simply in order to distribute among
its shareholders a return no higher than the rate of interest. After all, every
capitalist enterprise seeks to maximize its profit, which it can succeed in
doing if it sells its output at prices of production (cost price plus average
profit). Apparently, then, the factors previously mentioned which make
money capital, invested in shares appear subjectively as simple loan capital
yvielding interest, are not adequate to explain the reduction of the yield from
shares to the level of interest. What they would leave unexplained is where
the other part of the profit (average profit minus interest), in other words
the actual entrepreneurial profit, had gone. Let us examine the matter
more closely.

With the transformation of an individually owned enterprise into a
corporation a doubling of the capital seems to have occurred. The original
capital advanced by the shareholders has been definitively converted into
industrial capital, and actually exists only in that form. The money was
used to purchase means of production, and thus disappeared definitively
from the circulation process of money capital. When these means of
production are converted intg commodities in production, and the
commodities are then sold, money — quite different money — can flow back
from circuiation. Thus the money which is acquired from subsequent saies
of shares is not the same money which was originally supplied by the
shareholders and then used in production. It is not a constituent part of the
corporation’s capital, but rather an additionaj quantity of money required
for the circulation of the capitalized claims to income. Similarly, the price
of ashare is not determined as if it were part of'the capital of the enterprise,
but rather as a capitalized claim to a share in the yield of the enterprise. In
other words, the price of a share is not determined as an aliquot part of the
total capital invested in the enterprise and therefore a relatively fixed sum,
but only by the yield capitalized at the current rate of interest, Since the
share is not a claim to a part of the capital in active use in the enterprise, its
price does not depend upon the value, or price, of the industrial capital
which is actually being used. It is a claim to a part of the profit, and
therefore its price depends, first, on the volume of profit (which makes it far
more variable than it would be if it were part of the price of the elements of
production of the industrial capital itself), and second, on the prevailing
rate of interest.?

The share, then, may be defined as a title to income, a creditor’s claim
upon future production, or claim upon profit. Since the profit is capitalized,
and the capitalized sum constitutes the price of the share, the price of the
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share seems to contain a second capital. But this is an illusion. What really
exists is the industrial capital and its profit. But this does not prevent the
fictitious ‘capital’ from existing in an accounting sense and from being
treated as ‘share capital’. In reality it is not capital, but only the price of a
revenue; a price which is possible only because in capitalist society every
sum of money yields an income and therefore every income appears to be
the product of a sum of money. If this deception is assisted in the case of
industrial shares by the existence of genuinely functioning industrial
capital, the fictitious and purely accounting nature of this paper capital
becomes unmistakable in the case of other claims to revenue, State bonds
need notin any way represent existing capital. The money lent by the state’s
creditors could long ago have gone up in smoke. State bonds are nothing
but the price of a share in the annual tax yield, which is the product of a
quite different capital than that which was, in its time, expended
unproductively.

The turnover of shares is not a turnover of capital, but a sale and
purchase of titles to income. The fluctuations in their price leave the
actually functioning industria] capital, whose yield, not value, they
represent, quite unaffected. Aside from the yield their price depends upon
the rate of interest at which they are capitalized. The movements of the rate
of interest, however, are quite independent of the fate of any particular
industrial capital, These considerations make it obvious that jt is mislead-
ing to regard the price of a share as an aliquot part of industrial capital,

If this is so, then the total sum of ‘share capital’, that is, the aggregate
price of capitalized claims to profit, need not coincide with the total money
capital, which was originally converted into industrial capital. The
question then arises how this discrepancy comes about and how large it is.
Let us take, for example, an industrial enterprise with a capital of 1,000,000
marks, and assume that the average profit is 15 per cent and the prevailing
rate of interest 5 per cent. The enterprise makes a profit of 150,000 marks.
The sum of 150,000 marks capitalized as annual income at 3 per cent, will
have a price of 3,000,000 marks. Usually, at a rate of 5 Pper cent money
capital would seek out only absolutely secure paper at a fixed rate of
interest. But if we add a high risk premium, say of 2 per cent, and take into
account various costs of administration, directors’ fees, etc., which would
have to be deducted from the profit of the corporation (and which an
individually owned enterprise would be spared), and assume that this
results in the available profit being reduced by 20,000 marks, then 130,000
marks can be distributed giving shareholders a return of 7 per cent. The
price of the shares would then be 1,857,143 marks, or in round figures,
1,900,000 marks. But only 1,000,000 marks are needed to produce a profit
of 150,000 marks, and 900,000 marks are left free. This balance of 900,000
marks arises from the conversion of profit-bearing capital into interest- (or
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dividend-) bearing capital. If we disregard the higher administrative costs
of a corporation, which reduce the total profit, the 900,000 marks represent
the difference between the yvield capitalized at 15 per cent and the same yield
capitalized at 7 per cent; or in other words, the difference between
capital which earns the average rate of profit and capital which earns the
average rate of interest. This is the difference which appears as ‘promoter’s
profit’, a source of gain which arises only from the conversion of profit-
bearing into interest-bearing capital.

The prevalent view, which emphasizes so strongly the higher adminis-
trative costs of the corporation as compared with an individually owned
enterprise, has neither recognized nor explained the remarkable problem of
how a profit arises with the change from a cheaper to a more expensive
form of productive enterprise, but has been content with mere phrases
about costs and risks. But promoter’s profit is neither a swindle, nor some
kind of indemnity or wage. It is an economic category sui generis.

In so far as they make any distinction at all between interest and
entrepreneurial profit, economists conceive dividends simply as interest
plus entrepreneurial profit, or in other words, the equivalent of profit for an
individual entrepreneur. It is evident that such a view overlooks the
distinctive features of the corporation. Rodbertus, for example, says:

For the sake of agreement on terminology, I wish at this point
merely to remark that while the dividend on a stock contains not
only interest but also an enirepreneurial profit, the interest on

a loan is without any trace of entrepreneurial profit.*

This of course, makes it impossible to explain promoter’s profit.

The technical form* of the corporate enterprise makes it possible for
the owner of capital {who would receive only the current rate of
interest had he loaned it to an individual entrepreneur) to receive
entrepreneurial profit as well, with the same ease as he would get the
interest. This is why the corporate form of enterprise is so attractive
to our capitalists, and may be expected increasingly to dominate the
industrial field. The so-called swindle of company premotion is
merely foam, or rather dross, on the surface of genuine business.®

Beyond the moral judgment, there is no attempt to explain promoter’s
profit, which is not itself a swindle, although it certainly makes swindles
possible. Rodbertus’s view is one-sided and thus misleading:

In short, what was once ordinary loan capital ceases to be loan ca-
pital when it is converted into shares, and becomes in the hands of
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its owners something which creates its own value, and indeed in a
form which allows them, in their godlike existence as loan capitalists,
to pocket almost the entire capital income.” [By income from capital,
Rodbertus means entrepreneurial profit plus interest — R.H]

Rodbertus sees only the content of the process; the transformation of
money capital into industrial capital. He fails to notice that what is essential
is the form in which it is done, which enables the money capital to become
fictitious capital and at the same time to retain for its owners the form of
money capital.®

Turning now to the peculiar form which the circulation of fictitious
capital takes, we find the following: The shares (S) are issued ; that is, sold
for money (M). One part of this money {(m,} constitutes the promoter’s
p‘roﬁt, accrues to the promoter (say, the issuing bank) and drops out of
circulation in this cycle. The other part (M,) is converted into productive
capital and enters the cycle of industrial capital which is already familiar to
us. The shares have been sold; if they are to circulate again then additional
money (M,) is needed as a medium of circulation. This circulation
(S—M,-8) takes place in its own specific market, the stock exchange.
Hence, the scheme of circulation in Figure 1.
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Figure 1

Once a share has been issued it has nothing more to do with the real cycle
of the industrial capital which it represents. None of the developments or
misfortunes which it may encounter in its circulation have any direct effect
on the cycle of the productive capital.

The commerce in shares, and in all certificates of fictitious capital,
requires new money, both cash and credit money (for instance, bills of
exchange). But whereas bills were previously covered by the value of
commodities, they are now covered by the ‘capital value’ of the shares,
which in turn depends upon the yield. Since the yield depends upon the
realization of the commodities which the corporation produces, that is
upon the sale of the commodities at their values or prices of production, so
this credit money is only indirectly covered by the value of commodities.
Furthermore, while the volume of payments in trade is determined by the
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value of commodities, in the commerce in shares it is determined by the
capitalized amount of the net yield. But the amount of money needed in this
case is greatly reduced by the negotiability of these papers.

If we remember that capital is equal to one hundred times the interest,
divided by the rate of interest, the formula for promoter’s profit is:

p100Y 100Y
d p

where P is the promoter’s profit, p the average profit, d the dividend, and Y
the yield of the enterprise. If the gross yield of the enterprise is considered to
be reduced by the costs of administration, Y — e may be substituted for the
first Y in the formula. It is evident that the separation of the entrepreneurial
function, which economics has so far dealt with only in a descriptive
manner, involves at the same time a transformation of the industrial
capitalist into a shareholder, into a particular kind of money capitalist, so
that there emerges a tendency for shareholders to become increasingly pure
money capitalists. This tendency is reinforced by the fact that shares are
always readily saleable on the stock exchange. .

My analysis of the economics of the corporation goes considerably
beyond that provided by Marx. In his briiliant sketch of the role of credit in
capitalist production, which he was unfortunately denied the opportunity
to elaborate, Marx conceives the corporation as a consequence of the credit
system, and describes its effects as follows:

|l An enormous expansion of the scale of production and enter-
prises which were impossible for individual capitals. At the
same time, such enterprises as were formerly carried on by
govermnments are socialized. /

2 Capital, which rests on a socialized mode of production, and
presupposes a social concentration of means of proeduction and
labour-power is here directly endowed with the form of social
capital ( a capital of directly associated individuals) as disting-
uished from private capital, and its enterprises assume the form
of social enterprises as distinguished from individual enterprises.
It is the abolition of capital as private property within the boun-
daries of capitalist production itseif.

3 Transformation of the actually functioning capitalist into a mere
manager, an administrator of other people’s capital, and of the
owners of capital into mere owners, mere money capitalists. Even
if the dividends which they receive include the interest and profits
of the enterprise, that is, the total profit (for the salary of the
manager is, or is supposed to be, a mere wage of a certain kind
of skilled labour, the price of which is regulated in the labour
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market like that of any other labour), this total profit is hence-
forth received only in the form of interest, that is, in the form of a
mere compensation of the ownership of capital, which is now
separated from its function in the actua) process of reproduction,
in the same way in which this function, in the person of the ma-
nager, is separated from the ownership of capital. The profit now
presents itself (and not merely that portion of it which derives its
justification as interest from the profit of the borrower) as a mere
appropriation of the surplus labour of others, arising from the
transformation of means of production into capital, that is, from
its alienation from its actual producer, from its antagonism as
another’s property opposed to the individuals actually at work in
production, from the manager down to the last day labourer.

In the joint stock companies, the function is separated from the
ownership of capital, and labour, of course, is entirely separated
from ownership of the means of production and of surplus la-
bour. This result of the highest development of capitalist pro-
fluction is a necessary tramsition to the reconversion of capital
into the property of the producers, no longer as the private pro-
perty of individual producers, but as the common property of
associates, as social property outright. On the other hand, it is a
transition to the conversion of all functions in the process of
reproduction, which still remain connected with capitalist private
property, into mere functions of the associated producers, into
social functions.

. Before we proceed any further, we call attention to the follow-
ing fact which is economically important; since profit here as-
sumes purely the form of interest, enterprises of this sort may still
be successful, if they yield only interest, and this is one of the
causes which stem the fall of the rate of profit since these enter-
'priscs, in which the constant capital is so enormous, compared

to the variable, do not necessarily come under the regulation of
the average rate of profit.’

What Marx considers here are primarily the economic and political
effects o.f the corporations. He does not yet conceive dividends as a distinct
economic category and hence fails to analyse promoter’s profit. As regards
the concluding remarks concernin g the influence upon the formation of the
average rate of profit, and the tendency of the rate of profit to fall, it is clear
'tha't jwith the spread of the corporation its profit, just like that of an
individually owned enterprise, must contribute to the equalization of the
general rate of profit. We have seen already that the output of the
corporation, under normal conditions, is subject to exactly the same price
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laws as is that of the individually owned enterprise. Marx was thinking of
the railway corporations of his day, and in this connection his comments
were perhaps partly justified. I say ‘partly’ because even then promoter’s
profit had already absorbed some part of the profit, and this was bound to
be reflected in railway prices.

2  The financing of corporations. Corporations and banks

When a corporation is founded its share capital is calculated so that the
profit of the enterprise will be adequate to distribute a dividend on thg
capital which will provide each individual shareholder with interest on his
investment.'® Should an economic boom, or other favourable circum-
stances, make it possible later on to distribute a larger dividend, the price
of the shares will rise. If we assume that the shares of a corporation yielding
a dividend of 6 per cent stand at 100, then they will rise to 150 if the
dividend is raised to 9 per cent. These variations in dividends reflect the
varying fortunes of individual enterprises. Such variations, however, are
overridden, in the case of new purchasers of shares, by the rise or fall of the
general level of share prices.'!

The difference between the value of the capital in actual use and the
(fictitious) share capital can increase during the lifetime of a corporatif)n. If
the enterprise yields dividends much higher than the average, and 1‘1' the
necessity, or opportunity, of increasing its capital then arises, this higher
yield becomes the basis of the new capitalization, and the t_mminal share
capital is increased far beyond the extent of the capital in actua} use.
Conversely, it is also possible Lo increase the functioning capital without
any increase in the nominal share capital. This is the case, for exa.mp‘le,
when the net profit is ploughed back into the operations of the enterprise
rather than being distributed as dividends to the shareholders. But as such.a
use of profit encourages the expectation of an increased future yield, there is
a simultaneous rise in the market quotation of the shares.

Share prices will fluctuate not only as a result of changes in the yield, or
of increases and decreases in the amount of capital in active use, but also
because of changes in the general rate of interest. A low rate of interest over
a long pericd will make it possible, ceteris paribus, for share prices to rise,
while a high rate of interest will have the opposite effect.

From the nature of dividends it is obvious that there are no average
dividends in the sense in which there is an average rate of interest or an
average rate of profit. A dividend is originally equal to interest p!us a ris.k
premium, but it may either increase or decrease, and then remain at this
level, in the course of time, because in this case competition does not
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equalize the yield, as it does with the interest rate or the rate of profit, but
only the price of shares.

The market price of share capital is therefore always higher, under
normal conditions, than the value of productive capital; that is, of capital
which yields an average profit. On the other hand, given the yield of the
enterprise and the rate of interest, the market price of the share capital
depends upon the number of shares issued. Thus, if the interest rate is 5
per cent the shares of an enterprise which has a productive capital of
1,000,000 marks and yields a profit of 200,000 marks will have a market
price of 4,000,000 marks. If 1,000,000 marks of shares are issued, a share
with a nominal value of 1,000 marks will sell for 4,000 marks; if 2,000,000
marks of shares are issued, it will sell for 2,000 marks if 4,000,000 marks of
shares are issued, it will sell for 1,000 marks., etc.

The issue of shares in such a quantity as to depress the price below the
nominal value, below par, is referred to as ‘stock watering’. It is clear that
this is purely a matter of accounting, The yield is given, and this determines
the price of the shares as a whole, Naturally, the larger the number of shares,
the lower the price of each individual share. The practice of ‘watering’ stock
has nothing to do with promoter’s profit, which arises whenever a
corporation is formed, through the transformation of productive, profit-
vielding capital into fictitious, interest-yielding capital. In fact the watering
of stock is not at all essential, and unlike promoter’s profit it can as a rule be
prevented by law. The provision in the German law relating to shares which
requires that any premium on shares must be credited to the reserves has
simply had the effect that shares are turned over at par, or at a small
premium, to a bank consortium which then sells them to the public at a
profit (promoter’s profit).

Under certain conditions, however, stock watering is a convenient
financial device for increasing the share of the founders of a corporation
beyond the normal promoter’s profit. In the United States, for example,
two distinct kinds of shares are usually issued when large corporations are
formed; preferred and ordinary shares. Preferred shares have a limited rate
of interest, usually between 5 per cent and 7 per cent. They are also
frequently cumulative, in the sense that if in any year the whole dividend to
which they are entitled has not been paid they have a right to have it made
up from the yield of subsequent years. Only after the claims of the preferred
shares have been met can dividends be paid on the ordinary shares. The
volume of preferred shares is usually calculated when the corporation is
founded, so that it exceeds the capital actually required for the conduct of
the business. The greater part of the promoter’s profit is embodied in the
preferred shares. The ordinary shares are usually issued for a sirnilar
amount. In most cases, the price of ordinary shares is at first very low, but
preferred and ordinary shares together stand somewhat above par. A large
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part of the ordinary shares is usuaily retained by the promoters, and this
makes it easier for them to ensure their majority control, 12 Moreover, in
the more important flotations the preferred shares earn the equivalent of a
fixed interest rate, whereas ordinary shares do not have a fixed dividend.
Their yield depends upon general business conditions:; and since the yield is
subject to extremely sharp fluctuations, ordinary shares are a favourite
with speculators. Well-informed large shareholders, who paid nothing for
the shares anyway, can use them for lucrative speculation.

Furthermore, this method of financing guarantees to the founders,
who own the ordinary shares, the extra profit which accrues from the
foundation of the corporation and the return from all future progress and
favourable market conditions. The public, on the other haad, which owns
the preferred shares, must content itself with a fixed rate of return which js
little higher than the current rate of interest. To some extent, finally, the real
situation of the enterprise can be concealed,'? and this concealment makes
possible various fraudulent activities. Nevertheless, overcapitalization has
no effect whatsoever on prices. It is a curious notion that the inflation of the
nominal value of fictitious capital can alter in any way the laws of price. OF
course, it is self-evident that holders of large blocks of share capital wil
desire high prices so that they can be assured of a return. But even if the
capital were written down to Zero, 1o capitalist will sell more cheaply than
he has to, whether he directs an individually owned enterprise, a joint-stock
company, or a trust.

The corporation is an association of capitalists. It is formed by each
capitalist contributing his share of capital, and the extent of his partici-
pation, his voting rights, and the degree of his influence, are determined by
the amount of capital he contributes. The capitalist is a capitalist only in so
far as he owns capital, and he is differentiated from other capitalists only in
a quantitative way. Hence the contro] of the enterprise as a whole is in the
hands of those who own a majority of the shares. This alsg means that a
corporation can be controlled by those who own half the capital, whereas
in an individually owned enterprise it is necessary to own the whole capital.
This doubles the power of the large capitalists. Disregarding here the role of
credit, a capitalist who decides to turn his enterprise into a joint-stock
company needs only half his capital in order to retain complete control,
The other half becomes disposable and can be withdrawn from the
enterprise. It is true, of course, that he would then lose the dividends on this
half. Nevertheless, the control of outside capital is extremely important,
and his domination of the enterprise is, aside from everything else, a crucial
means of influencing the sale and purchase of shares on the stock exchange.

In practice, the amount of capital necessary to ensure control of a
corporation is usually less than this, amounting to a third or a quarter, or
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even less. Whoever controls the corporation also has control over the
outside capital as if it were his own. But this kind of control is by no means
Synonymous with control over outside capital in general. With the

interdependent companies. Suppose that capitalist X controls, with
5,000,000 shares, corporation A whose share capital is 9,000,000, This
corporation now establishes 3 subsidiary company, B, with a share capital
of 30,000,000, and retains 16,000,000 of these shares in its own portfolio. In
order to pay for these 16,000,000 shares, A issues 16,000,000 fixed-interest
debentures without voting rights. With hjs 5,000,000 capitalist X now
controls both corporations, or a total capital of 39,000,000, Following the
same procedure, A and B can now create other new companies, so that X,
with a relatively small capital, acquires control over an exceptionally large
amount of outside capital. With the development of the Joint-stock system
there emergesa distinctive financia] technique, the aim of which is to ensure

develops in this way a kind of personal union,'® on one side among the
Varlous corporations themselves, and on the other, between the corpo-
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rations and the bank; and the common ownership interest which is thus
formed among the various companies must necessarily exerl a powerful
influence upon their policies.

In order to achieve the concentration of capital in an enterprise the
corporation assembles its capital from individual particles of capital, each
of which is too small, taken separately, to function as industrial capital,
either generally or in the branch of industry where the corporation is
located. It should be borne in mind that initially the corporations
assembled their capital by direct appeals to individual capitalists, but this
changed at a later stage, when the individual sums of capital were already
accumulated and concentrated in the banks. In these conditions, the appeal
to the money market is mediated by the banks.

No bank can think of raising the capital for an individually owned
enterprise. The most it can do as a rule is to provide it with commercial
credit. With the corporation itis an entirely different matter. To provide the
capitalin this case, the bank need only advance it, divide the sum into parts,
and then sell these parts in order to recover the capital, thus performing a
purely monetary transaction (M-M1). It is the transferability and nego-
tiability of these capital certificates, constituting the very essence of the
joint-stock company, which makes it possible for the bank to ‘promote’,
and finally gain control of, the corporation. Similarly, a corporation can
obtain bank loans far more readily than the individually owned enterprise.
The lalter, generally speaking, must be able to cover such loans out of its
earnings, and their extent is consequently restricted. But precisely for this
reason, because the debts are small, they leave the private entrepreneur
relatively independent. The corporation, on the other hand, is able to repay
these bank loans not only out of its current earnings, but aiso by increasing
its capital through the issue of shares and bonds, by issuing which the bank
also gains an additional promoter’s profit. The bank can therefore provide
more credit, with much greater security, to a corporation than to an
individually owned enterprise, and above all a different type of credit; not
only credit as a means of payment, commerciai credit, but also credit for the
expansion of the enterprise’s productive capital, that is, capital credit. For
if it seems necessary, the bank can always curtail this credit and insist that
the enterprise should obtain fresh capital by a new issue of shares or
bonds.!?

The bank can not only extend more credit to a corporation than to an
individual entrepreneur, but can also invest a part ol its money capital in
shares for a longer or shorter period. In any event, the bank acquires a
permanent interest in the corporation, which must now be closely watched
to ensure that credit is used for the appropriate purpose, and so far as
possible controlled by the bank in order to make the latter’s profitable
financial transaction secure.
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The interests of the banks in the corporations give rise to a desire to
establish a permanent supervision of the companies’ affairs, which is best
done by securing representation on the board of directors. This ensures,
first, that the corporation will conduct zll its other financial transactions,
associated with the issue of shares, through the bank. Second, in order to
spread its risks and to widen its business connections, the bank tries to work
with as many companies as possible, and at the same time, to be represented
on their boards of directors. Ownership of shares enables the bank to
impose its representatives even upon corporations which initially resisted.
In this way there arises a tendency for the banks to accumulate such
directorships.'®

Industrialists who serve on the boards of directors of other corporations
have a different role, namely to establish business relations between the
companies involved. Thus, the representative of an iron firm who sits on the
board of directors of a colliery aims to ensure that his firm obtains its coal
from this colliery. This type of personal union, which also involves an
accurnulation of positions on boards of directors in the hands of a small
group of big capitalists, becomes important when it is the precursor or
promoter of closer organizational links between corporations which had
previously been independent of one another.'?

3 The corporation and the individually owned enterprise

At its foundation the corperation does not have recourse to the relatively
small stratum of workingcapitalists who must combine ownership with the
entrepreneurial function. From the beginning, and throughout its life, the
corporation is quite independent of these personal qualities. Death,
inheritance, etc., among its owners, have absolutely no effect upon it. But
this is not the decisive difference between the corporation and the
individually owned enterprise, since the latter can also replace the personal
qualities of its owners, at a certain stage of development, by those of paid
employees. Equally unimportant in practice is another distinction made in
the literature on the subject: namely, that on one side there is the individual
entrepreneur, who is an independent and responsible agent with a stake in
his enterprise, and on the other side a crowd of uninformed, powerlsss
entrepreneurs (shareholders) who have only a minor interest in their
enterprise, and understand nothing about its management. In fact the
corporations — especially the most important, profitable and pioneering
ones — are governed by an oligarchy, or by a single big capitalist (or a bank)
who are, in reality, vitally interested in their operations and quite
independent of the mass of small shareholders. Furthermore, the managers
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who are at the top of the industrial bureaucracy have a stake in the
enterprise, not only because of the bonuses they earn, but, still more
important, because of their generally substantial shareholdings.

The objective difference between the two kinds of enterprise is much
more important. Recourse to the money market is a recourse to all those
who have money (including the credit at their disposal). The corporation is
independent of the size of individual amounts of capital, which must first be
brought together in a single hand if they are to function as the industrial
capital of a privately owned enterprise. Not only does it broaden the circle
of people involved (anyone who has money can be a money capitalist), but
every sum of money above a certain minimum (which need only amount to
a few schillings) is capable of being combined with other sums in a joint-
stock company and used as industrial capital, It is therefore much easier to
establish, or to expand, a corporation than a privately owned enterprise.

In their capacity to assemble capital the corporations have a similar
function to that of the banks. The difference is that the banks retain the
accumulated capital in its original form as money capital, and make it
available as credit for production after it has been assembled, whereas the
corporations combine the atomized money capital in the form of fictitious
capital. But this should not lead us to identify the combination of small
capitals into a large capital with the participation of small capitalists. These
small amounts of capital may belong to very big capitalists. The smail sums
of the petty capitalists are more likely to be assembled by the banks than by
the corporations.

The corporations can accumulate capital just as easily as they acquire it
in the first place. The privately owned enterprise has to accumulate capital
out of its profits. Assuming that it has reached a certain size, that part of its
profit which is not consumed is brought together as potential money capital
until it becomes large enough for new investment and expansion. The
corporation, on the other hand, usually distributes dividends to its
shareholders, but in this case, too, a part of the profit can be accumulated,
especially during periods when the dividends are well above the average
rate of interest. The main point, however, is that the expansion of the
corporation does not depend upon its own accumulation out of earnings,
but can take place directly through an increase of its capital. The limitation
which the amount of profit produced by the enterprise places upon the
growth of the privately owned firm is thus removed, giving the corporation
a much greater capacity for growth. The corporation can draw upon the
whole supply of free money capital, both at the time of its creation and for
its later expansion. It does not grow simply by the accumulation of its own
profits. The entire fund of accumulated capital which is seeking to realize
value provides grist for its mill. The obstacles which arise from the
fragmentation of capital among a host of indifferent and casual owners
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are removed. The corporation can draw directly upon the combined capital
of the capitalist class,

The size of an enterprise which does not have to depend upon individual
capital is independent of the amount of wealth already accumulated by an
individual, and it can expand without regard to the degree of concentration
of property. Hence it is through the joint-stock company that enterprises
first become possible, or possible on a scale which, because of the
magnitude of their capital requirements, could never have been achieved by
an individual entrepreneur, and were, therefore, either not undertaken at
all, or else had to be undertaken by the state, in which case they were
removed from the direct control of capital. The outstanding example is
evidently the railways, which provided such a powerful stimulus to the
growth of corporations. The significance of the corporation in breaking
through the personal limits of property, and thus being constrained not by
the extent of personal capital, but only by the aggregate social capital,?®
was greatest in the early gtages.

The expansion of the capitalist enterprise which has been converted into
a corporation, freed from the bonds of individual property, can now
conform simply with the demands of technology. The introduction of new
machinery, the assimilation of related branches of production, the
exploitation of patents, now takes place only from the standpoint of their
technical and economic suitability. The preoccupation with raising the
necessary capital, which plays a major role in the privately owned
enterprise, limiting its power of expansion and diminishing its readiness for
battle, now recedes into the background. Business opportunities can be
exploited more effectively, more thoroughly, and more quickly, and this is
an important consideration when periods of prosperity become shorter.2!

All these factors play an important part in the competitive struggle. As
we have seen, a corporation can procure capital more easily than can a
privately owned enterprise, and is able, therefore, to organize its plant
according to purely technical considerations, whereas the individual
entrepreneur is always restricted by the size of his own capital. This applies
even when he uses credit, since the amount of credit is limited by the size of
his own capital. No such limitation of personal property hampers the
corporation, either when it is founded or when it later expands and makes
new investments. It can, therefore, acquire the best and most modern
equipment and is free to install it whenever it chooses, unlike the privaié
entrepreneur who must wait until his profit has reached a level sufficient for
accumulation. The corporation can thus be equipped in a technically
superior fashion, and what is just as important, can maintain this technical
superiority. This also means that the corporation can install new technology
and labour-saving processes before they come into general use, and hence
produce on a larger scale, and with improved, modern techniques, thus

»
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gaining an extra profit, as compared with the individually owned
enterprise.

In addition, the corporation has a great superiority in the use of credit,
which deserves attention at this point. The private entrepreneur, as a rule,
can obtain loans only up to the amount of his circulating capital. Anything
beyond this would turn the borrowed capital into fixed industrial capital,
and would de facto deprive it of its character as loan capital so far as the
loan capitalist is concerned. The loan capitalist would, in effect, be
transformed into an industrial capitalist. Consequently, credit can only be
extended to private entrepreneurs by people who are thoroughly familiar
with all their circumstances and ways of running their business. This being
so, credit for the private entrepreneur is provided by smalllocal banks, or
private bankers, who have a detailed knowledge of the business affairs of
their customers,

The corporation can obtain credit more easily, because its structure
greatly facilitates supervision. One of the bank’s employees can be
delegated for this purpose, and the private banker is thus replaced by a
bank official. The bank will also provide large amounts of credit more
readily to a corporation, because the corporation itself can easily raise
capital. There is no danger that the credit which has been provided will be
immobilized. Even if the corporation were to use the credit for the creation
of fixed capital, it could, under favourable conditions, mobilize capital by
issuing shares, and repay its bank debts, without having to wait for the fixed
capital to return from circulation. In fact, this is a daily occurrence. Both
these factors — easier supervision, and the possibility of using credit for
purposes other than circulation — enable the corporation to obtain more
credit and so enhance its competitive advantage.

Thus, from the economic advantages, attributable to the greater
accessibility of credit when the corporation is formed, and its greater
capacity to expand, there also results a technical superiority. Thanks to its
structure the corporation also has an advantage in price competition. As
we have seen, the shareholder is, in a sense, a money capitalist who does not
expect more than interest on his invested capital. In favourable circum-
stances, however, the earnings of a corporation may well exceed con-
siderably the rate of interest, in spite of deductions from total profit in the
form of promoter’s profit, high administrative costs, bonuses, etc.

Butas we have already noted, the increasing yield does not always benefit
the shareholders. A part of it may be used to strengthen the enterprise, or to
build up reserves, which enable the corporation to face a period of crisis
more successfully than an individually owned enterprise. These large
reserves also make possible a more stable dividend policy and thus raise the
market price of the shares. Alternatively, the corporation can accumulate a
part of its profit, and so increase its productive, profit-yielding capital,
without increasing its nominal capital. This also increases, even more than
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does the growth of reserves, the real value of the shares. This rise in value,
which perhaps only becomes manifest at a later stage, benefits the large,
permanent shareholders, while the small, temporary owners of shares
contribute by being deprived of a part of their profit.

If business conditions deteriorate, and competition becomes keener, a
corporation which has followed the dividend policy just outlined, thereby
reducing or eliminating the original difference between its share capital and
its actually functioning capital, can reduce its prices below the price of
production ¢ + p (cost price plus average profit) to a price equal to ¢ +1i
(cost price plus interest), and will still be able to distribute a dividend equal
to, or a little below, the average interest.

The power of resistance of the corporation is thus much greater. The
individual entrepreneur strives to realize the average profit, and if he
realizes less, he must consider withdrawing his capital. This motive,
however, is not present with the same degree of urgency in the corporation,
certainly not among its directors and probably not among its shareholders.
The private enirepreneur must make his living from the yield of his
business, and if his profit falls below a certain level, his working capital will
dwindle, since he has to use part of it for his own sustenance. Eventually he
goes bankrupt. The corporation does not face this problem, because it
seeks only to earn interest on its shares. It can generally continue in
business so long as it does not operate at an actual loss. There is no pressure
upon it to operate at a net profit,>* the kind of pressure which threatens the
individual capitalist with imediate disaster if he eats into his capital. Such
pressure might perhaps affect the shareholder and oblige him to sell his
shares, but this would have no effect on the Functioning capital. If the net
profit has not been eliminated, but only reduced, the corporation can
continue in business indefinitely. If the net profit has fallen below the
average rate of dividend, the share prices will fall, and new buyers as well as
the existing owners will now calculate their yield on a lower capital value. In
spite of the lower share price, and even though an industrial capitalist
would pronounce the enterprise unprofitable because it no longer produces
the average rate of profit, it remains quite profitable for the new purchasers
of shares, and even the existing shareholders would lose more by disposing
of all their shares. Even when it is operating at a loss the corporation still
has greater powers of resistance. The individual entrepreneur, in such a
case, is usually lost, and bankruptcy is inevitable, but the corporation can
be ‘reorganized’ with comparative ease. The facility with which it can raise
capital makes it possible to assemble the amounts of money which are
necessary in order to maintain and reorganize production. As a general
rule, the shareholders must give their approval, because the price of their
shares expresses the condition of the enterprise and reflects, if only
nominally, the real losses it has sustained.

The usual procedure is to deflate share values so that the total profit can
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be caiculated on a smaller capital. If there is no profit at all, new capital is
obtained which, together with the existing deflated capital, will then
produce an adequate profit. In passing, it is worth mentioning that these
reorganizations are important in two ways for the banks; first as profitable
business, and second as an opportunity to bring the companies concerned
under bank control.

The separation of capital ownership from its function also affects the
management of the enterprise. The interest which its owners have in
obtaining the largest possible profit as quickly as possible, their lust for
booty, which slumbers in every capitalist soul, can be subordinated to a
certain extent, by the managers of the corporation, to the purely technical
requirements of production. More energetically than the private en-
trepreneur they will develop the firm's plant, modernize obsolete in-
stallations, and engage in competition to open up new markets, even if the
attainment of these goals entails sacrifices for the shareholders. Those who
manage capital drawn from outside pursue a more vigorous, bold, and
rational policy, less influenced by personal considerations, especially when
this policy meets with the approval of the large, influential shareholders,
who can very easily sustain temporary reductions in their profits, since in
the long run they are rewarded by higher share prices and larger profits,
resulting from the sacrifices made by small shareholders who have long
since had to dispose of their property. The corporation, then, is superior to
the individually owned enterprise because it gives priority to purely
economic conditions and requirements, even in opposition o the con-
ditions of individual property, which in some circumstances may come into
conflict with technological-economic needs.

The concentration of capital is always accompanied by the detachment
of units of capital which then function as new and independent capitals:

the division of property within capitalist families plays a great part
.. .. Accumulation and concentration accompanying it are, there-
fore, not only scattered over many points, but the increase of each
functioning capital is thwarted by the formation of new and the sub-
division of the old capitals. Accumulation, therefore, presents itself,
on the one hand, as an increasing concentration of the means of
production, and of the command over labour; on the other, as re-
pulsion of many individual capitals one from another.??

The growth of the corporate form of enterprise has made the course of
economic development independent of contingent events in the movement
of property, the latter being now reflected in the fate of shares on the
market, not in the fate of the corporation itself. Consequently the
concentration of enterprises can take place more rapidly than the
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centralization of property. Each of these processes follows its own laws,
although the tendency towards concentration is cornmon to both ; it seems,
however, to be more fortuitous and less powerful in the movement of
property, and in practice is frequently interrupted by accidental factors, It
is this surface appearance which leads some people to speak of a
democratization of property through shareholding. The separation of the
tendency towards industrial concentration from the movement of property
is important because it allows enterprises to be guided only by technologi-
cal and economic laws, regardless of the limits set by individual property.
This type of concentration, which is not simultaneously a concentration of
property, must be distinguished from the concentration and central-
ization®* which ensue from, and accompany, the movement of property.

As a result of the transformation of property into share ownership the
rights of the property owner are curtailed. The individual, as a shareholder,
is dependent upon the decision made by all other shareholders; he is oniy a
member of a larger body, and not always an active one. With the extension
of the corporate form of enterprise, capitalist property becomes increas-
ingly a limited form of property which simply gives the capitalist a claim to
surplus value, without allowing him to exercise any important influence on
the process of production. At the same time, this limitation of property
gives the majority shareholders unlimited powers over the minority, and in
this way, the property rights and unrestricted control over production of
most of the small capitalists are set aside, and the group of those who
control production becomes ever smaller. The capitalists form an asso-
ciation in the direction of which most of them have no say. The real control
of productive capital rests with people who have actuaily contributed only
a part of it. The owners of the means of production no longer exist as
individuals, but form an association in which the individual has only a
claim to his proportionate share of the total return.

4 The flotation of shares

As intermediaries in the circulation of bills and notes, the banks substitute
their own bank credit for commercial credit, and as intermediaries in the
conversion of idle funds into money capital, they furnish new capital to
producers. They also perform a third function in supplying productive
capital, not by lending it, but by converting money capital into industrial
capital and fictitious capital, and taking charge of this process themselves.
On the one side, this development causes all funds to flow into the banks, so
that only through their mediation can they be transformed into money
capital. On the other side, when bank capital is converted into industrial
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capital it ceases to exist in the form of money and hence ceases to be part of
bank capital. This contradiction is resolved by the mobilization of capital,
by its conversion into fictitious capital or capitalized claims to profit. Since
this conversion process is accompanied by the growth of a market for such
claims, in which they become convertible into money at any time, they can
again become components of bank capital. In all this the bank does not
enter into a credit relationship, nor does it receive any interest. It merely
supplies the market with a certain amount of money capital in the form of
fictitious capital which can then be transformed into industrial capital. The
fictitious capital is sold on the market and the bank realizes the promoter’s
profit which arises from the conversion of the industrial capital into
fictitions capital. The expression ‘flotation credit’, therefore, does not
describe a credit relationship, but simply indicates the more or less well
[ounded confidence of the public that it will not be defranded by the bank.

This function of the bank, to carry out the mobilization of capital, arises
from its disposal over the whole money stock of society, although at the
same time it requires that the bank should have a substantial capital of its
own. Fictitious capital, a certificate of indebtedness, is a commodity sui
generis which can only be reconverted into money by being sold. But a
certain period of circulation is required before this can happen, during
which the bank’s capital is tied up in this commodity. Furthermore, the
commaodity cannot always be sold at a particular time, whereas the bank
must always be prepared to meet its obligations in money. Hence it must
always have capital of its own, not committed elsewhere, available for such
transactions. Moreover, the bank is compelled to increase its own capital to
meet the increasing demands which the growth of industry makes upon
it.23

The more powerful the banks become, the more successful they are in
reducing dividends to the level of interest and in appropriating the
promoter’s profit. Conversely, powerful and well-established enterprises
may also succeed in acquiring part of the promoter’s profit for themselves
when they increase their capital. Thus there emerges a kind of competitive
struggle between banks and corporations over the division of the
promoter’s profit, and hence a further motive for the bank to ensure its
domination over the enterprise.

It is self-evident that promoter’s profit is not only produced by founding
corporations in the strict sense, whether this involves the creation of
completely new enterprises or the transformation of existing privately
owned enterprises into joint-stock companies. Promoter’s profit, in the
economic sense, can be obtained just as readily by increasing the capital of
existing corporations, provided its yield exceeds the averape interest.

To some extent what appears as a decline in the rate of interest is only a
consequence of the progressive reduction of dividends to the level of
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interest, while an ever increasing share of the total profits of the enterprise is
incorporated, in a capitalized form, in the promoter’s profit. This process
has asits premise a relatively high level of development of the banks, and of
their connections with industry, and a correspondingly developed market
for fictitious capital, the stock exchange. In the 1870s, for example, the
interest on railway bonds in the United States stood at 7 per cent, as against
3.5 per cent today?® and this reduction is due to the fact that the part of the
7 per cent which once constifuted the entrepreneurial profit has been
capitalized by the founders. The importance of these figures lies in the fact
that promoter’s profit is on the increase because the yield on stocks and
bonds is being continuously depressed to the level of simple interest. This
upward trend in promoter’s profit runs counter to the falling rate of profit,
but it may be assumed that this fall, which is frequently interrupted or even
checked by counter tendencies, will not in the long run put an end to the
rising trend of promoter’s profit. The latter has shown a continuous
increase in recent times, especially in those countries where there has been a
very rapid development of banks and stock exchanges, and where the
influence of the banks on industry has been most marked.

While the money capitalist receives interest on the money he lends, the
bank which issues shares lends nothing and therefore does not receive
interest. Instead, the interest goes to the shareholders in the form of
dividends. The bank receives a flow of entrepreneurial profit, not in the
form of an annuval revenue, but as capitalized promoter’s profit.
Entrepreneurial profit is a continuous stream of income, but it is paid to the
bank as a lump sum in the form of promoter’s profit. The bank assumes
that the capitalist distribution of property is eternal and unchangeable, and
it discounts this eternity in the promoter’s profit. The bank is thus
compensated once and for all, and it has no claim to further compensation
if this distribution of property is abolished. It already has its reward.
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The stock exchange

1 Securities and speculation

The stock exchange is the market for securilies. By ‘securities’ I mean
here every kind of scrip which represents sums ol money. They fall into two
main groups: (1) certificates of indebtedness, or credit certificates, which
bear a statement of the amount of money for which they are issued, the
principal example being the bill of exchange; (2) certificates which do not
represent a sum of money but its yield. The latter may be further subdivided
into two groups: (a) fixed-interest paper, such as debentures and govern-
ment bonds; and (b) dividend certificates (shares). As we know, in a
capitalist society, every regular (annual) return is regarded as the
revenue on a capital, the amount of which is equal to the capitalized yield
at the current rate of interest. Thus these securities also represent sums of
money, but they differ from those in the first group in the following way.
The prime consideration in the case of credit certificates is the amount of
money they represent; money, or value of equal magnitude, has actually
been lent and now bears interest. The certificates circulate for a specified
period of time and are withdrawn when the capital is repaid. The bill has
fallen due. Bills are always falling due and the capital which has been lent
then flows back to the lender. The latter now has the money in his hands
once more and can proceed to lend it again. The cycle in which bills fafl due
and the capital flows back continually to its owner, is a condition for the
constant renewal of the process.

The situation is different with the second group of securities, since here
the money is definitively surrendered. In the case of government bonds it
may have been withdrawn from productive uses for a long time, and thus
ceased to exist; or if it was put into industrial shares, it has been used to buy
constant and variable capital, has served as a means of purchase, and its
value is now incorporated in the elements of productive capital, The money
is in the hands of the sellers of this productive capital and will never return
to its starling point. It follows, therefore, that shares cannot represent this
money, because it has now passed to the sellers of commeodities (of the
elements of productive capital) and has become their property. But neither

The siock exchange 131

do they in any way represent the productive capital itself, Inthe first place,
the shareholders have no claim to any part of the productive capital, but
only to the yield; and second, the share, unlike vouchers or bills of lading,
does not represent any specific use value, as it would have to do if it were
really a share in the capital actually used in production, but is only a claim
to a certain amount of money. It is this which constitutes the ‘mobilization’
of industrial capital. This money is, however, nothing more than the yield
capitalized at the current rate of interest. Hence the vield, or annual
income, is the basis on which the certificates are valued, and only after the
vield is known is the amount of money calculated.

Fixed-interest certificates have some resemblance to those in the first
group, in the sense that a fixed return at a given point of time always
represents a definite sum of money, Nevertheless, they really fall into the
second category, because the money which they originally represented has
been definitively given up and does not have to return to its starting point.
The capital which they represent is fictitious, and its magnitude is
calculated on the basis of its yield. The difference between fixed-interest
certificates and other titles to income seems to be (if we disregard fortuitous
influences) that the price of the former depends only upon the rate ol
interest, while the price of the latter depends upon both the rate of
interest and the current yield on capital. The former group, therefore, is
subject to only comparatively minor fluctuations in price; and when such
fluctuations occur, they are gradual and follow the more easily predictable
fuctuations in the rate of interest. By contrast, the rate of return in the
second group is indeterminate, and subject to countless changes which
cannot always be foreseen; and this produces considerable fluctuations in
the price of these certificates. As a result, they are a favoured target of
speculation.

It follows from what has been said that the customary description of the
stock exchange as the ‘capital market’ misses the essential nature of that
institution. The certificates in the first group are certificates of indebted-
ness. The vast majority of them originate in circulation, in the transfer of
commodities without the intervention of money except as a means of final
settlement. They are a form of credit money which replaces cash. When
they are traded on the stock exchange, a grant of credit is simply transferred
from one person to another. The circulation of credit money, as we have
seen, requires as its premise and complement the circulation of real money.
Since credit money is used in foreign as well as domestic payments, the
stock exchange must be able to supply both domestic credit money and
foreign credit money as well as metallic money. Hence, in order to
complement the trafficin credit money the stock exchange also becomes the
centre of dealings in foreign exchange, both credit and cash. Into the stock
exchange streams the ever available money capital seeking investment,
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which it finds in the various types of credit certificates. In this activily the
stock exchange competes with the credit institutions proper, the banks.
Nevertheless, there is a quantitative as well as a qualitative dilference
between the two institutions. From a quantitative standpoint, the stock
exchange differs in its activities from the banks because it is not mainly
concerned with collecting small savings, but attracts large amounts of
already accumulated capital which are seeking investmeni. The con-
centration of funds, which is such an important function of the banks, is
here an accomplished fact. The qualitative difference between the two
institutions turns on the fact that the stock exchange is not concerned with
the diverse ways of making credit available. It simply provides the money
which is necessary to sustain the circulation of credit money. The money is
supplied in large amounts, in the form of first-class bills. Both demand and
supply involve large, concentrated sums of money, and it is on the stock
exchange that the market price of loan capital (the rate of interest) is
established. It is pure interest, devoid of any risk premium, for these are the
best certificates that can be had in this wicked capitalist world, and their
excellence is even less open to doubt than is the goodness of the Almighty.
The interest which is paid on these finest of all bills (finest, of course, not in
terms of their lowly use value, for even first-class bills are not written on
handmade paper) seems to stem directly from the mere possession of
money capital. It is as though the money had not been given away at all,
since it can always be recovered simply by transferring the bill again. In any
case, the money is only temporarily invested and is always available for
some other use. The absolute security and short term of repayment make
for a low rate of interest on such investments, which are suitable only for
very large, temporarily available, capital sums. The interest rate on such
investments is the basis for calculating the,interest rate on other types of
investment, and it also determines the movement of available floating
money capital from one exchange to another. These funds, in ever-varying
amount, flow in and out of the circulation of world money.

The stock exchange constitutes the market for the traffic in money
among the banks and the big capitalists, Bills usually bear the signature of
one or other of the leading banks. Both domestic and foreign banks, or
other big capitalists, put their funds in these bills, which bear interest and
are absolutely secure. On the other side, the large credit institutions can seil
such bills on the exchange to obtain whatever funds they may need o meet
obligations in excess of their freely available capital.?

Although the sums of money required for such operations vary from
time to time, a certain minimum amount is always available, which is used
to purchase the bills and then returns to its starting point when they fall
due. This continual refiux of money, and its function as a mere in-
termediary in the credit process, at once distinguishes the circulation of
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money which belongs to the first category of stock exchange securities from
the circulation of money in the second category; for example, that which is
invested in shares. In the latter case the money is definitively relinquished,
converted into productive capital, and comes into the hands of those who
sell commodities. It does not return to the stock exchange. In place of
money there are now capitalized claims to interest. Money is here actuaily
withdrawn from the money market.

The stock exchange and the banks are competitors in the bill market, and
the development of the latter has actually cut into this business of the stock
exchange. The banks have even taken over the major part of the business of
supplying payment credit to industrial capitalists, which was initially the
principal function of the stock exchange, and ail that is left to the latter is
the function of an intermediary between the banks themselves and the
foreign exchange market, where foreign payments are dealt with and
foreign exchange rates are determined. Even here a considerable part of the
business is handled directly by the banks, which mainiain foreign branches
for this purpose. The development of the banks has reduced this part of the
business of the stock exchange in two ways: first directly, inasmuch as the
banks invest their ever growing funds in bills, to an increasing extent
without involving the stock exchange; and second, by substituting, in part,
other forms of credit for bills.

The bill of exchange represents a credit given by one productive capitalist
{understood as any capitalist who produces profit, thus including the
merchant) to another in lien of cash payment. The capitalist who receives it
discounts it at the bank, which now becomes the creditor. If, however, both
the capitalists have deposits or open credits at the bank, they can make
their payments by cheque or by a transfer on the books of the bank. The bill
has become superfluous. Its place has been taken by a book-keeping
transaction in the bank, and this, in contrast to the bill which can be
circulated, is a private affair. The increasing involvement of the banks in
making payments for their clients has brought about a contraction of the
traffic in bills, which has further affected that part of stock exchange
business. Furthermore, in those countries where the note issue is a
monopoly, the note-issuing bank has a dominant position cn the foreign
exchange market, and if that position is weakened the change benefits the
large banks rather than the stock exchange. There is, therefore, no specific
and exclusive stock exchange activity in the sphere of credit money
circulation, except speculation in foreign exchange. The stock exchange is
only a concentrated market for the sums of money which are made
available for credit transactions.

The true sphere of stock exchange activity is as a market for tities to
interest, or fictitious capital. Here the investment of capital as money
capital, which is to be converted into productive capital, takes place. The
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money is committed definitively in the purchase of these titles, and does not
return. Only the interest yield flows back annually to the stock exchange,
whereas in the case of money invested in credit instruments the capital itself
is also returned. Hence, new money, serving stock exchange circulation
itself, is required for the sale and purchase of titles to interest. The amount
of new money is small in relation to the aggregate sums turned over. Since
the interest titles represent claims to money, they can be cancelled out
against one another, and there is never more than a small balance to be
settled. The balances are calculated by specialized institutions which ensure
that cash is used only for settling these. Nevertheless, the absolute amount
of means of circulation required on the stock exchange is quite consider-
able, especially during periods of heavy speculation, when speculative
activity is usually oriented in one direction, and the balance for cash
settlement tends to grow appreciably. '

The question now arises whether the activities and functions of the stock
exchange have any distinctive features. We have already seen that its
activity in the bill market overlaps with that of the banks. Equally, the
purchase of securities for investment is not a specific function of the stock
exchange, for they can be bought just as easily from the banks, and
indeed it is increasingly common for them to be bought there. The specific
activity of the stock exchange is really speculation.

At first sight, speculation looks like any other purchase and sale. What is
purchased, however, is not commodities but titles to interest. A productive
capitalist must convert his commodity capital into money — that is, sell
it — before he can realize a profit. If another capitalist assumes the task of
selling, the industrialist must assign him part of the profit.

The entire profit contained in the commodity is definitively realized only
when it is sold to the consumer, The commodjty is thus transferred from the
producer to the consumer, but it would be absurd to regard this as a change
in location (just think of the sale of a house) and to confuse trade with
transport. Buying and selling do not consist in changes of location, but in
economic events, transfers of property; although in all processes which are
not purely intensional a change of position in space is also involved. But
whao would conceive the essential element in visiting the theatre as being to
find the theatre building itself?

The commodity is finally consumed and disappears from the market.
The title to interest, however, is by its very nature eternal. It never
disappears from circulation in the way a commodity does. Even when it is
temporarily withdrawn from the market for investment purposes, it can
return at any time, and in fact such titles do return sooner or later, in larger
or smaller quantities. But the withdrawal of interest titles from the market
is neither the aim nor the consequence of speculation. Speculative stock is
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constantly circulating on the stock exchange. Its movement is always back
and forth, or circular, not straight ahead.

The purchase and sale of commodities is a socially necessary process,
through which the essential conditions of social life in a capitalist economy
are met. It is the conditio sine qua non of this society. Speculation, on the
other hand, is nothing of the sort. It does not affect the capitalist enterprise;
neither the plant nor the product. An established enterprise is not affected
by a change of ownership or by the constant circulation of shares.
Production and its yield is not affected by the fact that claims to the yield
change hands; nor is the value of the yield changed in any way by changes
in share prices. On the contrary, it is the value of the yield, other things
being equal, which determines these changes in share prices. The purchase
and sale of these claims to interest is a purely economic phenomenon, a
mere fluctuation in the distribution of private property, without any
influence upon production or upon the realization of profit (by the sale of
commodities). Speculative gains or losses arise only from variations in the
current valuations of claims to interest. They are neither profit, nor parts of
surplus value, but originate in fluctuations in the valuations of that part of
surplus value which the corporation assigns to the shareholders; fluc-
tuations which, as we shall see, do not necessarily arise from changes in the
volume of profit actually realized. They are pure marginal gains.> Whereas
the capitalist class as a whole appropriates a part of the labour of the
proletariat without giving anything in return, speculators gain only from
each other, One’s loss is the other’s gain. ‘Les affaires, c’est l'argent des
autres,’

Speculation consists in taking advantage of price changes, though not of
changes in commodity prices. Unlike the productive capitalist the specu-
lator does not care whether commodity prices rise or fall ; all that concerns
him is the price of his titles to interest. These prices depend upon the
amount of profit, which can rise or fall, whether prices rise, fall, or remain
stationary. The decisive factor affecting profit is not the absolute level of
prices, but the relationship between costs and prices. But it is also un-
important to the speculator whether profits rise or fall; he is only concerned
with being able to foresee these fluctuations. His interests, therefore, are
entirely different from those of the productive capitalist or the money
capitalist who desire the maximum stability of profit, and whenever
possible, a constantly increasing profit. Increases in commodity prices only
have an influence upon speculation in so far as they are an indication of
increased profit. Speculation is affected only by such changes in profits as
are either bound to occur, or can be expected. But the profit which an
enterprise produces is distributed to the owners of productive capital or to
holders of shares without regard to speculation. The speculator as such
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does not derive his gain from the increase in profit. He can gain just as easily
from a fall in profit. In general, therefore, he does not think in terms of a rise
in profit but in terms of changes in the price of securities induced by a rise or
fall in profit. He does not hold securities in the hope of sharing in the higher
profit ~ as an investor does — but seeks to gain by buying and selling his
securities. His gain does not arise from a share in the profit, for he gains
also from declining profits, but from price changes, which means that at a
particular time he can buy securities more cheaply than he sold them, or sell
them more dearly than he bought them. If all speculators played the same
side of the market, that is, if they all simultaneously placed the same higher
or lower value on securities,® there would not be any speculative gains at
all. These arise only because contradictory valuations are made, only one of
which can turn out to be correct. The different valuations made by buyers
and sellers, at a particular time, result in losses for some speculators and
gains for others. The profit of one is the other’s loss; and this is in sharp
contrast with the profit of the productive capitalist; for the profit of the
capitalist class is not a loss for the working class, which cannot expect,
under normal capitalist conditions, to receive more than the value of its
labour power.

What are the factors which speculators must reckon with in their
operations? The principal objects of speculation are securities which do not
bear a fixed rate of interest. Their price fluctuations depend essentially
upon two [actors: the level of profit and the rate of interest. Theoretically,
the level of profit is given by the average rate of profit. But the latter is
simply the expression of innumerable individual profit, which may diverge
widely from the average. An outsider, however, is not in a position to know
the level of any individual profit, for this is determined not only by general
factors, such as the amount of surplus value and the quantity of invested
capital, but also by all the fortuitous variations in market prices and by the
entrepreneur’s skill in taking advantage of business opportunities. The
external observer can see only the market price of the commodity; he
cannot have any knowledge of the really decisive factor, which is the
relation between market price and cost price. Even the entrepreneur
{requently does not know what this relation is until he has made an exact
calculation at the end of a period of turnover. Moreover, aside from the
actual amount of profit, a whole series of more or less arbitrary factors
affect the sum which is actually paid out on the securities; among them the
level of depreciation, bonuses, allocations to reserves, etc. These factors
give the directors of an enterprise the power, within limits, to fix in an
arbitrary lashion the amount of profit available for distribution and so
influence stock market prices. At all events, the majority of speculators are
completely in the dark about the crucial factor which determines the price
of shares. A general, more or less superficial knowledge of an enterprise will
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ayail them little should they wish to take advantage of the slight price
dxfferf:gces which sometimes occur, or of those movements in the price of its
securities which result from the capitalization of changed profits
Co.nverSt?ly, the intimate knowledge of an enterprise which an insider.
enjoys gives him the confidence and ability to use this knowledge for
speculative gain with scarcely any risk.

It is a different matter with respect to the second factor which determines
share prices: the rate of interest. As we have seen, the activities of
speculators depend upon differences of opinion about the probable
mgvement of share prices; such differences, for instance, as those which
arise from uncertainty about future profits. The rate of interest, on the
other hand, is like the market price of commodities; at any given til;'le ithas
a definite magnitude, which is known to all speculators.

_Fu;thermore, chang_es in the rate of interest- or at least their
direction ~can be predicted with a high degree of probability, except
when there are sudden and more or less powerful disturbances cz;used by
extraordinary events such as wars, revolutions, or natural disas’ters which
react di_rectly upon the demand for money. Besides, the inﬂuf;nce of
ﬂuc‘tuatlons in the rate of interest upon share prices tends to diminish; thus
dm:ugg a depression, a low rate of interest usually prevails, specuiative
activity is sluggish, confidence is impaired, and share prices are low, in spite
of t_he low rate of interest. Conversely, during a period of prospe,rity and
unlimited speculation, the effect of a high rate of interest is lost in the
general anticipation of increased stock market gains. Hence, although the
level of the rate of interest is a more certain factor than any estimate of
futurfa profits, it is still essentially the latter which determines the direction
?.nd intensity of speculation. It is, therefore, precisely the uncertain
1r'10aIcu.lab]e. factor which speculators are obliged to take into con-’
51d?rat_lon. In short, no certain foresight is possible in speculative activity
which is essentialiy 4 groping in the dark. Stock market speculation is like z;
game fJf chance or a wager, but for insiders it is a wager & coup siir.

A.;s in the case of all prices, we can distinguish the real causal factors
which detz.armjne stock market prices from the incidental influences
e;vlcpl.'esstad in changes in the relation between supply and demand. This
dlStlI'.!Ct.lOl'l is, of course, of no concern to the speculator, who is interested
only in t_he price changes themselves, not in their causes. Nevertheless, it is
speculation itself, and the ever changing moods and cxpectatim;s of
speculators, arising largely from their uncertainties, which produces the
cegseless fluctuations in supply and demand and hence the changes in the
price of shares. Every price change, in turn, provides the impetus for a fresh
wave of speculation, new commitments and changes of position, and
further changes in supply and demand. In this way, speculation creat’es an
ever ready market for the securities which it controls itself, and thus gives
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other capitalist groups the opportunity to convert their fictitious capital
into real capital, to change from one investment in fictitious capital to
another, and to convert fictitious capital back intc money capital at any
time.

But the uncertainty which characterizes speculation has still another
consequence; it creates the possibility of influencing the direction of
speculative activity, through the large speculators drawing in the small
ones. Since the speculator is not ‘in the know’ (frequently even with regard
to general conditions, and invariably when it is a matter of particular
cases)* he tends to be influenced by superficial indications, by the mood and
the general trend of the market. This mood, however, can be manufactured,
and is actually manufactured, by the big speculators, who can be regarded
more or less correctly as ‘insiders’. The peity speculators follow their lead,
The big speculators stiffen the market by making large purchases, thus
driving up the price of shares, and once the trend is under way demand
increases further as a result of the purchases by all those people who think
they are following the example of the big speculators, so that prices
continue io rise although the latter have already withdrawn. They can now
either take their profit, or maintain the higher price level for a longer or
shorter time, depending upon their aims. In this case, disposal over a larger
sum of capital gives rise directly to a superior position on the market
because market trends themselves are determined by the way in which this
capital is used. In the sphere of production, a large capital enjoys an
advantage because it can produce more cheaply and so reduce prices, butin
the stock market, capital acts upon prices directly. The large dealers in
securities, the banks, can take advantage of this situation to push
speculation in a particular direction. They need only drop a hint to their
numerous customers to buy or sell certain,securities, in order to bring
about, in most cases, a change in the relation between supply and demand,
which is thus known to them in advance, and like all foreknowledge in the
field of speculation produces a profit for them. We can now also appreciate
the importance of the hangers-on, the outsiders, and the public at large.
Gains and losses among professional speculators may balance out, but the
great public which simply follows the lead of the big speculators, and
continues in the same course after the latter have already pulled out with the
gains they have made — these naive people who believe the moment has
now come for them to share in the fruits of prosperity — are the ones who
have to bear the losses, and to pay the balances arising with every turn in
the business cycle or in the mood of the stock exchange, which are pocketed
by the speculators as the reward for their ‘productive activity’.

Nevertheless, the fact that speculatlion is unproductive, that it is a form
of gambling and betting {and is rightly regarded as such by public opinion)
does not run counter to its necessity in a capitalist sociely, at least during a
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certain period of capitalist development. Obviously, it is nothing but an
apologetic artifice to regard everything which is necessary in capitalist
society as being productive. The truth is rather that the anarchy of
capitalist production, the antagonism between those who own and those
who use the means of production, and the capitalist mode of distribution,
all generate a large volume of expenses and payments which contribute
nothing to the increase of wealth, which would be eliminated in an
organized society, and in this sense are unproductive.® The fact that they
are necessary in capitalist society does not show that they are productive
but simply testifies against the way in which this society is organized.
Speculation is essential, however, if the stock exchange is to carry out its
various functions, which we shali now examine more closely.

2 The functions of the stock exchange

The function of the stock exchange changes in the course of economic
development. Originally it provided for the circulation of currency and
bills; for which purpose it was only necessary to accumulate free money
capital which could be invested in such bills. Later, it became a market for
fictitious capital, which first emerged with the development of state credit.
It became the market for state loans. But it was radically transformed when
industrial capital began to assume the form of fictitious capital, and the
corporate form of enterprise began to spread throughout industry. The
resources at the disposal of the stock exchange now increase rapidly and
without limit, and on the other hand the existence of the stock exchange as
a market which is always available is a prerequisite for the conversion of
industrial capital into fictitious capital and for the reduction of dividends to
interest.

The development of a market for fictitious capital makes speculation
possible. In turn, speculation is necessary to keep this market open for
business at all times, and so give money capital as such the possibility of
transforming itself into fictitious capital, and from fictitious capital back
into money capital, whenever it chooses. For the fact that marginal gains
can be made by buying and selling is a constant stimulus to engage in these
activities and to ensure the permanent existence of an active market. The
essential function of the stock exchange is to provide such a market for the
investment of money capital, Only in this way is the investment of capital as
money capital made possible on a large scale. For if capital is to function as
money capital it must in the first place yield a steady income (interest), and
second, the principal itself must flow back, or if it does not actually flow
back it must always be recoverable through the sale of titles to interest. The
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stock exchange first made possible the mobilization of capital. From a legal
standpoint this mobilization involves a transformation, and at the same
time a duplication, of property rights.® Ownership of the actual means of
production is transferred from individuals to a legal entity, which consists,
to be sure, of the totality of these individuals, but in which the individual as
such no longer has ownership rights in the property. The individual has
only a claim upon the yield; his property, which once meant real,
unrestricted control over the means of production, and hence over the
management of production itself, has been transformed into a mere claim
to income and has been deprived of  control over production.

From an economic standpeint, however, the mobilization of capital
consists in the possibility for the capitalist to withdraw his invested capital
in the form of money at any time, and to transfer it to other branches of
production. The higher the organic composition of capital becomes, the
less possible is it to make this change by altering the real structure of the
material components of productive capital. The tendency to equalize the
rate of profit encounters increasing obstacles in the growing difficulty of
withdrawing productive capital, which consists in the main of fixed capital,
from a particular branch of production. The process of equalization which
actually takes place is very slow, gradual, and imperfect, occurring mainly
as a result of the investment of newly accumulated surplus value in those
spheres with a higher rate of profit, and the withholding of new investment
from those with a lower rate of profit. The rate of interest, in contrast to the
rate of profit, is equal and uniform throughout the system at any given
time. The equivalence of all capital — which, for the individual capitalist,
consists not in the fact that they are equal in value, but that equal values
produce equal yields - finds a satisfactory expression, first of gll, in the
uniformity and equality of the rate of interest. The capitalist is indifferent to
the use value of his capital, to the specific field in which it is invested at any
time; for him it is only a sum of value which breeds surplus value, is only
regarded from this quantitative aspect, as an entitlement to profit. -

Hence the actual differences in vield {profit) lead to differences in the
valuation of capitals of equal size. If there are two capitals which have a
value of 100, one of which produces a profit of 10, while the other preduces
a profit of 5, the first will be valued at twice the amount of the second. T}?ese
disparities in profit as between different units of capital le_ad on one side,
through the striving of each individual capitalist to maximize his profit, to
competilion among the various capitals for spheres of investment, and tl}us
to the tendency towards an equalization of rates of profit (and the prior
equalization of rates of surplus value), and the establishment of a general
average rate of profit. On the other side, since inequalities in rates c‘>f profit
constantly re-emerge, and constantly provoke movements of capital, the
individual capitalist can only surmount them by valuing his capital in terms
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ofits income, capitalized at the current rate of interest. If this valuation is to
be achieved in practice, if capitalists are really to be equal, if the equality of
everything which yields profit is finally to be accomplished, the capital must
always be realizable in accordance with this standard of valuation, and
realizabie in the socially valid form, as money. Only then is the equality of
the rate of profit achieved for every individual capitalist. But this
realization is an inversion of the real relationship. Capital no longer
appears as a definite magnitude which determines the amount of profit. On
the contrary, it is profit which seems to be a fixed magnitude determining
the magnitude of the capital. This way of determining the magnitude of
capital emerges in practice whenever a corporation is formed, makes possi-
ble promoter’s profit, and determines its level. The real relationships seem
io have been stood on their head. No wonder that those economists who
observe economic affairs through the eyes of stock exchange operators
regard any presentation of the real conditions as being itself perverse and
absurd!

The equality of ail capital is thus realized by its being valued according to
its yield. But it is only realized, like all capital which is given a value in this
way, on the stock exchange, the market for capitalized titles to interest
(fictitious capital). If the inherent tendency of capitalism, its need to place
all the available social wealth at the disposal of the capitalist class, in the
form of capital, and to ensure the same yield for each unit of capital, obliges
it to mobilize capital, and thus to make a valuation of it as mere interest-
bearing capital, then it is the function of the stock exchange to facilitate this
mobilization, by providing the machinery for the transfer of capital.

The mobilization of capital transforms an increasing proportion of
capitalist property into titles to income, and in 50 doing it makes capitalist
production increasingly independent of the movement of capitalist pro-
perty. The trading in income titles which goes on in the stock exchange
involves only the transfer of property, which can take place quite
independently of the course of production, and without any effect upon it.
The movement of property has now acquired independence, and is no
longer determined by the processes of production. In the past, a transfer of
property also involved a transfer of the capitalist entrepreneurial function,
and vice versa, but this is no longer the case. And whereas, in earlier times,
the principal cause of changes in the distribution of property was the
variability of achievements in production, and industrial competition was
thus a crucial determinant of the distribution of property, this cause, still
operative today, is now supplemented by others which stem from the
circulation of income titles and may produce movements of property which
neither originate in any change in production relations nor exert any
influence on production.

In the circulation of commodities the transfer of goods and the transfer
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of ownership go hand in hand. In simple commodity production the
transfer ol goods seermns to be the essential thing, the incentive for
transferring property; and the latter is only the means for accomplishing
the formgr. The determining motive for production is still the creation of
use value, the satisfaction of needs. But in capitalist commodity circulation
the circulation of goods also involves the realization of the profit which
arose in production, and this profit is the mainspring of economic activity.
In capitalist society the transfer of labour power, as a commodity, to
capitalists augments their property through the production of surplus
value. The circulation of securities, on the other hand, involves only a
transfer of property, the circulation of mere paper titles to property,
without any corresponding transfer of goods. In this case, the movement of
property i$ not accompanied by the movement of goods, and capitalist
property has lost any direct connection with use value. The market for this
circulation of property in itself is the stock exchange.

Mobilization, the creation of fictitious capital, is in itsell an important
cause of the emergence of capitalist property outside the process of
production. Capitalist property used to arise essentially from the accumu-
lation of profit, but the creation of fictitious capital now opens up the
possibility of promoter’s profit. By this means, a large part of the profit is
channelled into the hands of the great money powers, who alone are in a
position to give industrial capital the form of fictitious capital, This profit
does not flow to them in the way dividends are paid to shareholders, in the
form of fragmented annual payments, but is capitalized as promoter’s
profit, and received in the form of money, both relatively and absolutely
considerable in amount, which can immediately function as new capital.
Thus every new enterprise pays, from the very outset, a tribute to its
promoters, who have done nothing for it and need never have any dealings
with it. It is a process which is always concentrating large new sums of
money in the hands of the big money powers.

A process of concentration of property takes place in the stock exchange,
quite independently of concentration in industry. The big capitalists, who
are thoroughly familiar with the activities of the corporations, and have a
comprehensive view of business conditions, are thus able to foresee the
future trend of share prices. The strength of their capital enables them,
through appropriate buying and selling, to influence stock exchange prices
themselves, and to collect the resulting profit. This power also makes it
possible for them to intervene in the market, amid universal acclaim, in
order to buy up securities during a crisis or panic, and later seil them at a
profit when conditions have returned to normal.” In short, they are in the
know, and ‘all fluctuations of business are advantageous to those in the
know’ as that crafty banker Samuel Gurney assured a committee of the
House of Lords.?
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An essential element in the functioning of the stock exchange as a means
of endowing industrial capital, through its transformation into fictitious
capital, with the character of money capital for the individual capitalist, is
the size of the market, because its character as money depends upon the real
possibility of selling shares and bonds at any time without substantial
losses. That is why there is a tendency to concentrate all transactions to the
greatest possible extent in a single market; hence all bank and stock
exchange business is increasingly concentrated in the main centre of
economic life, in the capital city, while the provincial stock exchanges are
becoming progressively less important, In Germany the Berlin stock
exchange surpasses all others in importance. Qutside Berlin only the stock
_exchanges in Hamburg and Frankfurt are of some account, but their
importance is declining.

According to petty bourgeois theory the development of sharehelding
should bring about the ‘democratization of capital’; but petty bourgeois
practice, which is always more sensible, tries to limit share ownership to the
capitalists. The representatives of big business practice subscribe whole-
heartedly to such warnings as the following, in the comfortable knowledge
that they will have little effect: ‘Anyone who needs a fixed income’, the
authoritative Arnhold maintains, ‘should not buy shares.’® He goes an to
say that the fluctuating return on shares will only be a source of capital
losses for anyone who has to live on the interest he receives, because high
dividends will probably encourage him to increase his expenditure. Such a
person will not sell his holdings when prices are high, but as a rule decides to
sell when he becomes uneasy about the small dividends and low share prices
(as he always does, because he has no insight into the real condition of the
business, and must therefore rely upon the market quotations and the
‘verdiet’ of the stock exchange), or for some other reason.

3 Stock exchange operations

Transactions on.the stock exchange involve a kind of buying and selling
which differs radically from other kinds, not by virtue of its procedure, but
because of the commodity which is dealt in. The crucial factor from an
economic standpoint is not the technique employed in such operations, but
their substance; and an account of these technical details would be more
appropriate in a manual for practical dealers than in a theoretical treatise.
Nevertheless, these technical aspects of the subject acquire a more general
interest and importance to the extent that the manner of conducting the
transat.:tions facilitates certain results which stem from the nature of these
operations.
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The distinctive regulations which govern the conduct of stoc'k excl}ange
transactions — the practices of the stock exchange - are Prlmarlly d_emgned
to promote the maximum utilization of credit, the curFallment of ns}c, and
the greatest possible rapidity of turnover. The maximum L.ltl];l?atlon of
credit is already made possible by the nature of the ‘cpmmpdxtws _mvolved.
Primarily these ‘commodities’ are claims to money, either in the dlrecF form
of bills or in the indirect form of claims to capitalist profit. :f&s such claims to
money, stock exchange values are all equivalent and mterchang.eab.le,
differing from each other only quantitatively. Even the so-called qualitative
differences which exist between the different types of stock exchange paper,
as [or example those between fixed interest certificates anc.I shares, as \.vell. as
differences in their reliability, are always converted into quantitative
differences by stock exchange transactions, and cz'mnot be expressed
otherwise than as differences in valuation. These differences, howe\fer,
unlike differences in the price of different bra.nds of: the same commoqny,
which are primarily the result of differences in their costs Qf production,
arise exclusively from differences in the supply—demand ratios. Wher.l, for
example, a sugar share and a railway share give the same return, the railway
share may still be quoted at a higher price becau.sc more people want tq buy
the railway share in the belief that it promises more stable earnings.
Qualijtative differences in the security of the yield are given quantitative
expression in share quotations. This interchangeability of stock exf:hange
values thus makes it possible for most purchase apd sale transactions to
cancel each other out, leaving only a small proportion of the difference to
be settled by payment in cash. . .

The granting of credit is associated with such transactions, since money
functions merely as account money and only a small amc_)l{nt is needed for
cash payments. In order to reduce these payments to a minimum, there are
special institutions to settle the claims whic_h 1-esult frqm purchase ar?d sale
operations.'® For this purpose, however, it is essential that the prices at
which transactions on the stock market are concluded should be .known;
hence, stock exchange quotations are public. At the same time the
publication of share prices achieves the mai:_: _purpose of the stock
exchange; namely, to be the market where secqutles can be trzj.ded atany
time, and at a known price. Since the price which can be obtained at any
time is fixed it becomes much easier to provide the other form Qf
credit — loans — than it was previously in the case of I_Jayment c%redlt,

because the creditor now knows exactly the price of" the pbjegt on w_luch he
is lending money. The speculator deposits as security with his credltor.the
papers which he has paid for with the borrowed money. Al the same time
there emerges a new and surer way of using money capital to earn interest,
by using stock exchange securities as collateral,

The provision of credit enables the speculator to take advantage even of
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minor price fluctuations, in so far as he can extend his operations far
beyond the limits of his own resources, and thereby make a good profit,
through the scale of his transactions, despite the small extent of the
fluctuations. On the other side, credit has not only permitted speculation to
increase, and to take advantage of market conditions at any time, but has
also had the effect, since speculative operations are always accompanied by
counter-operations, of moderating price fluctuations. The use ofcreditalso
gives a further advantage to the large speculator. The weight of his
resources is multiplied by the use of credit, which grows much more rapidly
than his own wealth.

Another distinctive feature of stock exchange transactions is the speed
with which they are concluded, which results from a certain informality of
procedure. This rapidity is due essentially to the need to take advantage of
slight, short-term price fluctuations. The rapid changes in supply and
demand, and the speed with which market Quotations vary, make it
extremely important to conclude transactions as fast as possible. Every new
turnover gives speculators a new possibility to make a profit. Hence any
time-consuming formality is abhorrent, and in this sphere the expression
‘time is money’ is literally true. Hence, also, the hostility to any legal
specification of settlement times, and to legislative intervention in general,
which would always involve a loss of time.

Futures trading, which defers the completion of all transactions to the
same date, is the best way to take advantage of credit. Since such
transactions are mainly the work of speculators, buying and selling are
synchronized in such a way that most of the transactions offset each other,
leaving only the balances to be setiled in money {and most of these
payments, for that matter, are also settled by credit or by book transfers in
the banks). Money may also be needed in cases where there is only a sale or
a purchase, bul such transactions are few compared with those which
cancel each other out. Here, too, the effect of credit is to expand the market.
Futures trading allows a great extension of operations: securities which are
dealt in for future delivery always find a market, and it is always possible,
therefore, to bring a speculative operation to an end by buying or selling, to
realize the profit or minimize the loss, unless the market is disrupted by a
panic. Furthermore, since actual possession of the securities is not involved
when speculating in futures, but the aim is simply to make a marginal
profit, and the securities can be sold at any time, the extent of the
commitment is determined not by the price of the securities, but only by the
amount of the marginal differences which may arise from the speculation.
At the same time, the securities actually available on the market are
required only to the extent that the Specuiative operations of buying and
selling do not cancel out. The volume of dealings entered into is therefore
likewise independent of the total sum of prices for the securities actually
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available on the market and can be many times that amount. Further-
more, the typical conditions under which deals are concluded give the
most complete assurance that such transactions will be completed very
speedily.

The greater simplicity of the futures market, the increased possibility of
cancelling out purchases and sales, reduces the amount of capital which is
needed in order to take part in speculation. Accordingly, the circle of
people who can participate in speculation has been extended, and the scale
of individual transactions has increased. The futures market is expanded as
against the market for cash operations. At the same time it absorbs fewer
resources in order to maintain and develop speculative operations, and so
affects less strongly the rate of interest on the capital which is made
available for speculation. However, since a great deal of speculation is
always carried on with borrowed capital, and the rate of interest on this
capital has a strong influence upon the continuation of speculation, there is
always a general tendency for the futures market to continue to promote
speculation. This greater continuity of operations results in smaller
variations in the relation between supply and demand, and more moderate
fluctuations in share prices. At the same time, given the large scale of the
transactions, much smaller fluctuations are sufficient to induce speculators
to engage in their activities. A similar consequence follows from the fact
that futures operations also make it possible to sel! securities for speculative
purposes, so that it is easier here to counteract a one-sided increase in the
supply than it is on the cash market.!!

Trading in futures makes it possible to invest capital, which will only
become due at a later date, at predetermined prices, or to obtain capital on
favourable terms for use at a later date. In addition, there is the expansion
of the market, already mentioned, which futures trading assures through
the ease of obtaining credit and of business procedures generally. The
absorbent capacity of the futures market is greater than that of the cash
market, and this facilitates the issue of securities by making it possible for
the issue houses to place their offerings gradually without depressing the
price of securities.!® Trading in futures is also the standard method of
carrying out arbitrage operations and equalizing price differences between
the various stock exchanges.

Speculation requires that a certain quantity of securities should be made
available for its own purposes. A security which is in ‘safe’ hands, and has
been withdrawn from the market as an investment for a long period of time,
cannot serve the purposes of speculation. The same is true of securities
which have a very small aggregate value, In such a case, small purchases
and sales can exert a strong influence on the price level and give a few
capitalists the opportunity, by buying up all the available ‘material’, to
dictate monopoly prices to their competitors. Speculation presupposes a
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large market which cannot be too easily dominated ; monopoly is the death
of speculation.

As we have seen, credit transactions always go hand in hand with
speculative operations. What is involved in speculation is not the total sum
of quo.ted security prices, but the size of the possible variations in price. In
accepting securities as collateral, the supplier of credit cannot extend
himself beyond the sum which is guaranteed against changes in price. Thus,
.I‘ or example, if the price of a security subject to relatively small fluctuations
is 110, a speculator can pledge it as collateral at any time and obtain 90 for
it, and need then only advance 20 out of his own funds. This is the most
common method by which stockbrokers, bankers and banks extend credit
to enable their clients to participate in stock exchange transactions. The
w1thdr:c1wal of such credit, or making it more difficult to obtain, is a
‘favoun.te means of putting these clients ‘out of comrnission’, making it
lmpoEss_lble for them to go on speculating, forcing them to unload their
sec?urltles at any price, and by this sudden increase in supply, depressing
prices and enabling creditors to pick up these securities very cheaply. In this
case too the_ provision of credit is a means of expropriating smail debtors.

"1_"hc provision of credit for the really large speculators is arranged in an
entirely different manner. In this case the Sspeculators obtain the necessary
fund; on a contango basis. In a formal sense, such contango operations
conm‘st_ of buying and selling. If a bullish speculator wants to hold on to his
securities beyond settlement day until the next due date, because he hopes
for a furthFr rise in their price in the interim, he simply sells them to a
money capitalist and buys them back for the next term. The interest which
the lender receives on his money is contained in the difference between
purchase and sale price. But this is only a matter of form. In reality, the
lender has simply taken over the securities for the specified period of t,ime
a]‘:ld has assumed the place of the speculator. Yet there is a difference between,
him and the speculator in that he assumes no risk and does not seek any

speculative profit, but has merely invested his money for that period of time
and received interest on it. It is the specific form in which the advance is
made that is important here. For since the credit transaction here takes the
forr.n of a purchasing transaction, ownership of the securities is transferred
during the interim period to the supplier of credit. This enables him to make
guch use as he pleases of the securities during that time, and this may be
important where industrial shares are concerned. Tt may be a matter, for
example, of a bank securing a decisive voice in the decisions taken i)y a
general shareholders’ meeting, thanks to its large shareholdings. Through
contango business the bank is enabled to acquire temporary ownership of
the shares and thus to obtain control of the corporation. By reducing
charges, an.d thus making contango arrangements rmore attractive, a bank
may find it easier to obtain these securities from speculator;. Quite
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frequently the banks co-operate with cach other in this field, in order to
eliminate compelition in contango business for certain securities during a
given period of time.'? In this way shares acquire a dual function. They
serve, on the one hand, as objects of speculation and as the source of
marginal profits. At the same time they also serve the banks in their effort to
gain a controlling influence in the corporations and to impose their will on
the shareholders’ meetings without being obliged to make long-term
investments of their funds in the shares concerned.'®

Other things being equal, the extent of stock exchange speculation
depends essentiatly upon the volume of money which is available to
speculators. For the frequency of turnover of the securities ~ and every
turnover brings a marginal profit - is obviously independent of the number
of existing securities. This accounts for the influence which banks have upon
stock exchange speculation, for by granting or withholding credit they
affect very strongly the scale of speculation. The greatest demand for credit
arises from contango operations. Very considerable sums, of floating
capital, for the most part, are invested in these operations,'® and such
investments have an influence in establishing the rates for call money.
During periods when money is less mobile, they also have an influence on
the discount rate and thus on the movement of gold. By restricting the
supply of credit, therefore, the banks can directly influence the rate of
interest, because in this case the supply of credit is to an exceptional degree
at the discretion of the banks. These are purely financial transactions which
have no crucial effect, one way or the other, on the course of the economy.
It is a different matter when credit is being supplied to traders and
industrialists, for in this case a sudden and excessive restriction of credit
would be bound to lead to a collapse and an acute crisis.

The development of the banking system has been accompanied by a
change in the organization of trading in securities. At first the banker is
simply a broker who handles a business affair for his client. But the more
the capital resources of the bank and its interest in the share market
increase, the more actively does it go into business on its own account. A
great many of the transactions no longer take place on the stock exchange,
but instead the bank simply cancels out the orders of its clients against one
another, and only the outstanding balance is settled on the stock exchange
or covered by the bank’s own funds. Up to a certain point, then, the sums
which will be provided for buying and selling on the stock exchange are at
the discretion of the bank, and this gives it a means of influencing the
movement of security prices. The bank thus ceases to be simply a
middleman in securities trading and becomes a dealer itself. ‘In fact,
banking today is no longer a brokerage business, but has become a business
which trades on its own account.’*®

Atthesame time the large bank also takes over part of the function of the
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stock exchange, and itself becomes a securitics market ; all that remains for
the stock exchange is the balance which cannot be cleared in the banks.*?
‘A large bank represents in itself a volume of supply and demand such as
was previously represented only by one of the larger stock exchanges.’'#

With the increasing concentration of the banking system the power of
the .big banks over the stock exchange has grown enormously, especially
during those periods when the participation of the general public in stock
exchange speculation declines.

Considering the way in which affairs have developed on the stock
exchange, one should speak today of the trend in banking rather
than the trend of the stock exchange, because the big banks are in-
f:reasingly turning the latter into a subservient instrument and direct-
ing its movements as they see fit. Just as last spring there was much
talk of how an unfavourable forecast of business conditions by one
of the big banks gave the external impetus to the sudden collapse of
security prices, which had, of course, more profound inherent causes,
so the contrary attempts by the haute banque this week to reassure
and stimulate have brought about a change of mood on the stock
exchange, which is now alert to auspicious signs instead of paying
attention only to the unfavourable aspects.!®

In addition to this powerful influence on the trend of the stock market
the banks, as a result of their increasingly close relations with industry, now:
hav:e an intimate knowledge of the situation of particular enterprises, can
anticipate their earnings, and under certain conditions influence the level of
earnings as they wish. All these factors enable the banks to carry on all their
speculations with considerable security, The declining importance of the
;.s)toc::: ezxochanges is obviously connected with this development of the large

anks.

. On the stock exchange capitalist property appears in its pure form, as a
title to the yield, and the relation of exploitation, the appropriation of
surplus labour, upon which it rests, becomes conceptually lost. Property
ceases to express any specific relation of production and becomes a claim to
the yield, apparently unconnected with any particular activity. Property is
divorced from any connection with production, with use value. The value
of any property seems to be determined by its yield, a purely quantitative
relationship. Number is everything; the thing itself is nothing ! The number
alom? isreal, and since what is real is not a number, the relationship is more
mys.tlcal than the doctrine of the Pythagoreans. All property is
capital — and not simply property. Debts are also capital, as every state
loan demonstrates. All capital is equal, and is embodied in those printed
certificates which rise and fall in value on the stock exchange. The actual
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formation of value is a process which remains entirely outside the sphere of
property owners but determines their property in a completely mysterious
way,

The magnitude of property seems to have nothing to do with labour; the
direct connection between labour and the yield on capital is already
partially obscured in the rate of profit, and completely so in the rate of
interest. The apparent transformation of all capital into interest-bearing
capital, which the fictitious capital form involves, makes any insight into
this relationship impossible. It seems absurd to connect interest, which is
always fluctuating and can change regardless of what is happening in the
sphere of production, with labour. Interest seems to be a consequence of
the ownership of capital as such, a Toros, the fruit of capital which is
endowed with productive powers, It is fluctuating and indeterminate, and
the ‘value of property, a categery, fluctuates along with it. This ‘value’
seems just as mysterious and indefinite as the future itself. The mere passage
of time seems to produce interest, and B6hm-Bawerk has founded his
theory of the interest on capital upon this illusion.

9

The commodity exchange

The stock exchange is the birthplace of the trade in securities. As it
develops, so also do the investment banks, which compete with it, and at
the same time use it as an intermediary. The futures business, while it
facilitates the trade in securities, is not essential to it, and has no decisive
influence upon prices. The situation is different in the case of commodity
trading which follows stock exchange procedures.!

The turnover of securities on the stock exchange has the function of
mobilizing capital. By the sale of shares the fictitious capital of individual
capitalists (which had previously been converted into industrial capital) is
reconverted into money capital. Such turnovers are unique, having nothing
in commen with the trade in commodities except the formal character of
purchase and sale, which is the universal economic form in which values
and property are transferred. Trade in commodities is entirely different ; for
it is in the circulation of commodities that the metabolism of society takes
place. From the outset, the commodity exchange and the stock exchange
are differentiated from each other just as commodities are from securities.
Putting them in the same category as ‘exchanges’ is bound to create
confusion if this fundamental distinction is disregarded, and especially if
speculation is identified with trade. The concept of trade in commodities
according to stock exchange procedures — that is, the specific characteris-
tics of the commodity exchange which distinguish it from other types of
trade — therefore requires closer examination.

We generally say that trade is exchange trading if it takes place on an
exchange; that is, at a place in which numerous merchants gather. But it is
obvious that whether merchants do business over their own counters or in
another place, on the exchange, is a purely technical distinction, not an
economic one, On the exchange, deals may be concluded more quickly, and
traders may have a better view of the market as a whole, but these are still
technical, not economic, differences.

The difference remains merely technical even if one important function
of the individual merchant, namely the testing and confirmation of the
quality of goods, becomes redundant when only commodities of a standard
quality can be supplied to the market. Whether these conditions of delivery
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are met or not is decided, in disputed cases, by expert bodies of the
exchange itself. The elimination of this function, for the individual
merchant, is a precondition for commodity exchange trading, which also
requires, however, other economic circumstances.

Only commodities of a standard quality are traded on the commodity
exchange. For this purpose, each commodity has to be a fixed use value, a
standard commodity, any unit of which can be replaced by any other. It is
as a quantum of equal use value that the commodity has become an
exchangeable good. The mass of commodities is distinguishable only
quantitatively on the commodity exchange. According to the nature of the
commodity, and the exchange regulations, a given quantity — so many
kilograms, so many sacks — is taken as the unit in concluding a deal. Hence
only those commeodities are suited to commodity exchange trading which
are by their nature readily interchangeable, or can be made so by reiatively
simple and inexpensive regulations.

The interchangeability of commeodities is a natural attribute of their use
vaiue, which some commodities have and others iack. But more than this is
required for commeodity exchange trading. In an ordinary commercial
transaction the manufacturer sells his commodity to the merchant at its
price of production, and the latter then sells it to the consumer with his
trading profit added. Such a transaction becomes feasible as a commodity
exchange operation only if a marginal profit in the form of a speculative
gain can be added to the commercial profit. The precondition for
speculation, however, is [requent variations of price; and the commodities
most suitable for trading on the exchange are those which undergo
considerable price fluctuations over relatively short periods of time. These
are primarily agricultural preducts (wheat, cotton), and those semi-
finished or finished goods, the prices of which are strongly influenced by
sharp fluctuations in the price of the raw materials from which they are
produced, e.g. sugar.

According to Robinow, futures trading in England developed first in
metals, talc, etc.? With the introduction of the telegraph and steamship
lines it was extended to overseas products which are only produced
seasonally, and are then thrown on to the market all at once, while
consumption is spread over the whole year. The reason for futures trading
is therefore the short period of production as against the long circulation
time resulting from continuous consumption. The introduction of futures
operations in the securities business was stimulated by the inter-
changeability of the objects dealt in, which themselves, as capitalized
claims to income and thus representatives of money, are interchangeable.
In commodity trading, however, the introduction of futures operations
resulted from specific circumstances in the turnover of commodities, such
as the difference between their time of production and their peried of
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circulation. Only the requirements of futures trading lead to the creation,
often by artificial means, of fully interchangeable commodities; that is to
say, commodities of which every unit has the same use value as every
other.? When price Aluctuations cease, as a result of the formation of
cartels, as for example in oil, then commodity exchange transactions in
such products also cease, or become purely nominal.

A third important factor, directly related to those already noted, is that it
is seldom possible to control price fluctuations by adjusting supply Lo
demand. This is particularly difficult in the case of agricultural products.
The supply of such products is more or less fixed, once the crops are
harvested, and it can only be adjusted to the demand for them over a long
period of time. And finally, it should be noted that the supply of such
commodities as are traded on the commodity exchange must be large
enough to preclude the danger of a ‘ring’ being formed, or the market
‘cornered’; for the establishment of 2 monopoly price would eliminate
price fluctuations and hence speculation.

The distinctive feature of commodity exchange trading is that by
standardizing the use value of a commodity it makes the commodity, for
everyone, a pure embodiment of exchange value, a mere bearer of price.
Any money capital is now in a position to be converted into such a
commoedity, with the result that people outside the circle of professional,
expert merchants hitherto engaged in the trade can be drawn into buying
and selling these commodities. The commaodities are equivalent to money;
the buyer is spared the trouble of investigating their use value, and they are
subject only to slight fluctuations in price.* Their marketability and hence
their convertibility into money at any time is assured because they have a
world market; all that need be considered is whether the price differences
will result in a profit or a loss. Thus they have become just as suitable objects
of speculation as any other claims to money; for instance, securities. In
futures trading, therefore, the commodity is simply an exchange value. It
becomes a mere representative of money, whereas money is usually a
representative of the value of a commodity. The essential meaning of
trade — the circulation of commodities — is lost, and along with it the
characteristics of, and the contrast between, commodity and money. This
contrast reappears only when speculation ceases, because the market has
been cornered, and suddenly money has to take the place of the profane
commodity which is no longer available. Just as money plays an evanescent
role in the circulation process, so does the commodity in commodity
speculation, Similarly, speculation turns over .much larger quantities of
commodities than really exist, just as more money is turned over on paper
than is actually available.®

Eventually, of course, all futures trading in commodities must be
followed by a real transfer of commodities from producers to consumers;
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there must be real trading operations rather than speculation, and indeed
these operations are a precondition for speculation. A series of futures
operations has to begin with a producer (or his agent, the merchant), and
terminate with a consumer (for example, the miller). We can regard the
matter in the following way: some part of the stock of commodities always
remains at the disposal of the speculators, serving merely as a reserve stock
whose composition naturally varies, which would otherwise be stored
elsewhere and would be at the disposal of other capitalist agents, not the
speculators but producers and merchants, and would eventually reach the
consumers. This stockpile must always be of a certain minimum size, to
avert the danger of the market being cornered and rings being formed.
When speculators get their hands on these commodities, a whole new
wave of buying and selling begins. This sequence of purchase and sale
transactions is purely speculative; its object is to reap a marginal profit.
These are nol commercial operations, but speculative dealings. The
categories of purchase and sale do not have the function, in this case, of
circulating commodities, or moving them from producers to consumers,
but have taken on an imaginary character, Their object is the acquisition of
a marginal profit. The price of a commodity which a merchant sells on the
exchange already includes the normal trading profit. If the manufacturer
had sold it directly, he would simply have acted as his own dealer and
pocketed the trading profit himself. The exchange, however, buys and sells
ina purely speculative fashion, and speculators make a marginal gain, nota
profit. If one gains, another loses. Nevertheless, this continuous chain of
transactions ensures that it is always possible to convert a commodity on
the exchange into money, and thus permits, to a certain extent, the
investment of money in the commodity, and its reconversion into money at
any time. Hence, a commodity which is dealt in on the exchange becomes
suitable as a security for money which is temporarily idle. The banks,
therefore, can use their capital in a new way by underwriting such
commodities, or carrying them on a time basis, up 1o a certain proportion
of their price. But when bank capital is used to participate in trading
operations, it is used in the appropriate form, as interest-bearing capital.
The commodities into which it has converted its money can be reconverted
atany time into money. A well-managed bank will never tie up more money
in these commodities than it can reconvert even under the most unfavour-
able conditions. The bank can be sure of recovering ils money because
there exists a commodity exchange in which a continuous round of buying
and selling, which constitutes speculation, goes on. Consequently, the
bank’s money is not tied up, but remains money capital which has been
invested in accordance with banking practice only in interest-bearing
investments. Nevertheless, the entry of bank capital into this field provides
both speculators and merchants with opportunities for expanding their
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operations. They can now purchase commodities without paying the full
price in cash. Instead, they only need that amount of money which will
cover any possible marginal differences, the balance being supplied by the
bank. For speculators, this is tantamount to an expansion of their
operations. Speculation is thus encouraged even if the price differentials are
slight, provided the volume of trading grows; and so indeed the number of
transactions steadily increases, while price differentials diminish.

An entirely different, and much more interesting, question concerns the
effect which bank capital has on trade. Traders too can now have
commodities underwritten, and need only pay interest on the borrowed
capital. But profit is not produced in trading. Trade only realizes the
average profit corresponding to the size of the capital employed. Since the
trader now has access to a larger volume of credit, he need only use a small
capital of his own to turn over the same volume of commodities as before.
The trading profit on his own capital is consequently spread over a larger
quantity of commodities, thus reducing the commercial mark-up on the
price of these commodities. Since trading profit is only a deduction from
industrial profit, the latter will increase proportionately, while the price of
the commodity for the consumer remains the same. The incursion of bank
capital thus has three consequences: (1) it increases industrial profit; (2) it
reduces commercial profit, both in the aggregate and per unit of
commodity; and (3) it converts a part of the commercial profit into interest,
This last is a necessary consequence of the substitution of bank capital for a
part of commercial capital, which has been made possible by commodity
exchange trading.

It should be noted here that, with the exception of consumer credit,
interest is always a portion of profit or ground rent. Nevertheless, it is also
important to observe that borrowed. capital which is employed in
production serves as industrial capital, and therefore produces a profit.
Since it only receives interest, it increases the industrial capitalist’s profit by
the difference between the average profit and the interest paid on the
borrowed capital. In trade, where no profit is produced, but commercial
capital has to be paid the average rate of profit out of the general fund of
profit, bank capital works in a different way. Tt receives interest, but
produces no profit for the merchant, who receives the average profit on his
capital, excluding the capital borrowed from the bank, plus the interest on
the latter, which he then pays over to the bank. Trade now requires less
commercial capital and consequently a smaller amount of profit. The profit
thus saved remains with its producer, industrial capital. Bank capital
functions here like any other progressive measure which reduces com-
mercial costs. The different effect is due simply to the fact that industrial
capital produces surplus value while commercial capital does not.

This tendency is reinforced by another circumstance. Futures operations
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on the exchange create a stable market for those commodities in which they
deal. The producer or importer can always sell his commodities, and so the
circulation time of his capital is reduced. As we know already, however,
every such contraction of circulation time releases capital. Hence, in this
way too, the futures trade reduces the amount of capital required to carry
out purely commercial operations, the circulation of commaodities, which
served oniy to realize profit, not to produce it.

The futures trade is the most satisfactory form for all speculation, since
every kind of speculation is a way of taking advantage of price differences
which occur over periods of time. Speculation is not production, and since
time represents a sheer loss to a speculator uniess he is engaged in buying or
selling, he must be able to exploit immediately all price differences,
including those which will occur in the future. He must therefore be able to
buy or sell at any moment, for any future moment of time, and this is
precisely the essential characteristic of futures trading. In this way
speculation creates a price for every instant of the year. It thus gives
manufacturers and merchants the possibility of avoiding the unforeseen
consequences of price movements, of protecting themselves against price
fluctuations, and of passing on the risks of price changes to the speculators.
The manufacturer of unrefined sugar is willing to pay 100,000 marks for
beets today, when he can sell the unrefined sugar on the exchange for
130,000,000 marks, for delivery on a stipulated future date. IT he sells
unrefined sugar at this price today, he will not be affected by any ensuing
price fluctuations and will have secured his own profit. Futures trading is
thus a means by which industrialists and merchants can confine themselves
to their proper function. A part of the reserve capital which would
otherwise be needed as an insurance against such price fluctuations, and
thus tied up in industry or commerce, is thereby set free. Part of it is now
used for speculation on the exchange, but since such capital is more
concentrated on the exchange, it may be smaller in total than the capital
which was dispersed in small units among individual industrialists and
merchants.

Capitalist profit originates in production and is realized in circulation. It
is natural that both producers and merchants should try to insure their
profits against fortuitous price fluctuations occurring during circulation,
when production has long since ended, and the amount of profit for the
producer, and for the merchant who has already bought the commodity, is
settled. At a certain stage of development, and for those commodities which
are liable to particularly large and unpredictable price fluctuations because
the output of them is governed by natural (for example, climatic)
conditions, futures trading serves this aim. It smoothes out, so far as
possible, the price fuctuations resulting from speculation, but can only do
so by creating smaller and more frequent oscillations. This speculation,
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which is completely senseless from the standpoint of society, appears
necessary because it brings about the required volume of participation by
buyers and sellers, so that the necessary quantity of commodities is always
being traded. This insurance against price fluctvations brings the market
price increasingly close to the price of production. A specific class of
capitalists, the speculators, is formed, who assume the burden of these price
fluctuations. The question is: how does their capital realize its value?

In dealing with speculation in securities, we saw thal this capital
produces a marginal gain. The profit of one speculator is the loss of another.
As a rule it is the large speculators, who can afford to wait, and can
themselves influence the trend of prices, and the knowledgeable insiders,
who profit at the expense of small speculators and outsiders.® The only
problem which remains is whether speculators also get a risk premium. The
risk premium is frequently alluded to, but very little studied. The first thing
to establish is that the risk premium is not the source of profit and cannot
explain it. Profit originates in production and is equivalent to the surplus
value incorporated in the surplus product of the worker, which has cost the
capitalist class nothing. Varying degrees of risk, or to put it another way,
varying degrees of certainty that the profit which originates in production
will actually be realized in circulation, can only bring about variations in
the distribution of profit. Those branches of industry which have a higher
risk, which must express itself in greater losses, seek higher prices so that in
the end the rate of profit on their capital will be equal to the average rate of
profit. It is clear that in so far as the special circumstances prevailing in any
branch of production tend to reduce its yield, these circumstances must be
offset by a level of prices high enough to assure the equality of the rate of
profit. Thus, the price of optical lenses must include the cost of the glass
which is spoilt during the pouring process. They form part of the cost of
production. Similarly the average amount of damage and wastage which
occurs while commodities are in transit to the market must be included in
their price. The position is entirely different in the case of risk arising from
fortuitous events in the course of circulation, which alter the costs of
production themselves. For example, if there is a product still on the
market, which was manufactured with old machines, while new ones allow
it to be produced in half the time, there is no compensation for such a ‘risk’.
The sellers of this product will have to bear the loss.

The same conditions apply in the case of products which are most
frequently dealt in on the futures market. The uncertainty may arise, for
example, from the fact that the price of German grain is determined not
only by the cutcome of the German harvest, that is, by the German costs of
production which would be directly expressed in the price, but also by
American, Indian, Russian, etc. costs of production. For these price
factors, there is no adjustment in the price of German grain.’
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In so far as large, unforeseen fluctuations occur in circulation, the
capitalists in such a branch of production must maintain reserves which
will enable them to cover losses arising [rom price fluctuations, and to
continue their production without interruption. This reserve fund is a part
of the necessary circulation capital, and an average rate of profit is
calculated for it. The profit imputed to it may therefore be regarded as the
risk premium. Productive capitalists may still need such a reserve fund even
when the futures trade has developed, for the latter cannot eliminate in any
way those price fluctuations which result from a change in the conditions of
production. The impact of the world market upon domestic prices must be
borne by the producer.

The commeodity market can insure only against those fluctuations which
arise in the course of circulation. The miller insures the price at which he
sells flour on a given day by buying grain on the same day. The grain dealer
insures his profit by selling the grain which he has bought today, on the
commodity exchange, for delivery on an agreed future date. The insurance
consists in the fact that he ensures a definite current price for a later date
when he will actually have to meet his obligation. In other words, purchase
and sale have taken place concurrently, rather than independently and
unilaterally, for the merchant or producer. This presupposes, however, that
there is a large and constantly receptive market such as the futures trade
creates, and along with that, agents who do not seek imsurance for
themselves, but anticipate the later state of the market; in short,
speculators who take over the risk from the merchant who has insured
himself. Their profit, therefore, is not a risk premium, but a marginal profit,
which must be compensated by a corresponding loss. This characteristic of
speculative gains has as its consequence that professional speculators only
thrive when large numbers of outsiders partigipate in speculation and bear
the losses. Speculation cannot flourish without the participation of the
‘public’.®

Increasing concentration gradually makes this kind of insurance un-
necessary. For a commercial enierprise which has become sufficiently large
the favourable and unfavourable circumstances tend to balance out. The
large commercial firm provides its own ‘insurance’ and does without the
futures market. Furthermore, the small speculators are gradually forced
out because they have to foot the bill more and more frequently.’ The
development of shares, and of speculation in securities, draws them away
from the commodity exchange. Finally, the syndicates and trusts bring to
an abrupt end speculation in those commodities which they control.

If we ask which business circles find the futures market necessary the
answer is that the medium-size merchant has the most pressing need of it. It
also has a certain utility for the producer to the extent that he would
otherwise be obliged to undertake these important commercial functions
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himself. This will be the case if the processing of goods is already done by
large capitalist enterprises, while the production of raw materials remains
fragmented. In these circumstances the commodity exchange provides the
necessary concentration of the products. A good example is to be found in
the period when modern commercial milling was developing. The com-
modity exchange brings about this kind of concentration more quickly and
more thoroughly than would be the case if a wholesale trade had first to be
developed. The futures market is particularly desirable for commerce in
those products which have a long circulation time, are produced by widely
scattered plants which are difficult to supervise, with a variable yield which
is difficult to anticipate, and hence are characterized by considerable,
irregular price fluctuations during circulation.

Once futures trading is well established, participation becomes increas-
ingly necessary for both merchants and producers, because the futures
market is a major factor in price formation. On the other hand, if the
futures trade were limited to the professional traders, it would be deprived
ofits most important function ; namely the possibility of insuring oneself by
unloading the losses due to price fluctuations upon the speculators.

Since speculators have no desire to hold on to speculative objects for
any length of time, it is evident that every speculator is always a seller as
weli as a buyer, The bearish speculator, selling a commodity, will become a
buyer of it in order to cover himself. But he buys and sells at different times
and takes advantage of price fluctuations within this period of time,
whereas the security of real trading consists precisely in avoiding such
fluctuations, thus allowing sale and purchase to take place at the prices
which prevail at a given time.

The speculator takes advantage of price fluctuations which are pro-
duced, not by him, but by the actual trade in goods. Such fluctuations may
arise either from a fortuitous relation between supply and demand, or from
more profound changes in the cost of production of a commodity. Supply
and demand by the speculators then change the price level further, and
produce fluctuations which must in the end cancel each other out Jjust
because every speculator is a buyer as well as seller. Naturally, this does
not prevent one speculative trend — for exampie, a ‘bullish’ trend — from
becoming dominant for a time, and so long as this trend persists the price
will be higher than the actval trading in goods would dictate. Thus
speculation causes more frequent, and therefore, in many cases, smaller
price fluctuations, which cancel each other out in the long run,

The futures trade concentrates all business in one place, and gives the
wholesale merchants in the vicinity of the exchange a preponderance over
the provincial merchants, who are gradually disappearing.!® But it also
makes possible,on the commodity exchange itself, the entry of previous
outsiders, who now compete with the old established houses. That is why the
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introduction of the futures trade frequently meets with opposition from the
old professional merchants. The futures traders, by and large, are less
qualified than the traditional professional merchants, and the participation
of bank capital enables people who have little capital of their own to
become involved, Yet even here concentration occurs, on a new basis, and
in general one has the impression that the participation of mere specu-
lators, and of outsiders, in the futures markets is declining.’* Conversely,
the abolition of the futures trade would strengthen the position of the large
merchants who can do without this insurance.

One of the dangers of futures trading lies in the possibility of ‘cornering’.
If the seller does not deliver the commodity on the specified date, the buyer
has the right to buy it on the market itself, on the seller’s account. If the
available supply of the commedity does not meet the demand, because the
buyer has previously had the available stock bought up, very high fictitious
prices will result, determined entirely by the decisions of buyers, and the
sellers are then at their mercy. Cornering is all the easier the smaller the
available stocks of the commodity. This situation can also be contrived
artificially if the terms of delivery in futures trading specify a very high
standard of quality for the commodity. Conversely, if the standard is
lowered cornering is made more difficult. Cornering is usually possible only
in special circumstances and for brief periods; for example, when grain
stocks are low just before the harvest, and most of the old supply has
already been sold. But unusually high prices generally cause supplies to
appear on the market which were thought to have been long since
consumed. If these new supplies exceed the demand from the buyers, the
‘corner’ collapses. In general, even successful ‘corners’ only involve the
expropriation of groups of speculators who are outsiders, and they have
only a slight effect on the actual commerce and the real prices.

As is well known, the German Stock Exchange law of 22 June 1896 has
partly abolished the futures trade, and partly made it more difficult. The
grain trade has greatly declined, especially since court decisions jeopar-
dized delivery contracts regulated by commercial law. Hence ‘the circle of
people taking part in the delivery business has grown even smaller until it
scarcely suffices to carry on the trade’. This has also increased the
difficulties of the insurance business. Whal have the consequences been?

Already there are some large firms which believe that, because of the
difficulties involved, they can get along better without insurance on
the futures market, and these firms, helped by several years of stable
and even rising prices, have achieved quite satisfactory profits. But,
generally speaking, the more reliable firms regard such procedures as
dangerous speculation and prefer to content themselves with a smal-
ler but more certain profit. . . . In the present situation it is quite
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evident that the two or three large firms referred to are capturing an
increasing share of the whole business. In this case, as in the case of
banking, legislation has favoured concentration. But it is very doubt-
ful whether the trend in this direction will, in the long run, really
satisfy those who praise the success of this legislation so highly to-
day. Widespread competition would provide far better guarantees of
more favourable prices to farmers than do prices dictated by giant
firms, 12

The provincial merchants are all the more interested in the delivery
business because the sale of futures enabies them to offer their goods
as collateral on more favourable terms. Since these commodities have
already been sold at a firm price, they cannot lose in value, should
prices fall. The merchant can thus once again obtain capital and is in
a position to buy new lots of grain from the producers at good
prices.!3

By reducing the circulation time for productive capitalists, and assuming
the risks, speculators can have an effect upon production itself. Before
trading in futures was introduced it was mainly the partial producer who
had to bear the risk. When this is no longer necessary, and there is no
further need to hold stocks of the commodity, which are now concentrated
at the location of the commodity exchange, this restricted productive
function ceases to be enough. By combining his business with another one
the partial producer becomes a full-fledged entrepreneur. He can do this all
the more easily because a part of his circulation and reserve capital has been
set free. It is in this way that independent wool carders have become
superfluous, because the risk which they had to carry previously has now
been transferred to the futures trade. They now become spinners them-
selves; or conversely, spinners merge with wool-carding firms.**

Futures trading saves the producers circulation capital, first by reducing
the circulation time, and second by reducing their self-insurance (reserve
fund) against price fluctuations. This strengthens the capital resources of
the large enterprises, which are the principal beneficiaries of the futures
market. The capital which is thus set free becomes productive capital.

The division of labour within enterprises is not determined solely by
technological considerations, but also by commercial factors. Many partial
processes, especially the conversion of raw materials into semi-
manufactured goods, remain independent simply because the partial
producers also perform important commercial functions. They take over
the raw materials from the producers or importers, with whom they share
the risks involved in price fluctuations. This independence becomes
superfluous if the manufacturer can protect himself against risk without
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their help by resorting to the futures market. He then processes the raw
material in his own plant. The elimination of the commercial function
renders the technological independence superfluous., There is also a
tendency here to eliminate the middleman. It is true that commodity
markets give the appearance of multiplying trading operations, but as we
have seen, such purchases and sales are forms of speculation, not trading
operations.

We have seen that the futures trade is a means of enabling bank capital to
participate in commodity trading by the provision of credit, either against
collateral, or through contango operations. But the bank can also use its
great capital resources and its general overview of the market to engage in
speculation on its own account with comparative safety. Its numerous
connections, extending over a wide range of futures markets, and its
knowledge of the market, give it the opportunity to engage in safe arbitrage
dealings, which bring considerable profits because of the large scale on
which they are conducted. The bank can carry on such speculative dealings
all the more safely the larger the quantity of the commodity that it controls
and the greater its influence over the supply. That is why the bank tries to
extend its control over the commodities which are dealt in on the futures
market., The bank tries to obtain the commodity directly from the
producer and to exclude other dealers. It either buys the commodity
outright, or operates on a commission basis; and in the latter case it can
afford te accept a much smaller profit, in competition with other dealers,
because it is also able to gain speculative profits, and to employ a far larger
volume of credit. The bank uses the influence it possesses through its other
business connections with industry, in order to take the place of the
merchant in relaticn to the industrialist. Once the bank has control of the
marketing, the mutual relations between the bank and industry become
closer. The bank’s interest in the price of the commodity is no longer
exclusively that of a speculator; it desires a high price in the interest of the
enterprise with which it has ali kinds of credit connections. At the same
time, since the bank wants to acquire the greatest possible control over the
commodity, it seeks connections with as many enterprises as possible, and
50 acquires an interest in an entire branch of industry. The bank’s interest,
therefore, is to protect this branch of industry as much as possible against
the impact of a depression, and so it will use its influence to accelerate the
process of cartelization, which will, to be sure, make the bank’s speculative
activity on the domestic market (though not on the world market)
superfluous, but will amply compensate it by participation, in various
ways, in the cartel’s profits. This is a development which has occurred
whenever historical factors have prevented the emergence of a strong and
effective wholesale trade, either generally or in a specific branch of
production. In Austria, for example, the banks penetrated the sugar
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industry, and with somewhat less success, the oil industry, through
commerce, and became the animators of the trend towards cartelization in
these industries, which are now heavily dependent upon them. Thus the
futures trade encourages a development, which is in any case a general
trend, that culminates in the elimination of the futures trade itself.

Monopolistic combines are completely eliminating the commodity
exchanges. This is self-evident, because they establish long-term prices and
thus make it impossible to take advantage of price fluctuations. The
‘division over time’, of course, continues as before, which would only
surprise someone like Professor Ehrenberg! The German coal syndicate
and the steel combine have made exchange quotations at Essen and
Disseldorf purely nominal.

Thus the Essen coal exchange is nothing more than a folder contain-
ing a list of coal quotations which is carried regularly from the coal
syndicate building to the hall of the exchange, while the whole so-
called Dusseldorf commodity exchange consists of an epistle which
an industrialist conveys at regular intervals to the governing body of
the exchange.'$

The same is true of the futures trade in aleohol:

It has been noted quite correctly that a part of the trade through the
central office (for the regulation of alcohol sales) had become in-
significant, and that a part of the wholesale trade no longer found a
place in the syndicate, This is the part which is mainly concerned
with commodity exchange business. The commission and brokerage
business, and all the merchants who had no direct dealings with pro-
ducers, have become superfluous with the creation of the syndicate
and have been eliminated.*$

The actual traders have been transformed into agents of the syndicate,
working on a fixed commission (30 to 40 pfennigs), and it seems that their
number has been kept more or less constant. In 1906 there were 202 such
agents, selling about 40 per cent of the output.

To the extent that the profits of the commodity exchange derive from
commercial profit, they accrue to producers if the exchange is eliminated.
This is also the case with those profits which arise from differences between
the time of production (the ‘working season’) and the time of consumption.
For example, the price of alcohol is higher in summer than in winter. At the
end of the working season, the output is turned over to dealers. Summer
prices are higher becanse they must cover storage costs, {oss of interest, etc.
But the distillers must sell as soon as possible after the end of the season,
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and the supply becomes excessive. Conversely, there is no production
during the summer, the supply cannot be increased, and the dealers have
enough capital not to be obliged to release the commodity at an
unfavourable time. The difference between the capital resources of the
dealers (who also have at their disposal bank capital against collateral or
on a contango basis) and the capital resources of the ofien small-scale
producers plays a role in determining the price; not, of course, the price
which consumers pay but that which is paid by the dealer to the producer.
These conditions can be changed by a cartel of producers in their own
favour and to the detriment of merchants. Mt Stern, the managing director
of the Zentrale fur Spiritusverwertung, expresses this concisely when hesays:
‘The syndicate ailows the price to rise after the end of the distilling season to
the advantage of the distillers; the free market, to the advantage of
speculators.’

Cartelization is  particularly advantageous in  agricultural
production - and the agricultural producers’ ‘co-operatives’ are often
nothing but embryonic or small-scale cartels — for it is precisely here that
capitalist regulation by the price mechanism is least appropriate, and the
anarchy of capitalist society is least compatible with the natural and
technical conditions of agricultural production. By contrast with its success
in industiry, capitalism cannot realize the ideal of a rational system of
production in agriculture, This contradiction between capitalist price
formation and the natural and technical conditions of agricultural
production is brought to a head by the existence of a futures market, which
makes price fluctuations continuous. Hence there is a tendency to blame
the futures trade, with its frequently dramatic changes in the movement of
prices — brought about, or at least exaggerated, by speculation - for a
situation which is the fault of the whole capitalist mode of production. If
this is demagogically exploited it can easily lead to a vigorous movement
against the futures trade among agricultural producers.'’

In so far as a cartel is able to diminish economic anarchy it is particularly
effective in the domain of agriculture. Agriculture is inherently subject to
extreme variations of output from year to year, in accordance with natural
conditions, and the volume of products directly affects prices. An abundant
yield exerts a strong deflationary pressure on prices, and increases
consumption for that year. The depressed prices will result in production
being restricted in the following year. If there is, in addition, a poor harvest,
shortages will occur, driving up prices sharply and reducing consumption
drastically. Small-scale, fragmented production is more or less helpless in
the face of such phenomena. A cartel, on the other hand, has a much
greater influence upon price formation, because it is able to stockpile in
good time, and this, together with the regulation of production, enables it
to prevent excessive price fluctuations. It is true, of course, that the
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capitalist cartel uses this power in order to maintain high prices over the
long term by reducing cutput, but none the less it creates more stable
conditions for agricultural producers.

Mr Stern, the managing director mentigned earlier, observes:

The syndicate can store a very considerable, though not unlimited,
surplus. In a free market, an excessive surplus causes a fall in prices,
which only stops when they have fallen below the cost of production.
The syndicate can separate the export price from the domestic price.
If the available surplus is directed abroad, the price level for the
entire output on the free market depends upon the income from
exports. For example: in 1893—4 there was a surplus of 20,000,000
litres [of alcohol}, by no means a dangerous surplus, but enough to
depress the average price for that year to 31 marks. Had the syndi-
cate exported an extra 10,000,000 litres that year, sustaining a loss of 5
to § marks per 100 litres, or a total of 500,000 to 800,000 marks, on
these exports, then the whole distillery trade would have been spared
a very considerable loss, for if I assume that the price would have
been 5 marks higher for the output as a whole, then taking into ac-
count the loss of 500,000 to 800,000 marks on exports, the value of
the entire output of some 300,000,000 litres would have been in-
creased by some 15,000,000 marks.

The exchange did not allow stocks to increase substantially, and
very quickly offset any surplus by a decline in production. The sur-
plus stocks of alcohol at the end of the season (30 Septemper) during
the period when a free market prevailed was regularly about 30 mil-
lion litres. In severa! years the stocks were smaller, falling on one
occasion by 9 million litres, but only once, in 18934, were they
larger, by some 15 million litres. These fluctuations of 10 million
litres or so, up or down, amount to only 3 to 5 per cent of total
output, but they are enough to put an intense pressure on prices.
Even small surpluses make the speculator nervous, and he gets rid of
them when he anticipates a good harvest. The apparent equilibrium
of the exchange was fundamentally nothing but a state of anxiety
and nervousness.

He continues by explaining why he does not like equalization through the
exchange: “The exchange achieves equilibrium at low prices’ — whereas his
employers, the cartelized distillers and alcohol producers only desire
equilibrium at high prices.

Many advocates of the futures trade also argue that it is an instrument
for the more precise determination of prices. The futures market embraces
a larger number of expert participants and the outcome of so many expert
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opinions must generally be more accurate than those of a smaller number.
But the quality of being a good grain dealer does not endow a person with
the mystical ability to foresee the size of the coming harvest. Such an ability
is possessed neither by a single grain dealer, nor by any number of them,
however great. Perhaps the saying ‘Understanding has always been
confined to the few' does not apply to the gentry of the commodity
exchange, but whatever other Old Testament qualities they may possess,
they are certainly not endowed with the gift of prophecy. In reality, futures
prices are purely speculative. Even a syndicate like the alcohol syndicate,
which undoubtedly has a direct influence upon domestic price formation,
and would therefore be in a position to make tenders for futures, does so
with extreme reluctance. The managing director of the alcohol syndicate,
Untucht, declares:

We have always had certain difficulties with futures tenders. If it had
been up to us we would have been more cautious about them. , . .
When someone offers a product, he must know in advance how
much of it he will have in order to fix a price. Naturally, we can
determine this only after several months of the season have passed.
Even then, we cannot be sure of avoiding mistakes, for it is the out-
put of the spring months which determines whether the output for
the entire season will be large or small; and this is especially the case
when the overall situation is not too clear. One must concede, how-
ever, that the head office of the syndicate, which has an overall view
of production, and controls about 80 per cent of the output, has
more reliable information than is available to the commodity ex-
change operators.

!

The reason for wishing to know futures prices is that the processing
industry must know the price of its raw materials when it has to make
tenders. If the raw materials season does not coincide with the time when
the processing industry orders materials, it will need to know Futures prices,
especially in the case of commodities subject to sharp price fluctuations. In
this way the processor transfers the risk to the supplier of his raw materials,
But syndicates also use their power to free themselves of this risk, either by
maintaining stable prices, or by setting futures prices so high that in that
way too they avoid all risk. Herr Untucht is quite frank about it: ‘Since we
face uncertain conditions, we have beer very prudent [sic!] and set our
prices too high rather than too low.” And in 2 memorandum by the
syndicate, it is noted:

In the first four years of the syndicate’s existence, futures tenders
were issued promptly at the beginning of each business year, but since
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1904-5 we have adopted the practice of not quoting general supply
prices until we have formed some idea of how production is
developing.

In the German stock exchange inquiry, those members of the commis-
sion who were not businessmen themselves (like Privy Counsellor Wiener,
and the Independent Conservative deputy, von Gamp) took the view that
the securities business was legitimate, but market transactions based on
marginal price differences were not, whereas the businessmen consistently
rejected this distinction. The former simply could not understand that in ali
capitalist transactions the use value of a commodity is a matter of complete
indifference, and at most a regrettable necessity (a conditio sine qua non).
The pure margin business is actually the most complete expression of the
fact that for the capitalist only exchange value is essential. The margin
business is indeed the most legitimate offspring of the basic capitalist spirit.
It is business-in-itself, from which the profane phenomenal form of
value — the use value — has been abstracted. It is only natural that this
economic thing-in-itself should appear as something transcendental to
non-capitalist epistemologists who, in their anger, describe it as a
swindle.!® They do not see that behind the empirical reality of every
capitalist transaction there stands the transcendental business-in-itself,
which alone explains the empirical reality. The remarkable thing is that the
protagonists of use value themselves forget the concept of use value as soon
as they come into contact with the exchange. All transactions are then
regarded as equally real, whether they concern titles to income or
commodities, provided the titles or commodities are actually delivered.
They ignore completely the fact that the circulation of securities is quite
immaterial to the metabolism of society, whereas the circulation of
commodities is its lifeblood.

An example will show the idiocies which result from this indifference to
use value. In order to be exchangeable a commodity must conform to
certain fixed and definite standards; a specific weight for a given volume, a
particular colour, aroma, etc. Only then does it constitute the ‘type’ or
brand suitable for delivery. The ‘type’ used in the coffee futures trade in
Hamburg was of inferior quality. Accordingly, all superior brands of coffee
were adulterated by adding black beans, kernels, etc. In Berlin the type was
superior, so that the additives incorporated in Hamburg had to be carefully
removed in order to make the coffee fit for delivery. A most remarkable
instance of unproductive capitalist costs 1'® But there is still better to come.
In Hamburg, the market was cornered, and supplies of coffee became
scarce. The only coffee available was that mixed with kernels, ete. Superior
brands, because they did not conform to the quality required, had to pay a
premium. In other words, a fine had to he paid for supplying the better
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grades of coffee! But this is a consistent application of capitalist logic; for
the buyer, the member of the combine, is not at all concerned with use
value, but exclusively with exchange value. Exchange value determines the
whole of economic action, the aim of which is not the production or supply
of use values, but the achievement of profit.?°

The apologists of the capitalist mode of production attempt to
demonstrate the necessity of all its particular features by identifying the
specific economic, and therefore historical, form which results from
capitalist production with its technological content, which is always
necessary and permanent, whereas the form is transitory; and on the basis
of this erroneous identification they then infer the necessity of the form.
Thus they insist strongly that every social labour process must be managed
and supervised from above, in order to demonstrate the necessity of
capitalist management, which arises from private ownership of the means
of production, and hence the necessity of this private ownership itself. They
regard commerce not as a specific act of circulation but as a way of
distributing goods among consumers. Ehrenberg, for example, explains
trade as distribution through space and speculation as distribution through
time.2! And since distribution, naturally, is always necessary at a certain
level of technological development, so trade and speculation are always
necessary, their elimination an impossibility, a Utopia. If ‘necessary’ is then
identified with ‘productive’, one arrives with Ehrenberg at the grotesque
conclusion that speculation is just as much a branch of production as
agriculture. And why not, when land and shares alike yield money?
Commerce is simply confused with transportation, packing, sorting, etc.,
and speculation is identified with storage; operations which are, of course,
essential in any technologically developed mode of production. Even a
sagacious person like Professor Lexis, who certainly deserves to be taken
more seriously than Ehrenberg, becomes confused in his testimony
concerning the Mutures trade®? because he too fails to see that, unlike real
trade in commodities, market trading in commodity futures is a specific
form of economic activity. He ignores the role of speculation, and tries to
demonstrate that the futures trade is a necessity, by attempting to depict it
as genuine trade.

His opponent, Gamp, then has no difficulty in showing that the futures
trade creates an enormous number of commodity turnovers which
contribute nothing whatsoever to the distribution of commodities from the
producer to the consumer. Lexis points out that futures trading makes it
easier to find buyers. That is correct; only this ‘buyer’ is not usually the
consumer, but another ‘seller’, namely a speculator. It is quite mistaken to
attempt to derive trade, especially the futures ‘trade’ and speculation in
futures, [rom scme absolute requirement of distribution. Trade only meets
distribution needs in a capitalist society, and even within capitalist society it
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is only a transitory necessity, as its elimination by syndicates and trusts
demonstrates. Anyone who regards trade as ‘productive’, that is, as not
merely realizing profit but producing it, faces an insoluble dilernma; he
lauds the saving in trading costs as one of the advantages of carte]ization,
but then implicity admits that this is only an advantage if commercial
operations produce a deficit, or in other words, are unproductive,

In fact, the futures trade is only a necessity in so far as: (1) it allows the
prgductive capitalists (industrialists and merchants) to reduce their ciren-
lation time to zero, and thereby to protect themselves against price
fluctuations during the period of circulation by transferring the burden to
the speculators whose specific function it is to cope with them; (2) it permits
money (bank} capital to replace commercial capital in carrying out a part
Pf the commercial functions, the return on this part of the operating being
1nte.rest, rather than average profit, with the difference between them going
to increase industrial (entrepreneurial) profit; and (3) futures trading
allows money capital — and this is closely related to the second point — to be
convertzd into commercial capital while retaining its character as money
capital, which opens the way for bank capital to extend its domination over
trade and industry, and to impose upon an ever larger part of productive

capital the character of money capital which is under the control of the
bank.
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Bank capital and bank profit

The maobilization of capital opens up a new sphere of activity for the banks:
share flotation and speculation. From a theoretical standpoint, it makes no
difference whether these activities are combined with the payment and
credit functions of a bank, or are handled by separate banking institutions.
What is important is the economic significance of this differentiation of
functions. In any case, the modern trend is increasingly to combine these
functions, either in a single enterprise, or else in several different
institutions whose activities complement each other, and which are
controlled by a single capitalist or group of capitalists. In the final analysis,
the factor which leads to the combination of these activities is that capital
emerges in all of them as money capital in the strict sense, as loan capital
which can be withdrawn at any time, in the form of money, from its current
commitment. Even where this combination does not take place in a single
enterprise, it is still to some extent the same money capital which performs
all the various functions inasmuch as one enterprise makes it available to
others. Only after an analysis of these various functions is it possible to
investigate the sources from which bank capital draws its profit, and the
structure of the relationship, in this sphere, between profit and capital (both
the bank’s own capital and the other capital which it has at its disposal).

We know that profit originates in production and is realized in
circulation; and we also know that additional capital is required for the
operations of circulation, the purchase and sale of cornmodities. A part of
these operations is taken over by merchants from the industrialists, and
becomes an independent function of one section of social capital,
commercial capital. The capital used by merchants yields an average profit,
which is simply part of the profit generated by industrialists in the process of
production, that is, a pro tante {proportional) deduction from the profit
which would otherwise accrue to industrialists.! Circulation also requires a
series of financial transactions {the maintenance of reserve funds, prepara-
tion and despatch of payments, collection and payment of accounts, etc.).
These accounting operations can be concentrated in order to economize
labour, representing costs of circulation, and to reduce the amount of
capital needed for such work.
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The purely technical movements performed by money in the circu-
lation process of industrial capital, and, as we may now add, of com-
mercial capital, which assumes a part of the circulation movement of
industrial capital as its own peculiar movement — these movements, if
individualized into an independent function of some particular ca-
pital that performs nothing but just this service, convert a capital
into financial capital. In that case, one portion of the industrial ca-
pital and of commercial capital persists not only in the form of
money, of money capital in general, but as money capital which
performs only these technical functions. A definite part of the total
social capital separates from the rest and individualizes itself in the
form of money capital, whose capitalist function consists exclusively
in performing the financial operations for the entire class of indus-
trial and commercial capitalists. As in the case of the commercial
capital, so in that of financial capital, a portion of the industriai ca-
pital in process of function in circulation separates from the rest and
performs these operations of the process of reproduction for all the
other capital. These movements of such money capital, then, are
once more merely movements of an individualized part of industrial
capital in the process of reproduction.?

The money trade in its pure form, which we considered here, that is
the money trade not complicated by the credit system, is concerned
only with the technique of a certain phase of the circulation of
commeodities . . . namely with the circulation of money, and the dif-
ferent functions of money . . . following from its circulation. . . . It is
evident that the mass of money capital with which the money dealers
have to operate is the money capital of the merchants and industrial
capitalists in the process of circulation, and that the operations of
the money dealers are merely those originally performed by the mer-
chants and industrial capitalists. It is equally evident that the profit
of the money dealers is nothing but a deduction from the surplus
value, since they are operating merely with the already realized
values (even when they have been realized in the form of creditors’
claims).?

In the course of development the banks have taken over the business of
keeping accounts. The amount of capital required for this work is
determined by the technical nature and the scale of the operations. On this
capital the banks realize average profit just as merchants do on their
commercial capital and industrialists on their productive capital.* This is
the only part of bank capital, however, on which the profit can be described
as average profit in the strict sense. The profit on the rest of bank capital is
fundamentally different.
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As a provider of credit, the bank works with all the capital at its disposal;
its own and that of others. Its gross profit consists of interest paid on the
capital which it has lent. Its net profit ~ after deduction of expenses - is the
difference between the interest paid to it and the interest which it pays on
deposits. This profit is not, therefore, profit in the strict sense, and its level is
not determined by the average rate of profit. Like that of any other money
capitalist it arises from interest. The position of middleman that the bank
occupies in credit circulaticn enables it to profit not only from its own
capital, like any other money capitalist, but also from that of its creditors to
whom it pays a lower interest than it demands from its debtors. This
interest is only part of, or a deduction from, the average social profit
prevalent at the moment. But unlike the profit of the merchant or the
money-dealing capitalist it has no influence whatsoever in determining the
average rate of profit.

The level of interest depends upon supply and demand of loan capital in
general, of which bank capital is only a part. This level of interest
determines the gross profit. In order to attract the greatest possible amount
of money for their use, the banks in turn pay interest on their deposits; and
the amount of such capital at the disposal of any bank depends, ceteris
paribus, upon the level of interest which it pays on deposits. Competition
for deposits compels the banks to pay the highest possible rate of interest.
The difference between the interest which the banks receive as creditors and
the interest which they pay as debtors constitutes their net profit.

The process can be summarized as follows: the rate of inlerest is
governed in the first place by supply and dernand of loan capital as a whole,
and this determines the gross profit of the banks, which they make by
lending the money — their own and that which is deposited with them - at
their disposal. The ratio between the bank’s ewn assets and its customers’
deposits is quite immaterial for the interest rate or the amount of gross
profit. Of course, only part of the deposited money is actually at the
disposal of the bank, while another part must be kept as a reserve fund, but
this reserve, which earns no interest, is very small compared with the total
sum. Compelition among the banks determines the rate of interest which
they have to pay to depositors, and on this rate, given the gross profit and
expenses, depends the net profit. It is evident that what is important is not
the banks® own capital, since their profits do not depend upon this, but the
total loan capital at their disposal. The basic datum is the level of profit,
and the amount of their own capital must be adjusted in accordance with it.
The banks can convert into Lheir own capital only as much of the total loan
capital as their profits allow. For capital, however, banking is a sphere of
investment like any other, and it will only flow into this sphere if it can find
the same opportunities for realizing profit as in industry or commerce;
otherwise it will be withdrawn. The bank’s own capital must be reckoned in
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such a way that the profit on it is equal to the average profit. Let us assume
that a bank has at its disposal a loan capital of 100,000,000 marks, and
makes a gross profit of 6,000,000 marks and a net profit of 2,000,000 marks.
If the prevailing rate of profit is 20 per cent, the bank’s own capital can be
reckoned at 10,000,000 marks, while the other 90,000,000 marks are
available as deposits of its customers. This also explains why, when joint-
stock banks are founded, or increase their capital, there is an opportunity
to make promoter’s profit, even though bank capital does not produce
entrepreneurial gains (industrial profit), but only realizes interest. Since the
bank’s profit is equal to the average rate of profit, while the shareholders
need only be paid interest, the possibility of promoter’s profit follows, and
if the bank has a dominant position on the money market it can take the
whole, or part, of the promoter’s profit, to strengthen its reserves. The
reserves are, ol course, the bank’s own capilal, except that from an
accounting standpoint, the profit is attributed to the smaller, nominal
capital. In turn, the reserves allow the bank to invest a larger part of its
capital in industry.

The fact that the distinction between the bank’s own capital and the
capital deposited with it is immaterial so far as profit is concerned, and that
the ratio of one to the other is not fixed, creates the impression that the
amount of the bank’s own capital is arbitrary, and allows it to be reckoned
in such a way that the profit, although not really average profit itself, none
the less becomes equal to it. I the banking system is already highly
developed, so that the available loan capital is at the disposal of the existing
banks, it becomes very difficult to found new banks, because there would be
insufficient outside capital available to them, or it could be attracted only
after a fierce competitive struggle with all the other banks, the outcome of
which would be very doubtful.

Bank capital is not only entirely different from industrial capital, butalso
from commercial and money-dealing capital. In the latter branches of
activity the amount of capital is technically determined by the objective
conditions of the processes of production and circulation. The magnitude
of industrial capital depends upon the general development of the process
of production, the extent of the means of production available, including
natural resources and the ability to exploit them, and the available working
population. The manoer in which this capital is used, and the degree of
exploitation of the working population, determine the amount of profit
which is distributed in similar fashion to industrial, commercial, and
money-dealing capital. In the latter two spheres, the amount of capital
required is also determined by the technical conditions of the circulation
process. Since circulation does not produce a profit, and simply represents
costs, there i§ a tendency to reduce the capital applied in this sphere to a
minimum, Bank capital, on the other hand, including both the bank’s own
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capital and deposited capital, is nothing but loan capital and as such it is, in
reality, only the money form of productive capital. The important feature is
that the greater part of it has a merely formal existence, as a pure unit of
account.

The same relation that exists between bank profit and the amount of the
bank’s own capital, is also to be found in the case of the profit which arises
[rom issuing shares and from speculative activities. Promoter’s profit, or
the profit from issuing shares, is neither a profit, in the strict sense, nor
interest, but capitalized entrepreneurial revenue. It presupposes the
conversion of industrial into fictitious capital. The level of gains from
issuing shares is determined, first, by the average rate of profit, and second,
by the rate of interest. Average profit minus interest determines the
entrepreneurial gain which, capitalized at the current rate of interest,
constitutes the promoter’s profit. The latter does not depend in any way
upon the amount of the bank’s own capital. The convertibility of industrial
into fictitious capital depends solely upon the quantity of loan capital
available which, while retaining the form of interest-bearing capital, is
ready to be converted into productive capital. There must be enough
money available for investment in shares. But a distinction must be made
here: the conversion of existing industrial capital into share capital ties up
only as much money as is necessary for the circulation of the shares on the
stock exchange, and this in turn depends upon the extent to which these
shares remain in ‘safe hands’ as long-term investments, or experience a very
rapid turnover as speculative stocks. Alternatively, the issue of share
capital may represent the founding of a new enterprise or the expansion of
an existing one. In that case enough money capital is needed, first, to
; —P... Ct—M‘, and second, in order

r

to issue the shares themselves. The amount of loan capital available
determines both the rate of interest, which is the crucial factor in
capitalization, and hence the size of the profit gained by issuing shares,
which is therefore independent of the amount of the bank’s own capital. In
the long term, nevertheless, the gain from issuing shares must equal the
average rate of profit on that capital. On the other hand, the bank will tend
to increase its own capital in order to enhance its credit standing and its
security. The case of speculative profits is analogous. The participation of
the banks in speculation does not depend upon the distinction between
their own capital and that of their depositors, but upon the size of the total
sum.

As we already know, however, both the provision of credit, and
financing and speculation, give rise to a tendency towards concentration,
and at the same time, to the endeavour to hold as much of the capital as
possible as the bank’s own capital. For ualike the borrowed capital, the

complete the turnover M— <
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bank’s own capital is not subject to sudden demands for repayment, and it
can, therefore, be invested much more safely in industrial enterprises. In
particular, the founding of companies involves tying up money capital in
industry for a longer or shorter period until such time as it flows back to the
bank through the sale of shares. This means that by increasing its own
capital the bank is able to participate more fully, and on a more enduring
basis, in industrial enterprises, eventually establishing control over them;
and can exert a stronger influence upon speculation in commodities and
securities. Consequently, when its gains from interest and share issues
permit, the bank will tend constantly to enlarge its own capital.

But aside from the fact that the bank must be able to realize the value

_corrf':sponding to its increased capital, it cannot convert deposited capital
Inio its own capital at will. The bank tries to enlarge its own capital in order
to invest it in industry, to make gains by issuing shares, and to acquire
control over industry. If the sole function of the bank were to provide
payment credit, an increase of its own capital beyond a certain limit wouid
be unnecessary, since in this case disposal over deposited money is the
crucial factor, and the bank cannot gain anything but interest on capital
which must be immediately available as a means of payment. It is not the
case that the bank, once it holds a larger part of the total available loan
capital as its own capital, can _then invest a larger amount of capital in
industry on its own account. Quite the contrary. Since only part of the
available loan capital is required as means of payment (circulation credit)
the remainder is available for industrial investment (capital credit). This
division of the total available loan capital between the purposes of
circulation credit and capital credit has its own objectively conditioned
grounds, which result from the prevailing state of the production and
circulation processes; and even though these limits are flexible, the banks
cannot ignore them if bank capital is to retain its money form, and the
ability of the bank to meet its payments is not to be endangered. On the
other hand, this division of the available loan capital does not depend upon
how much of the capital at the bank’s disposal is its own and how much
belongs to its depositors..
. The bank wants to increase its own capital in order to invest it in
industry; and the limits to the amount of outside capitdl which a bank can
convert into its own capital are set by that part of the total available capital
which can be used for capital investment. Within these limits, the trend of
development is for the banks to convert an ever Increasing proportion of
loan capital into their own capital. Thus the magnitude of the bank’s own
capital does not depend solely upon its own wishes, nor upon investment
opportunities for the increased capital.

The increase of bank capital is a purely juridical transaction, not a
change in its economic function. The bank can only increase its capital,
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which must have the form of money capital, by converting deposited
money capital into its own. Since in any developed monetary system all the
available money is assembled by the banks, an increase in bank capital
simply means that a part of the deposits held by the bank has now been
converted into bank capital by an issue of shares. This conversion of
deposited capital into the bank’s own capital, of course, leaves the supply
and demand of money capital entirely unaffected, and consequently has no
influence upon the rate of interest.’

Other things being equal, an increase in industrial capital will result in an
increase in the amount of profit because industrial capital generates surplus
value in the process of production. An increase in bank capital obviously
leaves the total amount of interest received by the banks quite unchanged;
for given a constant demand this depends upon the supply of loan capital
which is not altered in any way by a change in the distribution of loan
capital as between banks and private individuals, by a mere change in
ownership. What changes is only the calculation of the net profit of the
banks, which is smaller in percentage terms as the bank’s own capital has
increased.

Industrial, commercial, and money-dealing capital are distinct parts of
social capital, which at any given moment must have a definite relation to
each other. Abstractly considered, all social capital could also be bank
capital. For bank capital, after all, is only capital which is at the disposal of
the banks, and there is no inherent reason why all capitai should not pass
through the banks. Of course, most of this bank capital is fictitious, being
merely a monetary expression for genuinely productive, functioning
capital, or simply capitalized claims to surplus value. An increase in bank
capital, therefore, unlike an increase in industrial capital, is not a
precondition for increased profit. On the contrary, for the bank it is the
profit which is the given factor. If the profit rises, then the bank will increase
its own capital, because the increased capital enables it to convert more of
its bank capital into industrial capital without assuming any greater risk.
The fact that it is essentially the supply of credit to industry, and
participation in industrial enterprises through the issue and ownership of
shares, which induce the banks to increase their own capital is de-
monstrated by the example of the exclusively deposit banks in England,
which are not increasing their capital, despite their vastly increased
turnover, but are distributing very high dividends.

It should not be supposed therefore that the influx or outflow of bank
capital would affect the profits of the banks in such a way as to change the
rate of interest. Only the distribution of the profit changes, in so far as it has
to be allotted to either a larger or a smaller amount of the bank’s own
capital.

There is also a certain significance in the fact that the increase of bank
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capital takes the [orm of share capital, that is to say, fictitious capital. We
have already seen that the conversion of money into fictitious capital leaves
the character of the individual capitalist as a money capitalist, or loan
capitalist, quite unchanged. The money which is converted into fictitious
capital remains bank capital, and so, in the economic sense, money capital.
A part of this bank capital is converted into industrial capital, in one of two
ways: either by providing credit to an industrial enterprise (that is, simply
lending capital to the enterprise), or by acquiring shares in the enterprise
which the bank then owns permanently if the size of its capital permits. In
the latter case, the increase of bank capital has taken place by first
converting money capital into bank capital, and then converting this in
turn into industrial capital. Instead of private money capitalists investing
their money directly in industrial shares, they invest it in bank shares, and it
is the bank which converts it into industrial capital by buying industrial
shares. The difference is that the bank is now not only an intermediary in the
operation, but as the owner of bank capital has become co-owner of the
industrial enterprise. Furthermore, this property right of the bank has
altogether different consequences from that of individual shareholders. A
tendency emerges to convert the greatest possible amount of the disposable
money capital of individuals into bank capital, and omnly then to convert the
latter into industrial capital. In the process fictitious capital has been
doubled. Money capital assumes a fictitious form as shares in bank capital,
and thereby becomes in reality the property of the bank; and this bank
capital then assumes the fictitious form of industrial shares, and is
converted in reality into the elements of productive capital, means of
production and labour power.

The dividend policy of the banks, which operate with large amounts of
outside capital (deposits), must be more stable than that of industrial
enterprises. This is particularly so if the deposits come from sources which
can only judge whether the management of the bank is good or bad on the
basis of external criteria such as the stability of dividends, and withdraw
their deposits when these fluctuate. Itis a matter here of deposits from non-
capitalist sources. An industrial enterprise can be more independent in its
dividend policy; first, because its creditors are generally well informed
about its ability to pay, and second, because the payments credit to which it
has regular recourse must be covered by the commodities which it
produces, while other credit is not required continuously, as in the case of
the banks, but only at longer intervals. This greater independence enables it
to influence share prices, and gives ‘insiders’ the opportunity to make
speculative gains on the stock exchange. It also facilitates adaptation to
market fluctuations and to the needs of accumulation, both of which are
more important for the industrial enterprise than for the banks.

On the other hand, the banks can adapt a stable dividend policy more
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easily than can industrial enterprises, because business fluctuations do not
affect bank revenues so strongly or one-sidedly as they affect industrial
profit. In the first place, a large part of bank profit depends less upon the
absolute level of the interest rate than it does upon the difference between
the interest on the capital which they lend and that on the capital which
they borrow. This margin, however, is much more stable than the
fluctuations in the absolute level of interest, particularly if the con-
centration of banking is already well advanced. In the course of the
business cycle there are favourable and unfavourable moments which, in
part, cancel each other out. The most favourable one is a period of
increasing prosperity characterized by a gradual rise in the rate of interest,
strong demand for capital in industry, and consequently brisk activity in
shareissues and larger promaoter’s profits. At the same time the banks make
larger profits from the management of accounts, advances of commercial
credit, and stock exchange speculation. At the peak of the boom both the
absolute rate of interest and the difference between interest received and
interest paid out increase; but, on the other hand, share issues and
promoter’s profit begin to decline. Bank credit replaces the issue of shares
and debentures as a means of meeting the capital requirements of industry,
while speculation in securities is usually curbed some time before the onset
of the crisis by the high interest rate. The first stage of the depression, when
the rate of interest has reached its lowest point, is the most favourable time
for issuing fixed-interest obligations. Bank gains from the acquisition of
government and municipal bonds, and from the sale of fixed-interest
securities in their own possession at the current inflated prices, grow
appreciably. A part of the bank debt previously incurred by industry is
converted into share and debenture issues, since the money market is fluid,
and yields new gains on capital issues. All these factors compensate, to a
greater or lesser extent, for the smaller revenue derived from interest on the
supply of credit.

The competition among the banks is not conducted only with their own
capital but with the entire capital at their disposal. Competition on the
money market, however, is essentially different from that on the com-
modity market. The most important difference is that on the money market
capital has the form of money, whereas on the commodity market it must
first be converted from commodity capital into money capital, and this
implies that the conversion may miscarry, that the commodity capital may
decline in value, resulting in a loss rather than a profit. In commodity
competition it is a matter of realizing capital, not only of realizing value. In
the competition of money capital the capital itself is secure and it is only a
matter of the level of value it attains, the level of interest. But interest is
determined in such a way as to leave the individual competitors very little
room for manoeuvre. It is primarily the discount policy of the central
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financial institutions which determines the situation for everyone else and
sets rather narrow limits to their freedom of action. This is particulacly
important in the strictly credit operations of the banks (either lending or
borrowing) where there is little competition. The less room for manoeuvre
there is, however, the more important is the purely quantitative volume of
business. Only if this is very large can the bank reduce its commission
charges and increase the interest it pays on deposits. These conditions,
however, are more or less the same for all enterprises of the same size,
Furthermore, there is no extra profit in credit operations for large
enterprises as against small ones, except perhaps in respect of economy of
operation, and the greater ease with which losses can be avoided and risks
distributed. On the other hand, the extra profit arising from patented
technical improvements in industry, which plays such an important part in
the competitive struggle, has no counterpart in this sphere.

Competition is more important in the financing of enterprises through
share issues than in the provision of credit. Here the size of the promoter’s
profit leaves scope for competitive underbidding, though even in this case
the limits are still rather narrow, and it is the extent to which industryisina
condition of dependence as a result of previous loans, rather than the terms
offered by the banks, which is the crucial factor.

In industry, it is necessary to distinguish between the technical and the
economic aspects of competition, but in the case of the banks, technical
differences play a minor part and banks of the same type use the same
technical methods. (Banks of different types do not compete directly with
each other at all.) Here there is only an economic, purely quantitative,
difference which involves simply the size of their competing capitals. It is
this quite distinctive type of competition which makes it possible for the
banks alternately to compete and to co-operate with one another in such
varied and changing ways. An analogous situation can sometimes be
observed among equally large enterprises in industry, which may oc-
casionally enter into agreements about particular business matters; for
example, in the case of tenders. In industry, however, such an agreement is
frequently the precursor of a cartel, that is, of an enduring co-operation
which excludes competition.

Ifthe general rate of interest is the barrier to competition in the provision
of credit, so the average rate of profit constitutes a limit in the fieid of
payment transactions. Here the volume of business is crucial in determin-
ing the amount of commission charged, and it gives a great advantage to
the large banks.

The professional banking principle of maximum security makes the
banks inherently averse to competition, and predisposed in favour of the
elimination of competition in industry through cartels, and its replacement
by a ‘steady profit’.
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Bank revenue is not profit. Nevertheless, the total revenue, calculated on
the basis of the bank’s own capital, must equal the average rate of profit, If
it is lower, capital will be withdrawn from the banking business, whileif it is
higher new banks will be established. Since bank capital is in the form of
money, or to a great extent can easily be converted into money at any time,
the equalization of profit can be achieved very quickly. For that reason
there is also no ‘overproduction’ of bank capital. An excessive increase in
the bank’s own capital leads to a withdrawal of capital, and its investment
elsewhere, rather than to a general crash, accompanied by depreciation,
etc., as may be seen in industry. A bank crash results only from industrial
overproduction or excessive speculation, and manifests itself as a scarcity
of bank capital in money form, due to the fact that bank capital is tied up in
a form which cannot be immediately realized as money.

With the development of banking, and the increasingly dense network of
relations between the banks and industry, there is a growing tendency to
eliminate competition among the banks themselves, and on the other side,
to concentrate all capital in the form of money capital, and to make it
available to producers only through the banks. If this trend were to
continue, it would finally result in a single bank or a group ol banks
establishing control over the entire money capital. Such a ‘central bank’
would then exercise control over social production as a whole.®

In credit transactions ilhe material, business relationship is always
accompanied by a personal relationship, which appears as a direct
relationship between members of society in contrast to the material social
relations which characterize other economic categories such as money;
namely, what is commonly called ‘trust’. In this sense a fully developed
credit system is the antithesis of capitalism, and represents organization
and control as opposed to anarchy. It has its source in socialism, but has
been adapted to capitalist society; it is a fraudulent kind of socialism,
modified to suit the needs of capitalism. Tt socializes other people’s money
for use by the few. At the outset it suddenly opens up for the knights of
credit prodigious vistas: the barriers to capitalist production — private
property — seem to have fallen, and the entire productive power of society
appears to be placed at the disposal of the individual. The prospect
intoxicates him, and in turn he intoxicates and swindles others.

The original pioneers of credit were the romanticists of capitalism like
Law and Pereire; it was some time before the sober capitalist gained the
upper hand, and Gunderman vanquished Saccard.*

*The reference is to the two principal characters in Zola’s novel, L’Argent.
[Ed.]

Part III

Finance capital and the
restriction of free
competition

-
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Surmounting the obstacles to the
equalization of rates of profit

The aim of capitalist production is profit. The achievement of the largest
possible profit is the motive of every individual capitalist, and becomes the
guiding principle of his economic action as a necessary consequence of the
capitalist competitive struggle. For the individual capitalist can only
survive if he strives continually not simply to keep pace with his
competitors, but to outstrip them; and he can do this only if he succeeds in
raising his profit above the average, thus achieving an extra profit.’

The subjective desire for maximum profit, which animates all individual
capitalists, nevertheless results objectively in the tendency to establish a
uniform average rate of profit for all capital.?

This result is assured by the competition of capitals for spheres of
investment, by the constant influx of capital into those spheres with above
average rates of profit, and by its withdrawal from those spheres where the
rate of profit is below average. This perpetual ebb and flow of capital,
however, encounters obstacles which become more formidable as capi-
talism continues to develop.

The increasing productivity of labour, the progress of technology, can be
seen in the fact that the same amount of living labour sets in motion an ever
growing quantity of means of production. This process is reflected, in
economic terms, in the higher organic composition of capital, in the
increasing proportion of constant capital to variable capital in the total
capital.* This change in the ratio C:V expresses the changing image of
manufacturing industry, from handicraft production and the early capi-
talist factory, with its cramped working space and the workers crowded
around a few small machines, to the modern factory in which the few
diminutive human figures, visible here and there behind the gigantic frames
of automatic machines, seem to be continually disappearing.

Technological development also brings about a change in the component
elements of constant capital. Fixed capital increases more rapidly than does
circulating capital. The following account illustrates this point:

Technical advances in the smelting process have led to an increase in
the size of firms and to an ever greater concentration of capital. Ac-
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ing machines, mixers, furnace generators) when production figures
are high and several furnaces are available.*

cording to Lirmann, Die Fortschritte im Hochofenbetrieb seit 50
Jahren, the cubic capacity of furnaces has increased since 1852 by a
ratio of 1:4.8, the productivity per furnace by 1:33.3, and the pro- i
ductivity per ton of output by 1:7.
In 1750, 14 Silesian charcoal fired blast furnaces together produced |
25,000 cwts of pig-iron, and in 1799 the two Kdénigshiitten coke fired '
furnaces projected an annual output of 40,000 cwts. Oechelhduser in

Itis interesting to compare, with this branch of industry in which there is
an extremely high organic composition of capital, another branch which
also makes extensive use of machinery, but in which, owing to different
technical conditions, there is a considerably lower organic composition of

1852 boasted a daily output of 50,000 to 60,000 Prussian pounds.
The most recent records per day and per furnace are: Gewerkschaft
Deutscher Kaiser (Thyssen), 518 tons; Ohio Steel Co. No.3, 806
tons. In other words, the American furnace is producing in about 30
hours what a Silesian furnace previousily produced in a year, and, in
36 hours, the same amount that 14 Silesian furnaces produced an-
nually 150 years ago.

Accordingly the investment costs of a furnace have risen enor-
mously. The Konigshiitten furnaces mentioned above were valued at
40,000 thalers, or about 20,000 marks, investment per ton of daily
output. In 1887, according to Wedding, this figure was down to be-
tween 5,400 to 6,000 marks per ton of daily output, with an invest-
ment of almost 1 million marks per furnace. Recently, however, the
costs per ton of daily output have risen again to about 10,000 marks
as a result of the iniroduction of many new devices and the almost
complete elimination of manual labour. This means that an average
250-ton furnace in the Ruhr today costs 2,500,000 marks, while the
giant American furnaces have devoured as much as 6,000,000 marks.

Except in Siegerland [Alsace-Lorraine — Ed.] and Upper Silesia
there are scarcely any furnaces in Germany today with a daily out-
put capacity of less than 100 tons. The minimum annual output of a
newly constructed furnace must be set at least at 30,000 to 40,000
tons, but there are considerable advantages in operating several fur-
naces, hence the endeavour to increase the number of furnaces be-
longing to a single enterprise. In this way, general overhead costs
(administration, laboratories, maintenance engineers) as well as ex-
penditure on necessary reserve machines (blast engines, air heaters)
can be spread over a larger output. Only by owning several furnaces
can an enterprise also use one of them vear in, year out, exclusively
for the production of one type of pig-iron. By this means the
troublesome problem of converting a furnace from the production of
one type of pig-iron to another disappears, making it possible to
construct furnaces which are specially designed to produce a parti-
cular kind of pig-iron. Finally, it becomes economically feasible to
utilize modern inventions {controlled feeding of raw maiterials, cast-

e e

capital.

The amount of capital required for the manufacture of shoes can be
illustrated by taking the example of a factory which has a daily out-
put of 600-800 pairs of shoes, half of which are sewn and half
nailed:

Buildings 100,000 marks
Site 50,000
Steam engine (50 h.p.) 21,000
Electrical installations 20,000
Manufacturing machinery

and other equipment 80,000
Lasts 25,000

Fixed capital 296,000 marks
If we assume that the circulating (working) capital is turned over
twice a year we get the following:

Raw materials for 6 months 350,000 marks
Wages for 6 months 100,000
Other costs for 6 months 90,000

Circulating capital 540,000 marks

We may say, therefore, that in addition to a fixed capital of about
300,000 marks, a circulating capital of about 500,000 marks is re-
quired; and this factory employing 180 to 200 workers will need a
total capital of 800,000 marks.’

In sharp contrast to this:
The total cost of building a new large combined Thomas plant with

a capacity of 300,000/400,000 tons, in western Germany today, and
purchasing its mineral fields site, would be at least:
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1,000 hectares of iron ore fields 10,000,000 marks
6 coal fields in the Ruhr 3,000,000
Colliery with 1 million tons

capacity, including coke

installations 12,000,000
Blast furnace installations 10,000,000
Steel and rolling mills 15,000,000
Site, branch railway, workers’

dwellings etc. 5,000,000

Total 55,000,000 marks

Such an enterprise would need 10,000 workers. In America an invest-
ment of 20 to 30 million dollars is indicated as necessary for a steel
works with double this capacity (2,500 tons per day). By contrast,
the capital invested in the whole Nassau iron industry in 1852 was
1,235,000 Aorins.®

This enormous inflation of fixed capital means, however, that once
capital has been invested, its transfer from one sphere to another becomes
increasingly difficult. Circulating capital is reconverted into money at the
expiration of each turnover period, and can then be invested in any other
branch of production; but fixed capital is tied up in the production process
through a whole series of turnover periods. Its value is only graduaily
transferred to the product, and hence only gradually reconverted into
money. The turnover time of the total capital is therefore prolonged. The
larger the fixed capital, the greater its weight in ihe balance of investments,
and the larger its proportion in relation to the total capital, the more
difficuit it becomes to realize the valuerembodied in it without very
considerable losses, and to transfer it to a more advantageous sphere. This
circumstance modifies the competition between capitals for investment
outlets. In place of the old legal restrictions imposed by medieval tutelage,
new economic restrictions have emerged which limit the mobility of capital,
although admittedly they only affect the capital which has already been
transformed into means of production, not the capital which still awaits
investment. A second limitation consists in the fact that technical progress
expands the scale of production, and that the increasing volume of constant
capital, especially fixed capital, requires an ever greater absolute sum of
capital in order to expand production itself on a corresponding scale or to
establish new enterprises. The sums which are gradually accumulated from
surplus value are far from adequate to be transformed into independent
capitals. It is conceivable, therefore, that the influx of new capital is
insufficient or arrives Log late. The free movement of capital, however, is a
necessary condition for the establishment of an equal rate of profit. This
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equality is violated whenever the ebb and flow of capital is impeded in
any way. Since the tendency towards equality of profit is identical with the
striving of the individual capitalist to maximize his profit, the removal of
this limitation must also begin with the individual. This occurs through the
mobilization of capital.

In order to centralize capital it suffices Lo create a capital association. But
the mobilization of capital simuitaneously broadens the extent of the
capital which can be associated, for it makes the continuous reconversion
of industrial capital (including fixed capital) into money capital as
independent as possible from the actual reflux of capital at the end of the
turnover period during which the fixed capital has to function. This
reconversion is not possible, of course, on a society-wide scale, but is only
available to a certain number of continually changing individual capi-
talists. Nevertheless, this constant reconvertibility into money endows
capital with the fluidity of loan capital, that is, of money capital which is
advanced for a certain period and then returns as a sum of money enhanced
by interest. Thus it makes sums of money suitable for industrial investment
which would otherwise not have functioned as industrial capital.

Such sums of money must either lie idle for a longer or shorter time in the
hands of their owners, or be invested temporarily as pure loan capital.
These sums change constantly in their composition, contract and expand,
but a certain amount of such idle money is always available to be converted
into industrial capital, and thus tied up. The continual changes in this sum
of money are expressed in the continual changes in the ownership of shares.
Its conversion into industrial capital, of course, occurs only once, and once
for all. Idle capital is converted definitively into money capital, and this, in
turn, into productive capital. The fresh sums of money which flow out of
this fund of idle capital function as means for purchasing shares, and then
as means of circulation for the turnover of shares. For the owners of the
money which was initially converted into industrial capital they make
possible the return of their money, which can now be applied to other
purposes, after having served them in the meantime as capital. It should be
noted, by the way, that when share prices rise, more money will be required,
ceteris paribus, for the turnover of shares, and more money can then enter
into circulation than was originally converted into industrial capital. Here
we should observe that, as a rule, the share prices are hi gher than the value
of the industrial capital into which the money was converted. The
mobilization of capital, of course, has no effect upon the process of
production. It affects only property, only creates the form for the transfer
of property which functions in a capitalist way, the transfer of capital as
capital, as a sum of money which breeds profit. Since it leaves production
unaffected this transfer is in effect a transfer of property titles to profit. The
capitalist is concerned only with profit, and is quite indifferent to its source.
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Hedoes not makea commodity, but whatisina commodity, namely profit.
One share is, therefore, Jjust as good as another if, other things being
equal, it brings the same profit. Every sh