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Preface

Since the eruption of the 2008 financial crisis, [ have focused my research to finding
out why the monetary and financial system, so periodically, entails serious financial
crises, going back as far as the Middle Ages during which the currently prevailing
financial and monetary system took form.

One of the conclusions of my research has been that many of the monetary and
financial problems still gripping the world economy up to the present date can to a
large extent be blamed on the basic choice of values on which Western socioeco-
nomic policies have been based since the late Middle Ages.

It is generally known that the decline of the Western Roman Empire in the fifth
century all but stopped trade in the Western European territories and that its
resuscitation in the Middle Ages has gone hand in hand with an historical choice
for “egoism” and “greed” as driving forces for human behavior, in particular in the
socioeconomic context.

Initially more a practical than a theoretical choice, the choice for greed and
egoism as central socioeconomic values would gradually evolve into an elaborated
economic doctrine, the so-called economic liberalism, which itself, during the past
decades, has reappeared under its modern-day form of “economic neoliberalism.”

Especially in the twentieth century, several attempts have been made to offer
“alternatives” or “correctional methods” to the capitalist society shaped by eco-
nomic liberalism, which since then, in the 1980s and 1990s, have been heavily
opposed by the doctrine of economic neoliberalism. The latter would especially and
more fiercely than ever in history put forward the idea that all theoretical and
practical socioeconomic policies should be based on egoism and greed.

One of the conclusions of my research has been that said basically ethical choice
may very well be one of the main causes of the numerous financial and economic
problems that have poignantly manifested in the recent past.

This insight inevitably prompts the question what might be a possible alternative
to the domination of economic neoliberalism and the unjust society it entails,
especially within the scope of the monetary and financial system.
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viii Preface

Furthermore, also on a more personal level, I have been able to witness the
effects of the doctrine of economic neoliberalism myself. Having grown up in the
1970s and 1980s in a relatively poor laborer’s family in “West Flanders,” a rural
part of Belgium, I personally experienced many of the detrimental consequences of
the capitalist economy as reshaped by the philosophy of economic neoliberalism,
not the least the striking contrast between the opportunities available to the middle
and upper classes and those available to the poor classes of society.

Regretfully, I have to observe that society has in this regard rather retrogressed
than progressed, an observation which, for instance, has been corroborated by
relatively recent OECD findings (2014) on the access to higher education in
Belgium.

It may hence be very clear that the theoretical models of economic neoliberalism
which try to justify the several injustices characterizing the socioeconomic dynam-
ics of the capitalist system by means of artificial doctrines, such as the theory of
voluntary association, are irrelevant to those facing the severe oppression of
capitalism.

It is therefore with an incomprehensibly cold cynicism that fervent “neoliberal”
authors such as Ayn Rand dare to state that the numerous social injustices caused by
capitalism, such as child slavery which still is present in many countries up to this
very date, are not due to the forces of capitalism or the free market but to personal
choices of parents who force their children to perform child labor (see further at
marg. 123 of Chap. 3 of this book).

Also the doctrine of the survival of the fittest (in its neoliberal interpretation, not
in the meaning Charles Darwin gave to the concept) does not make any sense in a
society riddled with unequal opportunities as those prevailing in the present-day
world being shaped by the ideas of economic neoliberalism.

It may furthermore be as appropriate to ban the idea of the invisible hand equally
resolutely to the realm of mythology where it belongs (for instance, according to
Joseph Stiglitz who rightfully has suggested that Adam Smith’s doctrine is based on
a mythical worldview).

Those who thoroughly study the ideas of economic neoliberalism and their
practical consequences in daily life can but reach the conclusion that these ideas
are diametrically opposed to the civilization model aspired to by law, religion,
philosophy, and ethics ever since the Age of Enlightenment, especially the aim for
more justice and equality in “interhuman” relations.

In my opinion, it is therefore mainly the unrestricted egoism promoted by
neoliberal thinking itself that has resulted in the prevailing manifestly unjust
world, which, above all and especially in a socioeconomic context, functions
according to “the law of the jungle” and increasingly manifests itself as “a war of
all against all.”

An extremely worrying example of how economic neoliberalism, a.o., through
techniques of liberalization and deregulation, is reshaping societies is the recent
erosion of the systems formerly established in some Western countries to establish
more justice and equality, such as social security and public services, as a result of
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which the modern welfare state model is being abandoned by more and more
Western countries.

As worrisome are the findings by several researches that, in the prevailing
neoliberal world order, the gaps between the poor and the rich are getting wider
and deeper worldwide. The injustice this implies even adheres to the most classic
Aristotelean meaning of a world where one group has monopolized “much too
much” of what is good, leaving “way too little” of what is good for others (and one
group of people has to experience too much of what is bad, while others hardly
experience anything of what is bad). (See further under Sect. 3.6.2.2 of Chap. 3 of
this book.)

More than ever, it is time for some serious reflection on the principles shaping
our socioeconomic life to which the present book wants to add its own contribution.

An earlier Dutch version of this book was finished at the end of 2014 and was
published under the title Nu het gouden kalf verdronken is. Van hebzucht naar
altruisme als hoeksteen voor een Nieuwe Monetaire Wereldorde', after which the
book has been translated during the course of 2015 and the first half of 2016.

Based upon this Dutch version, the here introduced English version of the book
has been prepared thanks to the efforts of Koen Vanbrabant (who prepared the
translation of Chaps. 1 and 2 of the book) and Jan Willems (who prepared the
translation of the next Chaps. 3—-6 of the book); be it that, in light of further own
insights and evolutions on a socioeconomic level, the text has at the same time
further been adapted and deepened out.

The material has been updated until April 15, 2016.

Finally, I want to express my gratitude to the following people for their material
and/or moral support: Armondo Linus Acosta, Francine Bernard, Julie Borgerhoff,
Anne Claeys, Eduardo Fialho, Saurav Ghimire, Serge Gutwirth, Kristina
Loguinova, Ann Maertens, Wilfried Rauws, Kim Van der Borght, Anne Marie
Van der Eecken, and Tom Wera, next to my mother and sisters.

Ghent, Belgium Koen Byttebier
December 2014 and April 2016
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Chapter 1
Introduction

For over two centuries capitalism has reigned supreme.’

Especially the writings of the Scottish moral philosopher Adam Smith
(1723-1790), who was inspired by the philosophical schools of the Enlightenment,
provided capitalism with the necessary ideological basis, which is probably one of
the reasons why it has managed to develop into the dominant economic ideology on
earth.

'An exact date on which capitalism originated can, of course, not be given (see Bernstein 2004,
p- 19).

It has even been held that pinning down an exact date on which capitalism originated is more
often than not a political exercise which always results in different outcomes. (See Heller 2011,
p-3.)

Some authors have argued that the first pre-capitalist practices already manifested in the Middle
Ages, especially from the ninth century on, when interregional and international trade re-emerged
in the Western world and the striving for more possessions became a life goal for many people. On
and on, new ways of by-passing the interest-rules of the Catholic Church (which until then had
posed an important barrier against such practices) hereby emerged. (See Vandewalle 1976, p. 7;
see also Ripert 1951, p. 13, speaking of “un capitalisme naissant”.)

In the world of ideas, one could argue that the founding fathers of Protestantism (Luther and
Calvin), can also be considered as forerunners of the capitalist ideas as, due to their teachings, for
instance the applying of interest to loans became an acceptable practice. Their ideas moreover
caused a secession of the classic teachings of ancient philosophers, such as Plato and Aristotle, but
also of those of important teachers of the Christian belief, such as Jesus Christ Himself, in addition
to the church fathers of early Christianity and, later on, the so-called “scholastics”, such as Thomas
Aquinas, who have been among the last to oppose the application of unbridled money craving as
the guiding principle of economics. (See furthermore Sect. 3.3.3.6.2 of Chap. 3 of this book.)

It is therefore hardly a coincidence that capitalism started its advance in the territories which
were the first to adopt protestant doctrines, for instance the German territories (already in the
sixteenth century) and later on Holland and the United Kingdom (especially in the seventeenth and
eighteenth century). Capitalism became the most important economic system from the eighteenth
century on and especially in the nineteenth and twentieth century. (Ripert 1951, p. 14; Fromm
1955, pp. 80 a.f.; Galbraith 1983, pp. 89 a.f.; Galbraith 1994, pp. 1 a.f.)

© Springer International Publishing AG 2017 1
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2 1 Introduction

The current manifestation of capitalism is heavily supported by the underlying
neo-liberal axiom that, in the economic domain, each individual must behave in the
most egoistical way possible in order to enrich one’s self as much as possible, thus
feeding the economy with sufficient stimuli for productivity (and other types of
activity)z.

In this manner, capitalism primarily appeals to one of the lower values in
human nature, namely the absolute assertion of the personal, individualistic
(i.e. egoistic) interests, disregarding the impact of one’s behavior on others or
the environment.

One of the important (sub) doctrines of neo-liberalism is that the labor force of
others may and even should be deployed to pursue the aforementioned goal: an
unbridled expansion of personal fortune. As a consequence, a system which to a
large extent functions according to the law of the jungle (in which the strong exploit
the weak) has come to determine the socioeconomic relations.”

It has become sufficiently clear that this so-called “neo-liberal” doctrine,
which, together with its predecessor, the “liberal” doctrine, has been implemented
for more than two centuries, has managed to shape a world where a small
financial “Power Elite” controls the economic power—and hence a substantial
part of the planet’s resources—in such a way that the rest of mankind has become
subservient to them. This elite manages to do so by, infer alia, controlling a
number of big and medium-sized enterprises, including private banks and other
financial institutions, as well as through the democratically unjustifiable influence
these enterprises exert on governments and parliaments (for instance to shape
fiscal policy).

As a consequence, even though slavery in the sense of legally owning other
human beings has throughout the ages been formally abolished in most countries, a
great number of people still work within the (post-)modern capitalist societies as
socioeconomic slaves, evidencing in a cynical way the classical (neo)liberal

%See e.g. Brook and Watkins (2012), pp. 75-77.

The principle of productiveness says: Use your mind to create wealth. “Wealth” in this
context refers to the creation of any material value — from a meal to a truck, to a medical
operation, to a stock analysis, to a symphony. Productivity doesn’t assume any particular
level of ability. It says only: Do the best your mind is capable of. (Brook and Watkins 2012,
p-75.)

See also Rand (1992), p. 27; Stiglitz (2012), p. 78.
3Fromm (1955), pp. 84-85.
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principle, generally known as Ricardo’s “Iron Law of the Wages” which holds that
labor should be remunerated as little as possible.*

Capital can in essence be considered as a savings surplus that is invested. It
forms the basis of the term “capitalism” and constitutes one of the major mecha-
nisms of unbridled enrichment within the capitalist system.’

Massive business empires may be built by gathering capital, for instance by
starting a company which aims to generate as much profit as possible by employing
other people’s labor at the lowest possible price and selling products and/or services
on the market at the highest possible price. By applying this method to its fullest
extent possible, capital suppliers may succeed in extracting gigantic fortunes from
the business empires they thus create.

In particular, since the twentieth century, this effect has been enforced by all
sorts of financial mechanisms, whereby providers of financial services and others,
such as consultancy offices, law firms and capital planners, do not use their evident
financial ingenuity to solve the problems created by capitalism (for instance the
poverty we find in many countries and among large parts of the population), but
rather to develop new fortune expansion techniques for large entrepreneurs.®

In this evolution, the classical dichotomy between “capital” and “labor” has
according to some evolved into a new dichotomy simply dividing global societies
into “the rich” and “the poor”.

As no other as (John Kenneth) Galbraith has put it bluntly’:

“See the findings in Oxfam (2016), p. 4:

One of the key trends underlying [the] huge concentration of wealth and incomes is the
increasing return to capital versus labour. In almost all rich countries and in most devel-
oping countries, the share of national income going to workers has been falling. This means
workers are capturing less and less of the gains from growth. In contrast, the owners of
capital have seen their capital consistently grow (through interest payments, dividends, or
retained profits) faster than the rate the economy has been growing. Tax avoidance by the
owners of capital, and governments reducing taxes on capital gains have further added to
these returns.

SGraff et al. (2014), p. 30.
SAccording to Stiglitz, they hereby also look for ways to keep their clients out of jail (see Stiglitz
2012, p. 42).

See also Oxfam (2014), p. 16:

Large corporations can employ armies of specialist accountants to minimize their taxes and
give them an unfair advantage over small businesses. Multinational corporations (MNCs),
like Apple and Starbucks have been exposed for dodging billions in taxes, leading to
unprecedented public pressure for reform.

See further Sachs (2011), p. 118.

Below in this book, some examples of how for instance the four major consultancy offices
(“Price Waterhouse Coopers”, “EY”—formally “Ernst and Young”—"Deloitte” and “KMPG”), in
addition to numerous law firms, have supported methods of tax evasion will be further developed.

"Galbraith (1996), p. 7.
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On one side, there are now the rich, the comfortably endowed and those so aspiring, and on
the other the economically less fortunate and the poor, along with the considerable number
who, out of social concern or sympathy, seek to speak for them or for a more compassionate
world.

In particular, during the last few decades, this capitalist system based on
unbridled egoism has been neatly packaged into a religious system (e.g. by aca-
demic institutes such as the “F.A. Hayek Mont Pelerin Society” and later the
“School of Chicago”), namely “economic neo-liberalism”, which basically claims
that the economy can only work efficiently by fully implementing the underlying
premise of unbridled egoism.®

This has further increased the inherently disastrous effect of capitalism on our
society in general.

It is probably hardly possible to put it any clearer than the Israeli historian Yuval
Harari of the University of Jerusalem’:

The new ethic promises paradise on condition that the rich remain greedy and spend their
time making more money, and that the masses give free rein to their cravings and passions —
and buy more and more. This is the first religion in history whose followers actually do
what they are asked to do. How though, do we know that we’ll really get paradise in return?
We’ve seen it on television.

It could hereby even been held that the new religion of economic neo-liberalism
even has its own credo (“Greed is good”)lo and its own prophets (modern
bankers)“.

The consequences of neo-liberal capitalism should by now be clear to everyone:
the rich keep getting richer, at the cost of (i) the exploitation of the rest of the world
population, (if) grinding poverty for a major part of this population and (iii) an ever
increasing threat to both the ecological balance and the safety of the planet.

In the absence of a unitary global fiscal policy, the fiscal and “parafiscal” system
in most countries tends to increase these detrimental effects of capitalism.

In view of the mobility of capital, which during the past decades was enhanced
by several (neo-)liberal treaties, the fiscal authorities of most (Western and Western
inspired) countries do not manage to draw the main share of their income by taxing
the proceeds of capital, hence primarily and heavily relying on taxing income from

8Steger (2013), p. 117.

Emmanuel Todd rightly pointed out that said neoliberal doctrine has lied at the basis of the
European unification project. Todd argues that the success of this doctrine may be explained by the
decline of traditional religious systems (especially Catholicism) in Europe which was replaced by
a new ideology, namely the ideology worshipping the pursuit of money (see Todd 2015,
pp. 53-54).

See also the observations of Mark Carney, Governor of the Bank of England, in Oxfam (2014),
p. 55. See further Galbraith (1992), pp. 82 a.f.

“Harari (2014), p. 391.
10Tyler (2013), p. 36; Peterson (2011), p. 96; Krugman (2004), p. 110.
"Ferguson (1998), p. 17.
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labor, which is intrinsically far less mobile and therefore much more vulnerable to
taxation (and similar retribution systems implemented by government, such as
mandatory social security contributions).

Also outside the scope of taxation policy, to a large extent under the impulse of
the ruling financial “Power Elite”, legislators and administrators of capitalist coun-
tries have globally chosen to team up with capital.

The spirit of (economic) neo-liberalism which for instance, has shaped the
European Union and its policies on two legal pillars which support the interests
of big business, is a clear illustration of this.'*> The first of these pillars is the
so-called “free movement of capital” which makes it possible to smoothly move
production units to those areas where they can be organized in the cheapest way
possible (i.e. where the laborers are available at the lowest price). The other pillar is
the “free movement of persons” which, in turn, makes it possible to attract cheap
laborers to one’s own territory, in particular when it is difficult to move production
itself."?

At present, the spirit of unbridled (neo)liberalism has globally affected all layers
of society, measuring virtually any human activity merely in terms of either “cost
price” or “profitability” (which happen to be the opposite sides of the same coin),
and often a combination of both.

It has even been argued that we live in “a financialized world”, where the impor-
tance of anyone or anything is solely measured by the quantity of money he or it
produces.'*

One does not need to have a degree in economics to realize that implementing
such an extreme profitability principle (instead of a solidarity principle), especially
in sectors where this is not at all appropriate, for instance institutions for social
services such as hospitals, homes for senior citizens, universities and other edu-
cational facilities, only has resulted in a situation where the cost of these services
more and more has to be paid by their end users (i.e. patients, retired persons or their
family, youngsters aspiring for an education,...), instead of through mechanisms of
mutual solidarity."

The underlying principle of solidarity, which historically formed the basis for
this type of social services, is hereby more and more discarded in such a profitabil-
ity approach. It need not surprise that, as a result, “neo-liberalized” capitalism
has even further resulted in an ever-increasing economic inequality between the
rich and the poor (see further, at marg. 145 a.f. of Chap. 3 of this book).

2Todd (2015), pp. 50 a.f. and pp. 85 a.f. (also: Todd 2015, pp. 45 a.f. and pp. 67 a.f.), having pointed
out that: “le langage de Maastricht était libéral, égalitaire, universaliste”, but that the result of its
implementation has been the opposite and that “Maastricht aboutit a celui de l’inégalité sous
Dautorité transcendante d’une divinité cruelle, la monnaie”.

13An example of the latter are the cheap laborers from Eastern European countries being employed
in Western European countries in difficult to relocate sectors such as retail, construction and
agriculture.

"“Huet (2010), p. 29. See also Harvey (2010), p. 29.
SPinxten (2014); Pinxten and De Munter (2006), p. 15.
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In a world shaped by this neo-liberal ideology, it hardly comes as a surprise that
global society is headed—much like the Titanic on its collision course—for a social
climate where quasi-paradoxically only the rich elite of society still has sufficient
access to “social” services such as education, medical services and geriatric care.

Hence, there is some strong doubt about the validity of the thesis forwarded by
neo-liberal schools holding that mankind has fundamentally benefited from a uni-
tary implementation of unbridled egoism principle in all sectors of society.

It therefore does not come as a surprise that numerous prominent thinkers
(among whom even some policy-makers, (former) bankers, etc.) have, in general,
raised serious questions about the working premises of the capitalist economy and
the correctness of the doctrine(s) of economic (neo-)liberalism, and in particular
wonder how much longer mankind and the planet it inhabits can support this system
with its many disastrous effects.

Some of these authors have expressed a fierce verdict on neo-liberal capitalism,
referring to it as “the Capitalist Hel or “the neo-liberal madness,”'” while
another author has a somewhat milder verdict and merely compares it with
“purgatory.”18

Nonetheless, it is remarkable—although quite incomprehensible—how the
neo-liberal way of thinking has won over the spirit of a major part of mankind
since the 1980s (especially in Western and Western inspired countries)."’

In present-day societies, for instance, this is quite apparent in the debate on
reorganizing (European) government finances, where the major consensus is that
austerity measures must primarily be implemented in social care (in its broad
sense), and where there is hardly any resistance against the neo-Smithian arguments
that “everyone must tighten his belts” and “nobody may profit from other people’s
efforts.” Meanwhile, (“corporatist”) policymakers hardly raise any question about
the fact that big business and its profits are highly protected from any noteworthy
taxation, being safely housed in fiscal tax havens and refuge countries.?

In the meantime, the principle of “solidarity” remains still being preached by, for
instance, (Catholic) church authorities. In those places where it can still be found, it
is, however, mostly turned into a system of mandatory solidarity among the poor
(in addition to the middle classes) that is imposed by state authorities through

1”16

19See Harari (2014), p. 368.

"Verhaeghe (2011).

'8Bruckner (2002), p. 37.

YFor an explanation, see Marcuse (1962), p. 85, a.o. holding that
the manipulation of consciousness which has occurred throughout the orbit of contempo-
rary industrial civilization has been described in the various interpretations of totalitarian
and “popular cultures”: co-ordination of the private and public existence of spontaneous
and required reactions. The promotion of thoughtless leisure activities, the triumph of anti-
intellectual ideologies, exemplify the trend.

2Sachs (2011), p. 118.
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complicated fiscal and other regulations which to a large extent exempt the rich
elite.”’

As a result, the fact that government finances of an increasing number of
countries are mainly supported by the poorer part of the population is incompre-
hensibly validated by policy-makers. It is moreover all the more astounding that the
rich, when confronted with this paradox, claim they don’t have to pay taxes since
they are investing in employment and prosperity.

The neo-liberal doctrine has in this way even a ready explanation for the fact
that, throughout the world and to an increasing degree, it is the poorer layers of the
population who have to part with the biggest percentage of their income in order to
finance their governments, while in contrast the rich(er) are mostly exempt from
paying taxes, purportedly to allow them to re-invest their riches unhindered, but in
reality: in order to become ever more rich (see further, at Sect. 3.4.6 of Chap. 3 of
this book).

When comparing the pros and the cons of exempting large fortunes and wages
from taxation, governments worldwide seem to bear little or no consideration for
the fact that accumulating wealth relies to a considerable degree on the use of
collective services (e.g. roads, administrative services, education, health care,. . .),
organized and paid by society at large (and, hence, out of money obtained through
taxing especially the middle and lower classes of society).

During the past three decades the population at large in the Western world has
endured in a rather stoic way how the implementation of neo-liberal doctrines has
led to an increasing economic inequality, which now threatens mankind with a
global destruction of public and social care mechanisms.*

However, in various countries there have been occasional short outbursts of
anger, mainly from the poorest layers of the population, which were hit most
heavily by the 2008 financial crisis. These outbursts so far have manifested as
riots, marches and manifestations in big cities such as London, Paris and various
American cities, whereby the establishment and its capitalist economic system has
severely been contested. One may also wonder to what extent acts of terrorism by
people of the lower layers of society should also be considered as a form of protest
against the prevailing, manifestly unjust social and economic world order.

In a world where the ghost image of poverty has reached a large part of the
population in many countries, especially since the 2008 financial crisis>, one can
but question how long mankind will continue to cling to the credo of neo-liberal
thinking, which constitutes the breeding ground for present-day capitalism in its
many pernicious emanations.

IThis raises the rhetorical question as to whether this really is what has been described in the
teachings of Jesus Christ on which the said solidarity principle is historically based (see further, at
marg. 31 a.f. of Chap. 3 of this book).

22Engelen et al. (2011), p. 49.

23By Emmanuel Tod referred to as “less painful” than the crisis of 1929, but however with far
more enduring effects in the long run (see Todd 2015, pp. 33-34; also Todd 2015, p. 35).
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In view of the ever-increasing poverty and the ever-increasing gap between rich
and poor, one of the main priorities of authorities worldwide should, hence, become
to avoid that the Marxian concepts of “impoverishment resulting in catastrophe”
(partly endorsed by, for instance, John Kenneth Galbraith®*) would turn into reality.

In spite of a lot of criticism, so far, very few truly alternative systems have been
proposed to the capitalist system that is currently in force.

From an historical point of view, it was primarily Communism?’ that provided a
certain counterbalance to capitalism for some time; yet it all but died during the last
two decades of the twentieth century”®, presumably because of the major lack of
freedom which has been typical in many former communist countries. Within
capitalism, on the other hand, freedom as a value has been preserved, albeit pri-
marily in a theoretical way, and not so much within socioeconomic life.

Currently there are still a few countries that continue to call themselves “com-
munist”, even though most of these appear to behave as ace students of the capitalist
schools on the global markets.*’

It should be clear that society should at the very least no longer intellectually
accept the justification, more precisely the contrivance that defends the prevailing
capitalist system.?®

On the contrary, serious thought should be given to searching for (an) alternative
system(s).

In view of the fact that the monetary system forms one of the bases of capitalism,
further in the Chaps. 4 and 5 of this book, an attempt will be made to give a
description of what an altruistically inspired monetary (and financial) system might
look like. In contrast to the economic ethical vision of the neo-liberal schools, the
aforementioned proposal will be based on the underlying observation that an
unbridled egoism is not (or should not be) the only impulse determining human
behavior, especially in social economic relationships. On the contrary, people may
just as well behave altruistically, or at least strive to behave in an altruistic manner.

Hence, this reflection on a new monetary (and financial) system will be based
upon reversing the goal that was set within the (neo)liberal doctrine (going back to
Adam Smith): what if we were to sustain that even in his economic behavior man is
also perfectly capable of being “altruistic”. And if we were indeed to act in such an
altruistic way, would this not result in a world much more just than the one which is
the result of centuries of economic behavior based on the conviction that everyone
needs to behave themselves as egoistically as possible in order to end up with a
just economic order?

24Galbraith (1992), p. 53.

ZLloyd (2012), p. 359.

26See Berend (2006), p. 189, stating that
the centrally planned economy, though transitorily rather successful, terminally failed at
the end of the century.

2TYueh (2010), p. 26.

Z8Compare Galbraith (1996), pp. 60-61.


http://dx.doi.org/10.1007/978-3-319-52518-1_4
http://dx.doi.org/10.1007/978-3-319-52518-1_5

1 Introduction 9

As said, the tentative reflections developed in the present book will mainly focus
on a domain of legal science with which the author of this book is most familiar,
namely that of monetary and financial law.

The implementation of a monetary system based on altruistic principles, as pro-
posed in Chaps. 4 and 5 of this book, will hereby obviously have to cross the
boundaries of the mere monetary and financial domain.

Hence, the proposals expressed in Chaps. 4 and 5 describe a possible framework
for a new monetary and financial system based on altruism, which will also have to
touch other economic domains (among which fiscality).

In other words, the system will have to be more than merely “monetary” in the
traditional sense of the word. While hereafter “New Monetary World Order” as a
working title for this new monetary system will be proposed, the working title
might also be “New Economic and Monetary World Order” (or even “New Eco-
nomic, Tax and Monetary World Order”).

However, this is mainly a matter of semantics, and the reader is therefore
beseeched to read the current book with an ample set of pragmatism concerning
the regulatory role to be held by the world authorities to be instituted, as described
further on in said in Chaps. 4 and 5.

As indicated by the proposed terminology, the new altruistically based monetary
system will furthermore have to rely heavily on the basic principles of global colla-
boration and solidarity.

It has become completely illusory to believe that at this point in history any
single country would be able to seriously oppose the battering ram of globalized
capitalism which currently dominates the global socioeconomic relations.

A global altruistic monetary system (and hence also a global economy) will
moreover necessarily have to choose labor over capital.

In the end, it is through labor that human beings develop themselves and may
build themselves a worthy existence.>’

#Compare Fromm (2013), p. 29 and pp. 33 a.f.
Erich Fromm has phrased this as follows:

Labor is the self-expression of man, an expression of his individual, physical and mental
powers. In this process of genuine activity, man develops himself, becomes himself; work
is not only a means to an end — the product — but an end in itself, the meaningful expression
of human energy. (See Fromm 2013, p. 34.)

Similar ideas have been brought forward by the Catholic Church:

Work must not be understood only in the objective and material sense, but one must keep in
mind its subjective dimension, insofar as it is always an expression of the person. Besides
being a decisive paradigm for social life, work has all the dignity of being a context in
which the person’s natural and supernatural vocation must find fulfilment. (See Pontifical
Council for Justice and Peace 2005, p. 101.)

In present-day neoliberal societies where the labor of the masses has been completely degraded
as a means to make the rich of the planet ever the more rich and powerful, the question arises if,
except maybe for artists, this truth still applies to anyone else.

15

16

17

18


http://dx.doi.org/10.1007/978-3-319-52518-1_4
http://dx.doi.org/10.1007/978-3-319-52518-1_5
http://dx.doi.org/10.1007/978-3-319-52518-1_4
http://dx.doi.org/10.1007/978-3-319-52518-1_5
http://dx.doi.org/10.1007/978-3-319-52518-1_4
http://dx.doi.org/10.1007/978-3-319-52518-1_5

19

20

21

10 1 Introduction

An “altruistically” inspired economy and global monetary system (as opposed to
the neo-Smithian “egoistic” one) will have to take this as one of the starting points
and base its underlying monetary-economic goals on it.

In this approach, trying to gather fortune from capital (investments) is by defi-
nition evidence of a spirit of egoism, since capital by itself does not “work.” On the
contrary, it can only produce fortune by having others work (as cheaply as possi-
ble), while the capital backer (who works a lot less or at least is exempt of most of
the “hard” labor) by definition takes an egoistic position towards the people he
employs for his own profit, which is one of the basic premises of capitalism (as one
can observe already by merely reading or rereading Adam Smith on this point).

It is self-evident that within the “New (Economic and) Monetary World Order”,
the system focus will have to shift drastically towards protecting labor (as opposed
to protecting capital).””

In any case, such a fundamental re-orientation will suppose a landslide in eco-
nomic and monetary thinking and behavior. At the very least, it will require an
active choice in favor of “radical altruism” diametrically opposed to the ideal of
“unbridled egoism” that lies at the base of the current economic and monetary
thinking and behavior.

Such a landslide will also necessarily be required at the level of the national
government machinery of the countries participating in the “New (Economic and)
Monetary World Order,” for instance at the level of fiscal and parafiscal policy.

The emphasis of fiscal and parafiscal systems will hereby have to shift from
taxing mainly income from labor (plus common goods and services transactions) to
taxing mainly income from capital (and large fortunes).

Before outlining such a blueprint for a more altruistic “New Monetary World
Order”, Chap. 2 of this book will first briefly outline the creation history of the
monetary system and describe the major mechanisms of money creation and money
use, in particular to the benefit of the reader who is less familiar with the workings
of the monetary and financial mechanisms.

Chapter 3 of this book will then give an overview of a number of some (mainly
Western) “schools of thought”, which to various degrees focused in particular on
the issue of fortune gathering and/or other financial issues, including the impact
they had on the further development of the monetary system.”!

These Chaps. 2 and 3 of this book hereby primarily aim to show that (i) money
and the monetary system are essentially merely conventional systems adopted by
mankind itself, while during the most recent centuries, (i) the monetary system has
been very strongly influenced by an ideology which has presented an (unbridled)
egoism as determining value, namely “economic (neo)liberalism” which the whole
of mankind seems to have endorsed.

However, the above choices have in no way resulted in new laws of nature
“chiseled in imperishable stone”, so that one may question these past choices

3OHarribey et al. (2011), pp. 63-88, especially p. 79; Askenazy and Méhaut (2011), pp. 173-187.
31 As to the relevance of this approach, see Galbraith (1987), p. 1.


http://dx.doi.org/10.1007/978-3-319-52518-1_2
http://dx.doi.org/10.1007/978-3-319-52518-1_3
http://dx.doi.org/10.1007/978-3-319-52518-1_2
http://dx.doi.org/10.1007/978-3-319-52518-1_3

References 11

(especially given their numerous disastrous effects) and, hopefully, might consider
potential new choices, which would not lead to the end of the world as we know it.

Everyone hereby should thereby fully realize that money is nothing more than a
figment of the human imagination and that any real transaction of goods and/or
services could just as easily take place without any money involved, since money
itself does not add any intrinsic value to the transactions of goods and services
taking place in the real economy.

However, acting in complete consequence with this realization (in a
“moneyless” society) would require a fundamental thought reversal, which cannot
be undertaken by the few alone.

On the contrary, even a partial reversal (to which the further reflections devel-
oped in this book aim to be an incentive) can only take place if based on a growing
collective consciousness.

Consequently, the reflections following hereafter have been undertaken with the
aim of contributing to the awareness that the economy could be based on a different
belief system, i.e. on a radical altruism rather than on an unbridled egoism.

References

Askenazy P, Méhaut P (2011) Redonner un avenir au travail. In: Les Economistes atterés (2011)
Changer d’économie! Nos propositions pour 2012. Les liens qui libérent, Paris, pp 173-187

Berend I (2006) An economic history of twentieth-century Europe. Cambridge University Press,
Cambridge

Bernstein WJ (2004) The birth of plenty. How the prosperity of the modern world was created.
McGraw-Hill, New York

Brook Y, Watkins D (2012) Free market revolution — how Ayn Rand’s ideas can end big govern-
ment. Palgrave Macmillan, New York

Bruckner P (2002) Misere de la prospérité —la religion marchande et ses ennemis. Bernard Grasset,
Paris

Engelen E et al (2011) After the great complacence. Oxford University Press, Oxford

Ferguson N (1998) The house of Rothschild. Penguin Books, New York

Fromm E (1955) The sane society. A Fawcett Premier Book, Greenwich

Fromm E (2013) Marx’s concept of man. Bloomsbury, London

Galbraith JK (1983) The anatomy of power. Houghton Mifflin Company, Boston

Galbraith JK (1987) Economics in perspective — a critical history. Houghton Mifflin Company,
Boston

Galbraith JK (1992) The culture of contentment. Houghton Mifflin Company, Boston

Galbraith JK (1994) A journey through economic time — a firsthand view. Houghton Mifflin Com-
pany, Boston

Galbraith JK (1996) The good society — the humane agenda. Houghton Mifflin Company,
Boston and New York

Graff M, Kenwood A, Lougheed A (2014) Growth of the international economy, 1820-2015.
Routledge, London

Harari YN (2014) Sapiens — a brief history of humankind. Penguin Random House, London

Harribey JM, Quirion P, Rotillon Q (2011) Les enjeux d’une transformation écologique qui soit
sociale. In: Les Economistes atterés (201 1) Changer d’économie! Nos propositions pour 2012.
Les liens qui liberent, Paris, pp 63-88

22



12 1 Introduction

Harvey D (2010) The enigma of capital and the crises of capitalism. Profile Books, London

Heller H (2011) The birth of capitalism: a twenty-first-century perspective. Pluto Press, London

Huet E (2010) Peter Thiel: don’t blame technology for drop in middle class wages. http://www.
forbes.com/sites/ellenhuet/2014/11/09/peter-thiel-dont-blame-technology-for-drop-in-middle-
class-wages/

Krugman P (2004) The great unraveling: losing our way in the new century. W. W. Norton &
Company, New York

Lloyd C (2012) What on earth happened? The complete story of the planet, life & people from the
big bang to the present day. Bloomsbury, London

Marcuse H (1962) Eros and civilization — a philosophical inquiry into freud. Vintage Books
(A division of Random House), New York

Oxfam (2014) Even it up — time to end extreme inequality. Oxfam GB, Oxford

Oxfam (2016) An economy for the 1%. How privilege and power in the economy drive extreme
inequality and how this can be stopped. Oxfam briefing paper. https://www.oxfam.org/sites/www.
oxfam.org/files/file_attachments/bp210-economy-one-percent-tax-havens-180116-en_0.pdf.
Last consulted 18 Jan 2016

Peterson R (2011) Inside the investor’s brain: the power of mind over money. Wiley, Hoboken

Pinxten R (2014) Schoon protest (want er is wel een alternatief). EPO Berchem

Pinxten R, De Munter K (2006) De culturele eeuw. Houtekiet, Antwerp

Pontifical Council for Justice and Peace (2005) Compendium of the Social Doctrine of the Church
(to His Holiness Pope John Paul II Master of Social Doctrine and Evangelical Witness to
Justice and Peace). Bloomsbury, London. http://www.vatican.va/roman_curia/pontifical_coun
cils/justpeace/documents/rc_pc_justpeace_doc_20060526_compendio-dott-soc_en.html

Rand A (1992) The virtue of selfishness. New American Library (a division of Penguin Group),
New York

Ripert G (1951) Aspects juridiques du capitalisme modern. Librairie Générale de droit et de juris-
prudence, Paris

Sachs J (2011) The price of civilization: reawakening American virtue and prosperity.
Random House, New York

Steger M (2013) Globalization a very short introduction. Oxford University Press, Oxford

Stiglitz J (2012) The price of inequality. Allen Lane (an imprint of Penguin Books), London

Todd E (2015) Qui est Charlie? Sociologie d’une crise religieuse. Editions du Seuil, Paris (also:
Todd E (2015) Wie is Charlie. Xenofobie en de nieuwe middenklasse. De Bezige Bij,
Amsterdam and Antwerp)

Tyler G (2013) What went wrong: how the 1% hijacked the American middle class ... and
what other countries got right. BenBella Books, Dallas

Vandewalle G (1976) De geschiedenis van het economisch denken. Kluwer, Deventer

Verhaeghe P (2011) De neo-liberale waanzin — Flexibel, efficiént en... gestoord. Uitgeverij
VUBPRESS, Brussels

Yueh L (2010) The economy of China. Edward Elgar, Cheltenham


http://www.forbes.com/sites/ellenhuet/2014/11/09/peter-thiel-dont-blame-technology-for-drop-in-middle-class-wages/
http://www.forbes.com/sites/ellenhuet/2014/11/09/peter-thiel-dont-blame-technology-for-drop-in-middle-class-wages/
http://www.forbes.com/sites/ellenhuet/2014/11/09/peter-thiel-dont-blame-technology-for-drop-in-middle-class-wages/
https://www.oxfam.org/sites/www.oxfam.org/files/file_attachments/bp210-economy-one-percent-tax-havens-180116-en_0.pdf
https://www.oxfam.org/sites/www.oxfam.org/files/file_attachments/bp210-economy-one-percent-tax-havens-180116-en_0.pdf
http://www.vatican.va/roman_curia/pontifical_councils/justpeace/documents/rc_pc_justpeace_doc_20060526_compendio-dott-soc_en.html
http://www.vatican.va/roman_curia/pontifical_councils/justpeace/documents/rc_pc_justpeace_doc_20060526_compendio-dott-soc_en.html

Chapter 2
On the Conventional Nature of Money

2.1 Background

By now everyone is likely to be aware of the numerous worrisome events that have
taken place on the monetary and financial markets during the past decade.

Many refer to the combination of these worrisome events as “the financial
crisis”, although it would probably be better to speak about a sequence of succes-
sive financial crises which according to some even have resulted in an “economic
recession”. Recent research even seems to indicate that these events are evidence of
a so-called “system failure” (that very well may be of a permanent nature).'

It has not been the intention to hereafter give an umpteenth journalistic view on
these events which evidence the failure of the current monetary and financial
system.

One can find myriad publications doing just that. Many of them entail excellent
further reading which can be strongly recommended.”

The present book merely aims to outline a number of personal considerations
about money and the monetary system, including thoughts on the underlying causes
of the aforementioned system failure (see in particular this chapter and Chap. 3).

As already mentioned in its Chap. 1, the present book will also make an attempt
to conceive an alternative approach for the current organization of the monetary
system (see in particular Chaps. 4 and 5).

'See especially Galbraith (1990).

2See e.g. Achterhuis (2011), p. 319; Engelen (2011); Boatright (2010), p. 592; Chérot and
Frydman (2012), p. 302; de Bettignies and Lépineux (2009), p. 258; Harvey (2010), p. 296; Kerste
etal. (2011); Giovanoli and Devos (2010), p. 610; Kerste et al. (2011), p. 225; Kirton et al. (2010),
p- 345; Leader and David (2011), p. 519; Middelkoop (2009, 2014); Mishkin (2012), p. 832;
Pagliari (2012), p. 274; Peil and Van Staveren (2009), p. 626; Piketty (2014), p. 696; Sedlacek
(2011), p. 368; Shaxson (2012), p. 272.
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The following quite revealing statement is attributed to Henry Ford (1863-
1947)*:

It is well enough that people of the nation do not understand our banking and monetary
system, for if they did, I believe there would be a revolution before tomorrow morning.

After reading the present book, every reader will hopefully understand this
statement, albeit that the intent of this book is not to call for a (violent) revolution,
but for a democratically conceived and fundamental revision of the monetary
(and financial) system, for which some lines of thinking will be proposed in
Chaps. 4 and 5.

Perhaps bankers, described by some as the “prophets” of the neo-liberal religion,
truly have prophetic gifts (see marg. 4 of Chap. 1 of this book), as evidenced by the
following extract from a letter (with a content quite similar to the aforementioned
quote by Ford). Said letter is attributed to the Rothschild brothers and deals with the
significance of the banking and monetary system. It was purportedly addressed to
some of the employees of the Rothschild brothers (New York, 1863)*:

The few who understand the system will either be so interested in its profits or be so
dependent upon its favors that there will be no opposition from that class, while on the other
hand, the great body of people, mentally incapable of comprehending the tremendous
advantage that capital derives from the system, will bear its burdens without complaint,
and perhaps without even suspecting that the system is inimical to their interests.

The second chapter of this book therefore is necessarily one of
“demystification”.

Often the monetary and banking system is considered to be very complex. This
is undoubtedly the case for the many, highly specialized financial products and
services that have been created during the past decades and that, generally, consti-
tute complicated agreements which, in particular when things go awry, become the
object of equally complex rules and regulations, being issued by legislators and/or
supervisory authorities at a huge cost for society.’

*http://www.brainyquote.com/quotes/quotes/h/henryford 136294 htmI#MU7bvrjhhrdCGGBu.99/;
see also http://www.themoneymasters.com/the-money-masters/famous-quotations-on-banking/.
“http://www.themoneymasters.com/the-money-masters/famous-quotations-on-banking/.
>In the documentary “Capitalism — a love story” film maker Michael Moore goes looking for the
underlying causes of the financial crisis of 2008. When interviewing several financial and financial
law specialists, he asks them to explain certain complex financial products. This leads to
embarrassing moments when the specialist cannot provide the answers to the said questions.

For a general overview of some of the numerous documentaries and movies on the subject of
the financial crisis of 2008, see http://documentaries.about.com/od/populardocsubjects/tp/
EconomicDocumentaries.htm.
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http://documentaries.about.com/od/populardocsubjects/tp/EconomicDocumentaries.htm
http://documentaries.about.com/od/populardocsubjects/tp/EconomicDocumentaries.htm
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Yet the mechanism at the base of the monetary and banking system, at least
when looked into from an elementary historical angle, is inherently not so
complex.®

As this chapter and Chap. 3 of this book intend to demonstrate, the present-day
monetary and financial system is simply a very handy, albeit perverse mechanism
used by the capital backers of the banking and monetary system to acquire as much
wealth as possible for themselves, without any significant concern for the immense
sorrow this causes to the rest of mankind.

The second chapter of this book is furthermore the result of a(n elementary)
research trip through the history of the monetary and banking system, above all
aiming at demonstrating that, in essence, money is nothing else than that which
“we”—mankind—consider to be money.

Yuval Noah Harari refers to this as to a continuous “trust in the fabrications of
the collective imagination™ .

The said historical analysis above all aims at demonstrating that money has an
intrinsic changeable nature, and hence that “we”—mankind—might just as well
“choose” to use something else as money instead of what we currently use.®

As already mentioned, this browsing through the (uncommonly fascinating)
history of the banking and monetary system must necessarily remain concise, so
during our tour we only look at a number of major milestones.

The primary intent hereof is to explain the essentially conventional, and there-
fore even somewhat “arbitrary,” nature of the monetary mechanism, and not to
provide a high degree of historical detail.

The reader should hereby above all avoid getting the impression that the
monetary system has been created in a thought-out or premeditated way, as this
was not (or hardly) the case.

SThis insight is expressed as follows by John Kenneth Galbraith:

The study of money, above all other fields in economics, is one in which complexity is used
to disguise truth or to evade truth, not to reveal it. The process by which banks create money
is so simple the mind is repelled. With something so important, a deeper mystery seems
only decent. (see Galbraith 1975, pp. 18-19), also quoted on http://www.themoneymasters.
com/the-money-masters/famous-quotations-on-banking/.

See furthermore Galbraith (1990), p. 19:

The rule is that financial operations do not lend themselves to innovation. What is
recurrently so described and celebrated is, without exception, a small variation on an
established design, one that owes its distinctive character to the aforementioned brevity
of the financial memory. The world of finance hails the invention of the wheel over and over
again, often in a slightly more unstable version. All financial innovation involves, in one
form or another, the creation of debt secured in greater or lesser adequacy by real assets.

"Harari (2014), pp. 200-201.

8See, for instance, the recent development of “bitcoins” as an alternative for government issued
money used in certain internet transactions.
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On the contrary, the process through which money has evolved to what it is
today, has been a very gradual one, and in particular one of (a lot of) trial and error.”

2.2 The Essentially Conventional Nature of (the) Money
(System)

2.2.1 Money as a Conventional Instrument Since Its Very
Creation

In essence, money is a purely conventional system (in the widest sense of the term)
which relies on a significant degree of mutual trust between the people who handle
it, as is the case for any agreement.'® As such, money and the monetary system are
part of the so-called “social contract” underlying the societal order."'

In this approach, money is whatever mankind (or a certain organized society, for
instance “a state’), considers to be money.12

This basic premise also implies that, as any conventional mechanism, money is
inherently variable. Mankind’s current vision of money is not necessarily forever
frozen in time, since the social contract which deals with money can be modified,
just like any other contract.

Put otherwise, within the monetary and financial system, there is no (unalterable)
law that would be established forever.

Money and the set of legal rules that have further shaped today’s money and
monetary system, are moreover the result of historical developments.

Whoever takes the trouble to study the history of money and the monetary
system in some depth will soon notice this “evolutionary” (and therefore, by
definition, inherently variable) nature of money (and the monetary system).

It will hereby become as clear that these changes often did not take place in leaps
and bounds, but rather gradually.

9One could even argue that, throughout all human endeavor, “trial and error” has been the usual
“method” or rather “process” of creating societal systems, and for coming up with solutions to
problems arising from living together (see Popper 1940, p. 403).

On the subject of the history of money and the banking system, see especially Bogaert et al.
(2000) (also available in Dutch and French; see Bogaert, Kuran-van Hentenryk and Van der Wee
1991; Bogaert, Kuran-van Hentenryk and Van der Wee 1991); see also Galbraith (1975); Galbraith
(1990).

"Harari (2014), p. 201.

""The term “contract” is here not so much used in its traditional legal meaning of a “private law
agreement” between two or more persons, but in the sense of a set of norms adopted by a society by
means of all kinds of international and state law mechanisms. As is the case for private law
agreements, such mechanisms are themselves also subject to change and evolution.

2For further reading, see especially Galbraith (1975) and Galbraith (1990). Compare Brook and
Watkins (2012), p. 77.
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In some cases, these historical changes (resulting in the forms of money and the
monetary system in use today) were motivated by the search for answers to
problems arisen with former money (use).

Especially moments of financial crisis often caused tinkering with the monetary
system in force at a given time. On the one hand, this resulted in the gradual
establishment of a monetary system embedded in legal regulations. On the other
hand, this contributed to the creation of a gradually increasingly globalized
approach, as a result of which present-day money is in most countries in the
world based on the same underlying philosophy (namely economic neo-liberalism).

It should therefore come as no surprise that money and the monetary system do
not constitute a philosophically neutral commodity, but are to a large extent the fruit
of a view, or better yet, of a combination of various views on society. This
nevertheless does not contradict the starting premise that money and the monetary
system are not the fruit of one premeditated and abstract (economic/philosophical)
doctrine, but rather of a gradual and evolutionary process which throughout the
ages has been fertilized by theoretical, philosophical, religious, ideological, polit-
ical and other considerations, often during or subsequent to (financial) crises.

It is, as said, not the intention of the current book to give a comprehensive or
detailed outline of the genesis of money andjor its history."?

We can instead make do with an outline of a number of major milestones, for the
sole purpose (as mentioned above, at marg. 6 of this chapter) of showing that money
has always had a conventional (intrinsically variable) and to a certain extent even
“arbitrary” nature.

Consequently, the forms of money we know today (in addition to the underlying
mechanisms of money creation), should in no way be considered to be
“immutable”.

Allegedly, it is not possible to trace an exact creation date for money or for the
economy based on a monetary system.

On the contrary, it seems that different societies—in economic terms we might
speak of “national economies”—adopted the “money” mechanism at specific
moments in history.

The aforementioned “process” (which presumably occurred several times, in
different parts of the world and at different times'*) most probably interacted with
the transition from a nomadic lifestyle to an agrarian society.

While an intensive commercial system (based upon money and a monetary
system) was not needed to satisfy the economic needs of nomadic societies
(consisting of relatively small, nomadic tribes mostly living off the proceeds of
hunting and fruit gathering), the situation changed once societies evolved into
agrarian ones, composed by larger, sedentary groups of people.'

13See the vast literature on this subject, e.g. Galbraith (1975); Galbraith (1990); Alvard (2013), p.
216; Bogaert et al. (2000), p. 422; Davies (2002), p. 720; Nussbaum (1950), p. 618; Fase and
Vleminckx (1995), p. 192; Korteweg (1970); Kleinpeter (2000), pp. 59-64; Crockett (1981).

"“Harari (2014), p. 197.
"Harari (2014), p. 194; Pinxten and De Munter (2006), pp. 47-48.
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In these “agrarian” oriented societies, the individual became increasingly reliant
on (barter) trade to satisfy his needs.'¢

The increasing use of barter trading in its own turn formed the breeding ground
for the ascent of money (and the financial system). Direct barter trade hereby
gradually evolved into a system of “indirect barter.” A particular good, which
usually had little or no intrinsic use, hereby began to function as the good against
which all other goods and services could be exchanged.'”

Thus money came into being.'®

The intrinsically conventional nature of money was quite evident from the very
beginning: money was “created” when a consensus grew within a given society that
choosing a good against which all other goods and services could be exchanged,
would be beneficial for sound economic trade planning.

2.2.2 Origins of Coin-Based Monetary Systems

The aforementioned so-called ““social contracts” concerning the use of money were
not only based on a consensus on the use of money as a generally accepted (=
universal) means of exchange for the acquisition of other goods and services, but
also about which material good might be appropriate to serve as money.

In the first stages of this money genesis process, various goods have been
assigned as money. Different societies used different goods for this purpose.

However, throughout the centuries and all over the world, a strong preference
would arise for the use of metal (often so-called “precious metals”'?), mostly
because these could be easily “coined”. It therefore does not come as a surprise
that the monetary system had already become a full-fledged coin system® in e.g.
the Ancient Greek®' and Roman?? civilizations, being in essence agrarian societies
which conducted trade and had most of the (hand) labor done by slaves®.

"*Harari (2014), p. 195. See also Pinxten and De Munter (2006), pp. 57 a.f.
Ferguson (2009), p. 24.

18According to Plato, society itself originated when (coin) money came into use. In this approach,
indirect trade economy is what gave shape to the economy and state organization (see Plato 1987,

p. 61).
See also Galbraith (1975), pp. 7 a.f.

19See further Graeber (2012), p. 26; Ferguson (2009), p. 27; Korteweg (1970), p. 35.

20Bogaert et al. (2000), pp. 19 a.f.
See also Martin (2013), p. 15; Harari (2014), pp. 200 a.f.; Mandel (1962), pp. 254-258.

21Bogaert et al. (2000), pp. 23 a.f.
#2Bogaert et al. (2000), pp. 44 a.f.

B Galbraith (1987), p. 9.

Slavery still expresses the love of capitalism, especially of the rich and the powerful, to exploit
other people’s labor as cheaply as possible (in order to get themselves as rich as possible), a love
that regretfully still prevails in modern societies.
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While large parts of the world evolved towards a coin based monetary system,
coining—i.e. the creation of money out of metal—became to an increasing extent
the prerogative of state (or other public) authorities.**

As mankind organized itself increasingly into basic organizational legal struc-
tures, many of those structures started to gradually organize their own monetary
system. Making abstraction of the name given to such organized “social structures,”
they usually had in common that a group of people considered themselves to be part
of the same structure (e.g. a country, a sovereign city or region, etc.), generally
controlled by a central leadership, often having sovereign claims on a given
territory, where people who were not part of this structure did not have free access,
but needed authorization from the central leadership.

It need not surprise that in society models relying on coin-based economies, the
coining gradually became a prerogative of such central leadership. In such cases,
only the ruler (sovereign, emperor, king, prince...) could coin money, which was
evidenced by the fact that the coins in such an economy often bore the picture of its
sovereign.”

This formula proved to be very successful. Coin-based money systems hereby
gradually gained more and more confidence in view of the fact that the government
became responsible for the money coining.

In some cases, rulers responsible for issuing coin money, gradually wielded the
coining even as a source of income. When such rulers needed (more) money
themselves, they bought precious metal and minted coins with a fineness and
weight that yielded them a profit. As a result, the value of the metal used in the
coins became lower than the face value of the coins themselves?’, which could
reduce trust in such “alloy” coin money.*®

This for instance happened in Ancient Rome, where at a certain point in time
even local authorities refused to accept money issued by the state and, gradually,
also the soldiers of the Roman legions lost confidence in the coin money, which,
eventually, hardly contained any gold at all. This attributed to the understaffing of
the Roman legions and would consequently contribute to the fall of the Western
Roman Empire itself.”

During this historical evolution towards money creation based on coinage by the
government, the conventional nature of the money system was essentially not

**Graeber (2012), p. 27.

2 Graeber (2012), pp. 27 a.f.

*SHarari (2014), pp. 203—204; Vandewalle (1976), p. 8.

?"Vandewalle (1976), p. 8.

Z8Galbraith (1975), pp. 8-9.

29Eagleton and Williams (2007), pp. 54 a.f.; Pfister (1941), p. 211; Breasted s.d., p. 125; Galbraith
(1975), p. 9.

This clearly illustrates that “currency” (= money issued by the government) at all times is to be
embedded in the social contract on which the state authority itself is based (see e.g. Vandewalle
1976, pp. 9 a.f.). When this trust is lost, the population will refuse to use the currency, which in
turn, in extreme cases, can disrupt the organization of society itself.
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altered, especially taking into account that a legal society structure itself may be
considered as the outcome of a social contract.*

In this approach, a group of people keeps subjecting itself to a certain organiza-
tional legal structure to shape their society because they voluntarily choose to do so.
In the course of time, they have “agreed” on the outlook of the organizational legal
structure of society.>!

In other words, the monetary system, originating within and by any organiza-
tional legal structure shaping society, is itself part of this social contract. More
specifically, the money created by the government is accepted by the population on
account of the trust that the people have in the authority of the government and its
ability to maintain the purchasing power such money represents.””

Conversely, the power of the sovereign became also increasingly relying on the
trust that his population put in his monetary system™. In this way, the historical
tone for an ever increasing interdependence between money and power was
set already at an early stage in the history of money.

2.2.3 Money Within Modern States

In contemporary societies, where the most common organizational legal structure
that shapes societies is the so-called modern (central) (nation) “state”, the creation
of money is allegedly part of the sovereign state authority.**

Hence, the public bodies or administrations authorized under the constitution of
such a modern state determine what constitutes money and what the legal organi-
zation of the monetary system looks like®>, using procedures that are to a greater or

- 53
lesser degree “democratic”.®

N Galbraith (1975), pp. 8 a.f.
31See Rousseau:

Si donc on écarte du pacte social ce qui n’est pas de son essence, on trouvera qu’il se réduit
aux termes suivants. Chacun de nous met and commun sa personne et toute sa puissance
sous la supréme direction de la volonté générale; et nous recevons and corps chaque
membre comme partie indivisible du tout. A Dinstant, au lieu de la personne particuliere
de chaque contractant, cet acte d’association produit un corps moral et collectif compose
d’autant de membres que I’assemblée a de voix, lequel recoit de ce méme acte son unité,
son moi commun, sa vie et sa volonté. Cette personne publique qui se forme ainsi par
I’union de toutes les autres prenait autrefois le nom de Cité, et prend maintenant celui de
République ou de corps politique, lequel est appelé par ses membres Etat quand il est passif,
Souverain quand il est actif, Puissance and le comparant a ses semblables. (Rousseau 2001,
p- 53; see also Rolland 1940, p. 53; Brimo 1968, pp. 95 a.f.).

32See the historical examples summed up by Harari (2014), pp. 203-205.
33Harari (2014), pp. 203-204.

3See furthermore Martin (2013), pp. 66 a.f.; Shuster (1973), pp. 3 a.f.
3Harari (2014), pp. 200 a.f.

3For further reading, see Shuster (1973).
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In many of these “modern” states (especially in the Western world), this legal
organization of the money and of the monetary system is based on a more or less
cohesive system of laws (or other “law-making” instruments with similar legal
force). As a result, the monetary system is (or ever has been) voted in, or at least
supported by, a democratically elected parliament, so that it is a reflection of the
will of society.?’

Even in such a formalized society model, where the conventional nature of
money and the monetary system is supported by the “social contract,” their chang-
ing characteristic remains an essential characteristic.

Moreover, it appears that (nation) states in general have not been able to
monopolize the creation of money entirely. On the contrary, throughout history,
there have been several forms of so-called “privately” created money. This fact
even still strongly determines the processes of money creation within contemporary
societies where privately created money, both in numbers and in general societal
impact, has become far more important than money issued by public authorities
(see especially Sect. 2.5).®

2.3 Evolution of the Conventional Nature of the Monetary
System in the Middle Ages

2.3.1 The Early Medieval Banking System
2.3.1.1 Predecessors of the Medieval Banking System

As has been pointed out in Sect. 2.2, already early in Western history, coins
composed of precious metals became gradually accepted as money in most parts of
the world (usually under the auspices of a public authority).>” Even so, the essentially
conventional nature of money and the monetary system remained quite evident
throughout Western history, in particular in light of the banking system that arose
during the Middle Ages (especially as of the eleventh and twelfth centuries on).*’

Without entering in too much detail,*' some interesting key moments in this
particular phase of the genesis of the currently prevailing monetary and financial
system will hereafter be dealt with.

The emergence of the modern Western private banking system can be traced
back to the Middle Ages** (the period from 500 to 1500 AD).*’

*Deweirdt et al. (1997), p. 27, pointing out the political symbol meaning of money.
3Harari (2014), p. 201.

¥ Galbraith (1975), p. 10.

“OFagleton and Williams (2007), pp. 77 a.f.

*ISee further Martin (2013), p. 32; Graeber (2012), p. 534.

“>Martin (2013), pp. 88 a.f.

BGraff et al. (2014), p. 9.
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Although also in Classic Antiquity there already had been some forerunners of
the medieval banks and hence of today’s modern banking system,** the latter has
principally been shaped by a number of developments which have occurred in the
Middle Ages.*

In medieval Western Europe, mainly from the twelfth century onwards,*® there
were institutions of all sorts that engaged in one way or another in monetary
transactions.*’

These institutions can be considered as the predecessors of the current banks.

For instance, there were the so-called “money changers.” In an era when many
cities and regions used their own local coins and inter-regional and international
trade became increasingly important,*® these money changers more and more
played a crucial role in society.

Another example of institutions dealing with money professionally were the
“jewelers” (also-called “gold and/or silversmiths™). Gold and silversmiths espe-
cially played an important role in the manufacture and storage of money, especially
in areas and periods in which private individuals were allowed to have precious
metals minted into coins.*’

Also the so-called “pawn shops” have played a pioneer role in the genesis of
modern banking.>

Moreover, within large mercantile houses arose affiliates responsible for pre-
serving, transporting and exchanging money (a typical example was the mercantile
house of the famous Italian Medici family’").

“Bogaert et al. (2000), p. 19:

The trade of banker (. ..) appeared for the first time in Greek history towards the end of the
fifth century B.C., following the invention of money in Lydia in the last years of the seventh
century B.C.
See also Galbraith (1975), p. 8; Ferguson (2009), p. 25.

“SMankiw (2011), p. 627.

46Bogaert et al. (2000), p. 71.

“TBogaert et al. (2000), pp. 75 a.f.; see also Vandewalle (1976), p. 8.

“8Bogaert et al. (2000), p. 83.

““Middelkoop (2014), p. 51.

30Bogaert et al. (2000), p. 75.

5!Graeber (2012), pp. 291-292; Ferguson (1998); Bogaert et al. (2000), p. 111; Galbraith (1987),

pp. 37 a.f.; Bogaert et al. (2000), pp. 95 a.f.; Middelkoop (2014), p. 52.

Though others had tried before them, the Medici were the first bankers to make the
transition from financial success to hereditary status and power. They achieved this by
learning a crucial lesson: in finance small is seldom beautiful. By making their bank bigger
and more diversified than any previous institution, they found a way of spreading their
risks. And by engaging in currency trading as well as lending, they reduced their vulner-
ability to defaults. (Ferguson 2009, pp. 48—49.)
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Initially also ecclesiastical institutions, e.g. convents and abbeys,”” have played
an important role in money circulation, in particular the “Order of the Poor Knights
of Christ and the Temple of Solomon” (Lat.: “Pauperes commilitones Christi
Templique Solomonici”), better known as “the Templars”. Their main monaster-
ies in Paris and London have even been referred to as “the principal banking
houses” of their time and were both major lenders of money and major cashiers
for various ecclesiastical and secular powers.>*

When some of the clients of the Templar banking houses faced increasing (re-)
payment difficulties, they started to blame their problems on the banking houses
themselves and viewed them as a threat to their power. This would motivate Philip
IV the Fair, then King of France (1258-1314) to plead with Pope Clement V (1264—
1314) for the dissolution of the Knights Templar, in its own turn leading to the papal
bull “Vox in Excelso”. Afterwards the role of the clergy in the financial sector
largely disappeared, and they were gradually replaced by worldly “financial”
institutions (in particular the ones mentioned in marg. 23 of this chapter).’

Out of the wide amalgam of institutions listed in marg. 23 of this chapter would
gradually emerge the forerunners of today’s banks in (using modern terminology) a
process of continuous interaction between private and government initiative.

2.3.1.2 The Medieval Mechanism of Coin Deposits

The institutions listed in the aforementioned marg. 23 of this chapter saw the light at
a time when money creation—in essence, the coinage of precious metals (gold,
silver, bronze, copper ...) into coins—was increasingly performed by or under the
auspices of local sovereigns. Although a lot of variation prevailed, one common
factor was that, in most cases, the strongest authoritative body in a specific region
often arrogated coinage.”®

To put it in modern terminology: in such monetary systems, coinage became
based on government authority. Otherwise put, money creation had gotten basically
in public hands, as at that time in Western history, there was not yet other money
besides coins.

With regard to this publically created coin money, the diverse institutions
mentioned in marg. 23 of this chapter offered a variety of “financial services”,

52Bogaert et al. (2000), p. 81.

33Delisle (1975), p- 248; Graeber (2012), p. 291; Bogaert et al. (2000), p. 103; Van Houtte (1942),
p. 95.

54Eagleton and Williams (2007), p. 81; Van Houtte (1942), p. 95; Zilioli and Selmayr (2001), p.
40. See also; Le mystere sans fin des Templiers. In: Le Vif—I’espress (hors série), January 22nd
2016.

S>Barber (1978), p. 311; Hamblin and Seely (2007), p. 125; Van Houtte (1942), pp. 95-96.
56Eagleton and Williams (2007), p. 77; Martin (2013), p. 74; Galbraith (1975), pp. 8 a.f.
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such as the exchange, storage, transportation, coining and melting down of said
coins.

As a result, in their respective professional capacity, these types of institutions
often accumulated large quantities of coin money (mostly for the benefit of their
clients).

In other words, these institutions increasingly functioned as “custodians” of the
(cash) money on behalf of their clients (especially merchants, but also other well-
off people), who for various practical reasons—many of them related to safety’’—
no longer wanted to keep their own (cash) money (= their coins), but entrusted its
custody to said institutions.>®

Thus came into existence an economic specialism, namely that of “custody” of
(cash) money (= coins), in which we can recognize the predecessor of the current
deposit function of the banking system, still one of the bases of the present-day
financial and monetary system, hence of the prevailing private money creation
system itself (see also further, under Sect. 2.5).

Since the task of such custodian institution(s) was initially limited to keeping
and guarding the entrusted coins, under the commitment to return them to the
depositor at the latter’s simple request, they did not yet play a true “bankers’ role”.

In modern terms, the function these institutions performed could be considered a
mere “cashier’s function”.>”

It goes without saying that a sound administration was a crucial element for the
success of the respective service suppliers, besides offering guarantees for adequate
surveillance (among others, by means of safes, of employing guards and through
other security services).

However, some further evolutions of this custody function would prove to be of
decisive importance for the development of the banking system. Once again, these
evolutions were hardly based on preconceived, abstract concepts or systems,® but
rather occurred simply while responding to practical opportunities and/or looking
for ways to meet the growing needs of the clients of these respective professional
“coin custodians”.

During these development phases of the modern banking system, an essential
characteristic of the “primal form” of the contract of deposit for coins became
gradually tinkered with.

The classic contract of deposit goes back to Roman law and essentially applies to
a very specific type of agreement, whereby a depository receives a specific item
from the depositor under the obligation to give back that very same item (and not

57 Among which the risks and inconveniences of moving (huge amounts of) coins (see Eagleton
and Williams 2007, p. 81).

58Bogaert, Kuran-van Hentenryk and Van der Wee (2000), p. 83.
59Bogaert, Kuran-van Hentenryk and Van der Wee (2000), p. 83.
SMartin (2013), p. 111.



2.3 Evolution of the Conventional Nature of the Monetary System in the Middle Ages 25

another one), unmodified (and in principle even unused), whenever he is asked to do
so by the depositor.®’

Yet this basic characteristic of the deposit contract was soon found no longer to
be essential for the deposit of money.

As explained above, money in the Middle Ages meant coins minted by or under
the auspices of a (local) government authority. However, when a depositor depos-
ited such a sum of money, i.e. a certain number of coins, he did not necessarily
expect to get back those very same coins, but rather the same quantity of coins of
the same kind—or possibly even other types of coins for a same total value.

Pretty soon, this principle of “fungibility” became prevalent for money deposits
(in coins), even though this meant a departure from the classic deposit contract in a
strict legal sense of the word.

The depository thus ended up in a position where he could “use” the coins
entrusted to him by a particular co-contractor, on the condition that he managed to
meet any repayment request from his co-contractor at any given time (consisting of
the same quantity of other coins of the same kind, or possibly in coins of a different
kind, provided their value was the same).

Moreover, the co-contractors of a professional coin depository tended to leave
the coins in the custody of the depository for increasingly long periods because they
did not need the coins themselves (otherwise put: as such co-contractors started to
acquire more and more wealth, they also started to “save” money, or, in economic
terms, they started to postpone its basic use of spending it), while a parallel payment
system developed based on the debt instruments issued by the depositaries (see
further, at marg. 38 of this chapter). The professional depositaries thus accumulated
increasingly large stocks of coins which they could “use,” on the condition that they
were at all times able to honor any repayment requests from their clients.

2.3.1.3 The Medieval Mechanism of Lending Coin Money

As during the aforementioned processes (referred to above, at marg. 29 of this
chapter), more and more “depositors” kept delaying their requests for repayment,
thus extending the average deposit period of the coins handed over to their
depository, the basis was created for a new economic activity for the depository,
namely the “lending” of said coins to third parties.

As already mentioned, this evolution required a departure from the classic
contract of deposit. Little reservation against such practice seems to have been
raised, which may be explained by the fact that, throughout the ages, commercial

S (3 goes without saying that this characteristic is essential to the deposit of specific objects.

For instance, when someone deposits a coat (to which he is attached), he expects to receive back
that same coat, in the same condition. Obviously he will not settle for another coat, save in very
exceptional circumstances, for instance if the depository would instead offer him a much nicer,
more expensive coat. However, the latter situation would require a new contract between depositor
and depository.
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law has been shown to easily drop the strictness of classic, civil law requirements in
cases where this is useful for commercial practice.®® As a result the depository
institutions which so far mainly had profiled themselves as depositaries of coin
money, gradually developed into “loaners” of the latter to third parties in need of
credit.

Initially, this lending activity was restricted by the so-called “papal prohibition
on interest charging” and later in time, on “usury”®’, which was one of the reasons
that such institutionalized “money-lending” against payment of interests, initially,
fell mostly into Jewish hands, since Jews were not subject to the aforementioned
papal prohibition on interest-charging®. (See also further, under Sect. 3.3.3 of
Chap. 3 of this book.)

However, soon commercial practice sought for practices allowing depositories
to escape the strict (papal) rules on the charging of interest (a topic which will be
further explored in more detail in Chap. 3 of this book).

Thus, the predecessors of modern banks evolved into institutions which not only
accepted coins in deposit (under the obligation of repaying an equivalent amount
when so requested), but also started to loan out these coins to third parties in need of
credit.®

In this evolution whereby depositories evolved into loaners of coin money, the
“practical experience” of such a professional depository who also lent the coins
entrusted to him to third parties, had to ensure a sound treasury management, since
at all times he had to have sufficient coins in stock to be able to honor repayment
requests from his (original) clients/“depositors.”*®

2.3.2 The Medieval Evolution Towards Privately Issued
Paper Money

A second development would gradually resolve the economic restriction on the
lending capacity of the specialized institutions referred to at marg. 31 of this
chapter.

This development concerned the methods of proof used in the legal relationship
between the professional depositaries and their clients-depositors.

Initially, when entering into a classic contract of deposit, very often an equally
classic document of proof was drafted by the depository.

52Byttebier and Wera (2016), p. 2.
53See also Byttebier and Flamée (2012), p. 22.
54Byttebier and Flamée (2012), p. 25.
65Bogaert, Kuran-van Hentenryk and Van der Wee (2000), p. 83; Middelkoop (2014), p. 51.
See also Galbraith (1987), pp. 140 a.f.
6 As will be made clear in what follows, this has remained one of the main principles of modern-
day banking.
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For instance, the depositor of a certain sum of money—i.e. a certain number of
coins—thus received a debt instrument in his name (which was usually not freely
transferable, except under strict conditions imposed by civil law) mentioning a
precise description of the restitution obligation of the depository. This kind of debt
instrument, moreover, initially merely served as a method of proof of the right of
the depositor to be repaid a specific number of coins or a number of coins for an
equivalent nominal amount (and, consequently, of the corresponding obligation of
the depository to repay the coin money).®’

This commercial use would gradually evolve. As the earlier mentioned principle
of “fungibility” of the coins to be returned became more important (see above, at
marg. 29 of this chapter), the debt titles also changed form. Gradually, the debt titles
were no longer made out in the name of the depositor, but got issued “to bearer”. In
addition, in order to facilitate the handling of the reimbursement requests at the
counter of the depository, the debt titles which served as proof of the restitution
obligation of the depository of the coins, got written out in advance for rounded
figures. Whoever “deposited” a certain amount of coins, henceforth received in
exchange several pre-issued debt titles written out for rounded amounts, adding up
to the value of the deposited coins.®®

Translated into more modern (financial) terminology, the situation of the fore-
runners of modern banks at the point in history reached in the foregoing marg. 33 of
this chapter, can be described as follows: private entities, initially functioning
within the economy as professional depositaries of cash coins (at the time: the
only form of money) started to issue—for reasons of proof—written documents
granting the holder a right to repayment of coins for a nominal value (i.e. equivalent
to the amount mentioned in the document). In order to facilitate the counter activity
of the depository, there was an evolution towards the development of paper
documents (debt instruments) mentioning rounded values and these eventually
got issued to bearer.

The “pay-to-bearer” nature of the abovementioned paper documents had as an
interesting side effect that the (initial) holders of such documents could fairly easily
transfer them to third parties.

The general rule for pay-to-bearer documents is—in most law systems still—that
its mere possession provides a sufficient legal value of proving the title contained in
it.%” As a result, the transfer of such pay-to-bearer paper can easily be accomplished
by physically handing it over to a third party. The said proof of debt documents
were moreover issued (eventually: to bearer) by relatively trustworthy parties, i.e.
professional coin money depositaries which generally attached great importance to

67Bogaert, Kuran-van Hentenryk and Van der Wee (2000), p. 153; Eagleton and Williams (2007),
p. 81.

%8Eagleton and Williams (2007), p. 177; Bogaert, Kuran-van Hentenryk and Van der Wee (2000),
p- 165.

$Martin (2013), p. 97; Weatherford (1997), pp. 123 a.f.
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their market reputation, in particular as to their repayment capacity (in modern
terms: they strove for a high level of “liquidity” and “solvency”).

This eventually led to a practice whereby the proof-of-debt documents themselves
gradually started to function as an appropriate instrument of payment themselves.

The debtor of a payment obligation towards a third party who was at the same
time the holder of proof-of-debt documents issued by a professional depository of
coin money (thus being himself a creditor of this depository) had two options: either
(i) exchange the proof-of-debt documents for coin money at the depository’s/
issuer’s, and pay his own creditor with that coin money; or (i7) if the third-party
creditor agreed, hand over the debt instrument itself to his creditor in order to settle
his debt (which legally speaking amounted to a system of tender payment by
transfer of a claim); in such a case, the latter creditor himself became the rightful
holder of the debenture documents and, in case he himself needed to pay his own
creditor, he in turn got confronted with the same choice as the first-mentioned
debtor himself had been (and further so, as Galbraith describes, “ad inﬁm’tum”).70

As confidence in the issuers/depositaries of the mentioned debt instruments
grew, the practice of repayment of debt through tender payment of such debenture
documents issued by professional custodians of coin money also became more and
more common (with less and less need to bring the underlying coins back into
circulation).”!

In this way, the debenture documents issued by professional custodians of coin
money evolved into payment instruments themselves, more precisely into “pri-
vately emitted paper money”.

A fundamental requirement for this system to work was that there had to be
sufficient trust in the repayment capacity (liquidity and solvency) of the (private)
issuers of the said debt instruments; without it, holders of such debenture docu-
ments would obviously be very likely to resort back to the underlying coin money.

It is hard to underline just how important this evolution has been as pivotal in the
genesis of a real banking system (still lying at the basis of the modern banking and
monetary system).

Martin’? has phrased this as follows:

It was here — in the creation of a private payments system — that the invention of modern
banking originated. Such a humble birth may sound disappointing. Today, the banking
sector’s unglamorous routine of providing payments services takes a distant second place in
the popular imagination to the exciting business of lending and trading. But their ability to
finance and settle payments is the more fundamental activity. This is banks’ specifically
monetary role, and what makes them special.

"Galbraith (1975), p. 20.
""Martin (2013), pp. 100 a.f.
Comp. Galbraith (1975), pp. 18-19, in this regard having pointed out that

the process by which banks create money is so simple that the mind is repelled. Where
something so important is involved, a deeper mystery seems only decent.

7Martin (2013), p. 101.
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2.3.3 Medieval Private Paper Money Creation Based
on Lending

The practice described under Sect. 2.3.2 of using the aforementioned debenture
documents soon was followed by another development.

In their daily practice, issuers of bearer debenture documents started to experi-
ence that (/) the exchange of these documents for coins by their holders got more
and more postponed in time, and (i7) on the contrary, the debenture documents
evolved to a means of payment of debts themselves, while the holders no longer felt
a need for an (immediate) exchange for coins.

This growing realization added a new dimension to the lending activity of coin
depositories.””

Thus far (and as explained above), the lending activity of said coin depositories
had been based on loaning out (the underlying) coins to parties in need of credit.

However, gradually a new lending technique would evolve whereby the issuer of
the aforementioned debenture documents simply provided newly issued debenture
documents (which did not rely on additionally deposited coins) to a counterparty in
need of a credit.

As a consequence—and by definition—such issuer of bearer debenture docu-
ments would bring into circulation higher values (or amounts) of documents than he
had coins in stock (cash). By definition, his cash resources consisting of coins
became smaller than the value of the debenture documents put into circulation by
him.”*

The success of the technique of private (paper) money creation based on the
lending activities of coin depositories, would furthermore be influenced by the
evolution of the so-called “church prohibition on charging interest” (see further,
under Sect. 3.3.3 of Chap. 3 of this book).”

73Bleaney and Greenaway (1996), p. 382; Crockett (1981), p. 19.

"4Galbraith (1987), p- 142; see also Galbraith (1977), pp. 164-166, having summarized this
evolution as follows:

With banks came the power, given to few private citizens, to create money.

">This church prohibition on charging interest had already been in vigor in the Western European
(Catholic) territories since the early Middle Ages, but got more and more contested in the later
Middle Ages, first in practice and then also in thought. As a result, it became for early bankers
more and more lucrative to engage in massive lending (especially by issuing privately emitted
paper money exceeding their cash reserve of coin money). They hereby started making agreements
with the borrower, whereby the latter agreed not only to repay the capital made available, but also
an additional interest, thus acting in defiance of the church restrictions on charging interest. This
however gave a boost to the development of private paper money, as it prompted bankers to grant
more and more credits in order to increase their profits (see Galbraith 1975, p. 13).

Moreover, the technique of interest generating credits also allowed for an increasingly “reck-
less” way of granting credits, as the interest mechanism made it possible to compensate losses
from non-refunded credit with the gains of effectively repaid credit. This led to a proper free riding
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It has probably not been a coincidence that the aforementioned technique of
granting credit against interest by issuing amounts of paper money above the coin
reserves of the issuers thereof, took a very strong hold in the early Protestant areas,
i.e. in some areas of Germany (in the sixteenth century)’® and in the Netherlands
and the UK (in the seventeenth and eighteenth century).

This may, to some extent, be explained by the fact that renowned scholars such
as Luther and later Calvin were among the first “Christian thinkers” endeavoring to
make the practice of refundable credits and/or charging interest acceptable for
Christians.

Hence, the mentioned territories were able to evolve into “capitalist powers
avant la lettre” that thrived on private money creation based on interest.

As will be further explained in the next Chap. 3 of this book, this newly
developing economic system would soon entail several pernicious emanations,
such as “colonialism”, “imperialism” and “slavery”.

The “previous generation” of imperialist countries, in particular Spain and
Portugal, had still based their colonial behavior (in the sixteenth century) to a
much larger extent on a money system backed by gold and silver coins which has
been one of the reasons for the historical gold and silver raids in South America.’’
The seventeenth century colonialism of the Netherlands and the United Kingdom
would soon take an even bolder and more mercantile dimension, in a process where
gradually the rest of the world would see itself reduced to an exploitation area for
the economic interest of the leading European powers of that time.”®

Once the technique described in the previous marg. 40—41 of this chapter started
to take hold, the coin depositaries/debenture issuers evolved into actual bankers, i.e.
institutions implementing so-called “private money creation”.

A reverse side of this evolution was that any banker (depository/issuer of paper
money) engaging in these credit activities by definition was no longer able to
meet all and every request to exchange the paper money for coins, even though
this was (still) the underlying legal obligation that such a banker had pledged to the
holders of the paper money (i.e. the bearer debenture instruments).

mechanism where “bad” debtors (those who did not pay back their loans) could benefit from the
efforts of “good” debtors (those who did pay back their loans).

The tone was hereby set for a society model that would increasingly rely on greed as a guiding
principle of its socioeconomic relations. As Galbraith has put it:

The discovery that banks could so create money came very early in the development of
banking. There was that interest to be earned. Where such a reward is waiting, men have a
natural instinct for innovation. (See Galbraith 1975, p. 19.)

The ethical side of this evolution will be further elaborated upon in the next Chap. 3 of this
book.
7SFor further reading, see for instance Steinmetz (2015).
77Ferguson (2009), p. 22; Bieler (1961), p. 143; Beaud (1994), pp. 18-21 and 26 a.f.
"8Beaud (1994), pp. 137 a.f.; Becket (2014), pp. 98 a.f.
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Evidently, all of this required a great confidence’® by the holders of the paper
money in their respective banker. Such confidence had to be strong enough to deter
these holders from “en masse” exchanging the paper money they held for the
underlying coins, since their banker was by definition no longer able to meet such
requirements of all the paper holders combined. On the contrary, when confronted
with exchange requests for an amount greater than his stock of coins, the banker
would find himself—to put it in modern terms—in a state of bankruptcy.®®

2.3.4 Synthesis: Status of the Monetary System at the End
of the Middle Ages

By the end of the late Middle Ages, the techniques described in the previous
margins of creating privately issued paper money had become common in several
Western countries.

As aresult, two distinct forms of money got in use in the countries (or territories)
in which the aforementioned practice took place.

On the one hand, there was still a use of coin money. This coin money was (still)
minted out of precious metals (especially silver), which in most countries (terri-
tories) could only be done by or under the auspices of a more or less central public
authority.®’ These coins functioned as cash money which formed the basis for
deposits with the developing bankers who were under the obligation to pay out
coins against the paper money they had brought into circulation themselves.**

On the other hand, a second type of money consisted of privately issued paper
money.

"The primary element of trust on which this form of money use relied, is also evident from the
definition “fiduciary” paper money, as opposed to the notion of “representative” paper money
which refers to cases whereby a sufficient amount of underlying coins (or bars of precious metal)
are at hand (see e.g. Byttebier 2001, p. 32, no 34, a.o. referring to Bank of England (2000), 1;
Bogaert 1988, p. 43; Fase and Vleminckx 1995, pp. 16-17).

Historically, paper money has gradually evolved away from being “representative” and became
(more and more) “fiduciary”.

80See e.g. Martin (2013), p. 104:

In the same year [1321] the Catalonian authorities revised their 1300 order that failed
bankers be forced to live on bread and water until all their clients were reimbursed.
Henceforth, any banker who failed to meet his clients’ demands was to be publicly
denounced and then summarily beheaded in front of his bank. It was no idle threat, as the
hapless Barcelona banker Francesch Castello discovered in 1360. Under such uncompro-
mising regulatory regimes, domestic banking really was a risky business.

81yet for some time the population in various territories was allowed to supply the raw precious
metals for minting by the authorized public authority. The latter however had (often) the sole
power to actually mint the coins and insert the required marks, which usually included the picture
of the sovereign.

82Crump (1981), p. 17; Nussbaum (1950), pp. 32 a.f.
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The choice for paper was a consequence of the fact that it was physically based
on originally handwritten, and later printed documents which were created as debt
instruments (in the sense used in civil law). These debt instruments got more and
more issued to bearer and for rounded amounts. As the general public started to
hand them to other parties to pay off debts (in classic terms of civil law: “transfer in
lieu of payment”), they evolved into a second form of “paper money”. Said paper
money was a form of money put into circulation by private institutions, initially
without any government involvement. Hence, for some time, no legal rules or
restrictions regarding the issuing of this privately issued paper money prevailed.

This second type of money was “privately issued” and as it was exchangeable
against coins, it could be considered as an early form of “representative” (later:
“fiduciary”) paper money.

2.3.5 Evaluation of the (Late) Medieval Money Creation
2.3.5.1 Advantages of the New Money Creation System

It is needless to say that the late medieval development described at marg. 38 a.f. of
this chapter has been of paramount importance from both a general societal and
socioeconomic point of view.

First, the creation of paper money got more and more detached from chance
discoveries of silver and gold ore, which had become the metals most often used for
coinage.®® As a result, the privately created paper money, issued by “private
circulation banks,”84 could be issued much more abundantly than coins, as the
latter required an increase in the supply of the relevant precious metals.

On the contrary, the only restriction on the issuing of (private) paper money was
the need to keep a sufficient cash stock of coins in order to be able to honor the
agreed upon obligation to pay back coins against bank notes upon the simple
request of the holder of the latter.

For obvious reason, this new money creation mechanism had an important
leverage effect on economic growth.®

83Pdoa-Schioppa (2011), pp. 51-73, especially 58.
84Bogaert, Kuran-van Hentenryk and Van der Wee (2000), p. 246.
85Galbraith (1975), p. 28 has phrased this as follows:

The miracle of money creation by a bank (...) could stimulate industry and trade, give
almost everyone a warm feeling of well-being.

but adding to this the question:
How to have the wonder without the reckoning?

Compare to a more recent observation by Oxfam (see Oxfam 2016, p. 8):
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As a result, money also started to play a more and more important role in
government and in society in general than it had in the ages before. For instance,
medieval governments ceased to rely on the old feudal levy to raise armies, which
through tradition and precedent was more and more considered to be too
circumscribed and inflexible, and instead started to supply and pay troops in cash
money. Feudal tenants themselves started to commute their labor services into cash
rents, while their lords started relying more on such cash payments or on exploiting
their estates to produce surpluses which were saleable against money.

In this way, the increase money supply through the private banking sector also
contributed to the decline of the medieval feudal system to the advantage of a pre-
capitalist society model.®’

Second, the “new money creation system” was also an extremely liberal system,
as the private market players themselves were able to determine the amount of
paper money they put into circulation, solely based on their proper experience.

However, in some areas, the private money creation produced an ongoing
conflict with local authorities, which often tried to get a solid grip on the private
banking system. Such authorities were usually eager to request credit, but not
always very diligent in paying it back. In some cases, this even resulted in a
dramatic outcome, with as an early historical example the sad fate of the “Tem-
plars” (see above, at marg. 24 of this chapter).®®

Third, the aforementioned evolution (re)introduced the private initiative at the
monetary level, i.e. a larger participation by the population of the national econo-
mies. As a result, issuers of private paper money got involved in the process of
money creation by either honoring or not honoring requests for credit from mem-
bers of their economy.

Ever since, such private money issuing institutions have kept on playing this role
and have, in modern-day economic terminology, become full-fledged “bankers”.
Needless to say that their particular role in the money supply and creation granted
them a key role in the emerging capitalist economies.

Today, bankers still play this role, in particular when they grant credit to other
economic agents. However, where during the Middle Ages this process of creating
money by granting credit consisted in the issuing of new private paper money
exceeding the value of the underlying cash reserve (coins), today’s money creation

The size of the global economy has more than doubled over the past 30 years. In 2014, its
value reached nearly $78 trillion. As production and output continue to grow, there have
been absolute increases in gross domestic product (GDP)—one of the main indicators of
economic prosperity—in every region of the world over this period. In South Asia,
combined GDP in 2014 was more than five times what it was in 1985.

8Eagleton and Williams (2007), p. 83.
87Ealgleton and Williams (2007), p. 83.

8Martin (2013), p. 115. See also Bogaert, Kuran-van Hentenryk and Van der Wee (2000, p. 103;
Galbraith (1987), p. 143.

For further examples of defaulting worldly authorities causing severe banking problems, see
Eagleton and Williams (2007), p. 82.
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by banks through the granting of credit usually takes place through a booking on a
bank account (leading to a so-called creation of “scriptural money”®”) for amounts
exceeding the cash reserve a bank holds (presently usually under the form of coins
and bank notes). (See furthermore, under Sect. 2.4.5.)

Finally, the particular characteristic described under the previous marg. 47 of
this chapter, moreover, once again highlights the essentially conventional nature of
money, especially given the fact that it was people themselves who started to
“accept” the private debt instruments issued as a means of proof of coin deposits,
as a new form of money, hence as a means of payment for other commodities and
services offered within the commercial field.

Otherwise put may also this evolution be considered within the larger social
contract on how a society gets organized, especially vis-a-vis the societal consensus
about what is accepted as money, or about what money “is.”

2.3.5.2 Precarious Nature of the New Money Creation System

A major drawback of the (private) money creating system that was shaped during
the late Middle Ages, was its inherently precarious nature (which Galbraith cor-
rectly refers to as money creation mainly based on cycles of euphoria and panic’, a
characteristic of the money creation processes which has largely remained in force
since then).

Under the system described in the previous marg. 38 a.f. of this chapter, it did
indeed not take much to get a banker into trouble. By definition, this could happen
each time when such a banker would meet requests for reimbursements exceeding
the amount of his coin cash reserve.

Hence, a crisis of trust, whatever the cause, was sufficient to tackle a banker and
could de facto result in a destruction of money. This could result in a loss of
purchasing power of the collectivity of bearers/owners of the privately issued
paper money (which, when occurring, would amount to the difference between
the total amount of paper money issued by this banker minus the value of his coin
cash reserve).”!

As bankers started to make investments in each other’s paper money, the
problems experienced by one banker could, furthermore, very easily create a
cascade of similar problems with other bankers and hence for the whole banking
sector. History has shown ample proof of this.””

It can hereby not be underlined enough that the practice of issuing paper notes
was inherently based on an underlying conventional mechanism. Especially the
bankers themselves were bound by obligations contained in the very paper notes

8Martin (2013), p. 13.

“Galbraith (1975), p. 21.
°!Galbraith (1975), p. 21.
22Galbraith (1990), p. 20.
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themselves. According to these obligations, a banker was obliged to pay out coins
for the value mentioned on the notes he had issued.

This system was inherently precarious, as each banker would issue notes
representing amounts (far) exceeding his cash reserve. By definition, no banker
was ever able to comply with exchange requests for the total value of the bank notes
he had issued.

This late medieval mechanism of private money creation by the banking system
thus had a strong “fiduciary” nature and required a consistent trust of the population
in the paper money, in particular, in the fact that paper money would continue to
play its role as a generally accepted payment instrument, i.e. as money.

On a psychological level, this required the population of an area in which private
paper money was brought into circulation to remain confident that the issuing
banker would be able to comply at all times with any request to exchange paper
notes for coins.

It is obvious that such a form of trust inherently had an irrational nature, as is the
case with so many economic processes. Objectively, the said required trust made
little sense, since, as bankers issued paper money for far larger amounts then their
cash reserve of coins, by definition, it was impossible to comply with exchange
requests for all the private notes issued by any particular banker.

This very dimension of extreme irrationality characterizes the conventional basis
of money (as part of the social contract organizing society) and demonstrates that
money is but that which the population of a given economy “believes” or “accepts”
that it is money, putting their acceptance in something that intrinsically”® is not
(expected to be) of much value at all.”*

A further striking characteristic of the banking system that emerged during the
late Middle Ages has been that any breach in trust could fairly easily crash the entire
fiduciary monetary system of a given region.

For instance, a certain part of the population might suddenly lose its confidence
in paper money while keeping confidence in coins, hence deciding to exchange
their paper money for coins.

This might happen without or with a rational motive. An example of the latter
could, for instance, have been the case when a competitor of a given banker
massively collected bank notes issued by this particular banker and requested
them to be repaid all at once, knowing that the banker in question would not have
been able to honor such a request.

At the moment that a banker having issued paper money had spent all the coins
of his cash reserve to comply with exchange requests, he was no longer be able to
honor any further requests. He then effectively defaulted on his contractual obli-
gations, since he was no longer able to honor his basic contractual commitment to
exchange bank notes for coins. Such a banker found himself in a state of failure and
literally had to close his doors.

“3Harari (2014), pp. 202—203.
%4Galbraith (1987), pp. 65-66. See also Ferguson (2009), p. 28.
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In such cases, there rarely has been an easy way to remedy such a situation as the
clients of the banker were no longer willing to keep on holding their deposits of
coins. To put it in modern terminology, the banker in question went bankrupt.

Such bankruptcies of bankers occurred from the very beginning of the modern
banking profession and had often dramatic consequences for the monetary
system.”’

In several cases whereby a private banker went bankrupt, the population did not
just lose confidence in the paper money of the banker in question’®, but often in
paper money in general, including that issued by other bankers.

Bankrupt bankers would furthermore be excluded from commercial trade.
Hence, the paper money they had issued no longer represented any underlying
commitment and became effectively worthless. This meant that the bearers, in
particular those who had not managed to exchange even part of their paper
money for coins, lost all the purchasing power previously contained in the paper
money.

This might even lead to economic cascade effects. For instance, bearers of paper
money who were themselves debtor to third parties, found themselves no longer
able to pay their own debts. Manufacturers and merchants would as a result be
confronted with impecunious clients, which in turn resulted in proper cash flow
difficulties.

It comes as no surprise that such an abrupt loss of the purchasing power of
fiduciary paper money could have dramatic societal and socioeconomic conse-
quences, and in the worst cases even disrupted the very society model itself.

Society in general, and its public authorities in particular, obviously became
eager to avoid such disruptions of the (new) monetary system, and aimed at
techniques of avoiding and remedying them.®’

As e.g. a massive number of private bankers went bankrupt in the sixteenth to
seventeenth centurygg, this would lead to various radical government interventions
and in many countries even to the establishment of a (new) government monopoly
on the creation of paper money (which will described in more detail in Sect. 2.4).

2.3.5.3 (Preliminary) Ethical Perception of the New System of Money
Creation

There was obviously also an “ethical” downside of the (late) medieval “new system
of paper money creation”.

9For an overview of some financial crisis moments, see Schemmann (2013), pp. 22 a.f.; Galbraith
(1990).
9While the latter might even lose his head; see above, at footnote 80 of Chap. 1 of this book.

*TIn present day terms, this topic a.o. translates as the moral hazard question of “bail outs of banks”
(see especially Stiglitz 2010, p. 200).

98Bogaert, Kuran-van Hentenryk and Van der Wee (2000), p. 249.
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As will be further elaborated upon in more detail in the next Chap. 3 of this book,
the technique of private paper money creation based upon credits which private
bankers provided to other economic agents and which generated interests, would
open the doors for a society model increasingly characterized by greed and egoism
(which would later on in history become known under the names “capitalism” and,
subsequently, “the free market system™).””

In this way, it could even be correctly argued that the industrial revolution of the
nineteenth century was to a large extent preceded by a financial revolution of the
seventeenth century which has made the industrial revolution possible.'®

2.4 Genesis of the Central Banking System as a Reaction
to Financial Crises

2.4.1 Banking Crises as Triggers for Government
Intervention

As aresult of the difficulties referred to under the marg. 52 a.f. of this chapter, the
“newly” created European private banking system would find itself under increas-
ing pressure, especially as of the seventeenth century.'"’

In view of the aforementioned characteristics of the late medieval banking
system, it is no surprise that there were frequent crises of confidence, sometimes
with disastrous effects, such as massive bankruptcies.'%*

In many cases, these crises of confidence turned out to be the result of exces-
sively reckless and greedy behavior of the bankers themselves. Driven by an
increasing desire for profit, bankers were more and more prepared to take increas-
ingly big risks, in particular when granting credit to market players who were
insufficiently creditworthy. The main reason of this evolution was that the said
credits yielded interest—sometimes disguised as “fees” with other names—at a

%9 As will be elaborated upon in more detail in the third chapter of this book, private bankers, given
their unbridled search for profits, started granting ever more credit to a.o. manufacturers (in
addition to other economic agents). As a consequence, the latter were themselves driven to
enhance production both in order to be able to pay back these credits (including the agreed upon
interests) as for making ever more profits themselves (an evolution which led to the present-day
“production for production’s sake”). As economic production itself can only thrive when con-
sumption also increases, consumers themselves were increasingly invited to start to “consume for
consumption’s sake”, a.o. manipulated by marketing techniques which even led to so-called
“created wants”. Finally, within this societal model, public authorities themselves got increasingly
manned by people more and more looking out for their own interests, instead of for the general
good of the communities they are suppose to lead.

10Ferguson (2009), pp. 53-54.
191 Galbraith (1975), pp. 21 a.f.; Schemmann (2013), pp. 29 a.f.
102See ¢.g. Galbraith (1990).
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time when the aforementioned classic church prohibition on charging interest was
gradually losing its grip on society. As a result, bankers saw opportunities to
become rich quickly without much personal effort, simply by creating, out of
nothing, excessive amounts of private paper money.

As a result, the amount of paper money brought into circulation by the private
bankers expanded while the quantity of (underlying) coin money remained rela-
tively stable.

It needs not much explanation that in a banking system where the obligations (to
exchange paper money against coins) of the bankers kept increasing, while the
number of the underlying coins economically remained virtually the same, sooner
or later problems were to be expected

Moreover, this reckless behavior of bankers resulted in credit being granted to
parties that were not sufficiently creditworthy, among which even worldly sover-
eigns and church authorities. An especially risky situation occurred when public
authorities started relying on borrowed money to finance wars, per definition a
completely counterproductive activity hardly ever to be made profitable for society
as a whole'®®. The problems that arose when such credits would not be paid back
would often lead to cascade effects.'®*

2.4.2 Genesis of (an Early) Central Banking System

In view of the often disastrous consequences of massive bank failures, governments
saw themselves forced to intervene. From the late seventeenth century on, this
resulted in various sorts of policy gradually shaping the basis for a central banking
system. The latter would in many countries become characterized by (i) a (public)
monopoly on issuing bank notes, and (if) a task set to support private banks
(ultimately giving rise to the creation of the lender of last resort-function still in
vigor today).'*

Once again, one must observe that there has never been a preconceived “blue-
print” to shape the central banking system in any Western European country, its
genesis rather also having been the result of a process of trial and (a lot of) error (see
also above, footnote 9 of this chapter), sometimes inspired by foreign examples
while at the same time taking local particularities into consideration.

Consequently, government measures drafted to support the private banking
system (and in particular to protect it from the pitfalls of pernicious banker

193 Albeit obviously very profitable for certain interest groups, such as arms producers and other
members of the leading classes.

1%4Galbraith (1987), p. 143.

195Schemmann (2013), pp. 33 a.f.; Bogaert, Kuran-van Hentenryk and Van der Wee (2000), pp.
249 a.f.; Galbraith (1975), pp. 32 a.f.; Eagleton and Williams (2007), pp. 179 a.f.; Ferguson (2009),
pp- 50 a.f.
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behavior) came into being as a reaction to the occurrence of practical problems, in a
gradual “trial and error” process. In many countries, it hereby took several con-
secutive measures to keep the private banking system afloat and/or on the right
course. During a process of ongoing legislative interventions, the model was
continually tinkered with, often even abolishing previous measures that had proven
to be ineffective.

In hindsight, one can observe that during the eighteenth and the nineteenth
centuries, the measures in question crystallized into a central banking system
based upon the following pillars:

1) the founding of “a central bank” (in some cases government was its only
shareholder; in other cases government was its main shareholder, while other
shares got in private hands; there even have been cases where the government
shareholding was limited or non-existent, and central bank shares got mainly or
entirely in private hands);

the granting of special, often exclusive competences to this central bank, the

most far reaching being an exclusive competence to issue (fiduciary) paper

money;

3) a task description of “general good”; in particular the central bank got the
assignment to supply other (private) banks with necessary paper money, based
on a system of lending against collateral; the central bank hereby started acting
as a “lender of last resort” of paper money (potentially newly issued for this very
purpose); in such cases, the private bank acted as borrower under an obligation
to pay back the amount of the loan to which interest was added.'®

2

~

Henceforward, the private banker had to generate sufficient funds from the
services rendered to his clients in order to pay back the money borrowed from the
central bank, plus interest. The private bankers became themselves the ones putting
into circulation the paper money issued by the central bank when granting credit to
their clients, the private bankers.

2.4.3 Genesis of a Central Bank Policy

As part of the evolving monetary policy referred to in the previous marg. 58 of this
chapter, private banks were more and more encouraged to satisfy their financing
needs among each other. For instance, a private bank with a cash surplus (coins and
bank notes, the latter issued by the central bank) might “invest” this surplus by
loaning it out to a bank with a cash shortage (i.e. not having enough banknotes and
coins in stock to be able to pay its short-term obligations towards its own co-
contractors).

106Bogaert, Kuran-van Hentenryk and Van der Wee (2000), p. 275.
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Borrowing money from the central bank hereby became a “last resort” mecha-
nism. The central bank discouraged this by means of its interest rates, thus further
motivating private banks to borrow (already existing) money from each other.'"’

Gradually, the practice referred to under the marg. 59 of this chapter evolved
into a so-called “(central) interest rate policy”. Hence, the central bank started
positioning its central interest rate for loans to private banks systematically (a little)
higher than the market interest rates, in order to discourage the private banks from
knocking at its door.

This furthermore allowed the central bank to implement a policy for controlling
the quantity of money that was put into circulation in function of the needs of the
economy. Initially this concerned only paper money, but later it included a new
form of privately issued money, namely the so-called “scriptural money” or “book
money”’; see further, at Sect. 2.5).

For instance, when economic growth needed to be stimulated, the central bank
could lower its interest rates, thus encouraging private banks to borrow from the
central bank in order to offer cheap loans to their own clients (thus putting into
circulation more newly created paper money). When there was a threat of inflation,
the central bank might raise its interest rates in order to confine borrowing (and the
purchasing and investment behavior based on it).

In this way, central bank policy resulted in various countries in a strong mutual
interweaving of private banks (on the so-called “interbank lending market”), but at
the same time in a mechanism of steering the economy.

In this process, private bankers gradually started organizing themselves in so-
called “clearing houses” in order to settle their mutual obligations. Initially, these
clearing houses were physical spaces where the (representatives of the) bankers, on
regular moments, gathered in order to settle their mutual obligations. Later on, the
notion “clearing (house)” more generally started to refer to the practice of settling
mutual positions between bankers (also in a virtual way).

Moreover, this system facilitated the financial soundness of private bankers and
hence the upscaling of the private banking system. As they could no longer issue
private paper money themselves but had to turn to their central bank in order to
obtain (new) paper money, said private banks were (purportedly) moved to a more
prudent behavior. As long as they respected the government directives (including
those regarding their investment behavior), private bankers were in this way fairly
sure they would be able to keep up with their financing needs (= the ability to
comply with their obligations towards their clients).

Gradually, central banks themselves started to issue guidelines which were more
and more detailed (often as part of their lending conditions) which purportedly
encouraged the private banks to control their risk behavior even more.

The fact that the private banking system thus became de facto subjected to
central bank supervision also allowed upscaling and professionalization.

197Bogaert, Kuran-van Hentenryk and Van der Wee (2000), pp. 275 a.f.
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As a result, in many Western countries, small local banks grew into national
market players (in Europe: also into European market players) that played an
increasingly important role in various sectors of economic life.

Perhaps without having realized it explicitly, the banking system was thus being
prepared for its role as the financial motor of the industrial revolution of the
nineteenth century.m8 In this regard, as has been mentioned before (see above, at
marg. 55 of this chapter), the industrial revolution of the nineteenth century was
preceded by a financial revolution starting at the end of the seventeenth century
which has made the industrial revolution possible.'”

2.4.4 Impact of the Aforementioned Evolutions
on the Monetary System

At this particular point in the genesis history of the “modern” banking system, there
now were still two types of “cash money” in play, albeit the nature of one of these
had changed.

There still were the coins minted by the government, which would for a long
time continue to be made out of precious metals.

On top of that, there now was also cash “paper money” issued by the central
bank (which often had a monopoly on issuing it).

Both forms of money functioned as full-fledged money, fulfilling all the func-
tions usually attributed to money. Both forms of money could, for instance, be used
in payment transactions, but also fulfilled a savings and credit function. Economic
residents with a savings surplus could, for instance, deposit coins or paper money
(or a combination of both) with a bank and expect to be repaid (upon request) in
both forms of money.

To the degree that both forms of money were issued by a government (some-
times the same), the system would even get further rationalized in many countries.
In this evolution, gold and silver coins got gradually taken out of circulation and
melted down to gold and silver bars which were kept by the central banks as a
monetary reserve to cover their obligations.''*

Furthermore, instead of precious metal, metals or alloys of a far lower value (for
instance copper and nickel) got used for the making of coin money. In many cases,
the nominal value of these copper or nickel coins was significantly higher than the
intrinsic value of the metal they were made of. The issuing government often also
abolished the liberty of minting and melting coins.

'%Bogaert, Kuran-van Hentenryk and Van der Wee (2000), p. 292.
%Ferguson (2009), pp. 53-54.

"9This was furthermore a consequence of the collateral mechanism that lay at the base of the
central bank’s lending policy.
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While (central) governments, for practical reasons, even limited the purchasing
power of coin money, coins evolved from “token mints” (minting and melting of
which became the prerogative of the government) to so-called “token money”
(which could only be used for payments of limited amounts).

On top of that, a new form of private money creation entered the banking and
monetary system, namely the so-called “scriptural money” (also: “book money”).

For reasons of clarity, the latter will be further dealt with under Sect. 2.5.

Further on, appropriate legislative interventions were implemented to take gold
and silver coins out of circulation and melt them into bars to be used as monetary
reserves.

This evolved to a system of gold coverage of the paper money issued by central
banks. In some countries, legislation hereby obliged central banks to hold a
sufficient reserve of gold (bars) to match the nominal value of the banknotes in
circulation. In other words, the banknotes had to be “covered” by underlying gold
(so-called “gold coverage™).""!

In many countries, central banks themselves accumulated a major part of the
national gold reserves to serve as such a monetary reserve. At that point, silver was
in most cases taken out of the monetary scene.

At the same time, the exchange obligations of the central bank gradually became
more flexible, for instance by applying the coverage rules only to large amounts. As
a result, only those economic players that held banknotes amounting to the value of
a certain (large) quantity of gold (for instance a gold bar with a certain standard
weight) were henceforward allowed to submit an exchange request.

The United Kingdom would take a leading role in the processes described in the
previous margins and eventually ended up at the head of a (de facto) “gold (bar)
standard” monetary system, allegedly the first truly international monetary system
in which the central banks of the participating countries subjected themselves to a
strict monetary discipline characterized by the fact that the quantity of the bank-
notes in circulation had to correspond to a determined amount of underlying gold
(bar) reserves.' '

From an ethical point of view, it has to be observed that already from the start,
this system was intrinsically “unjust”, since under this “gold standard system”, the
money supply within a given economy, and hence its growth potential, depended on
the amount of gold the country in question had managed to build up in the past (in
most cases by having robbed other territories).!'? As a consequence, countries that

lllBogaert, Kuran-van Hentenryk and Van der Wee (2000), p. 270.
"2Weatherford (1997), p. 164; Bogaert, Kuran-van Hentenryk and Van der Wee (2000),
pp. 267 af.

"3This is probably why Keynes himself would dismiss the gold standard as a “barbarous relic”.
(See Ferguson 2009, p. 59.)
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had shown the strongest drive for conquest and war, were also the ones most likely
to maintain and even expand their wealth.'"*

Poorer countries were often unable to participate in the gold (bar) standard, or
had to resort to “tricks”, such as maintaining monetary reserves in banknotes issued
by countries that themselves managed to follow the rigorous discipline of the gold
(bar) standard. For the latter countries, a parallel gold exchange standard emerged,
based upon central bank monetary reserves consisting of, for instance, Pound
Sterling. This in turn tended to further strengthen the currency of the “strong”
countries (with the Pound Sterling evolving into a so-called “strong currency”).' ">

Needless to mention that the inherent unjustness of the gold standard monetary
system still leaves traces today, mainly as a result of the unfair distribution of the
world’s wealth it has caused.

2.4.5 Further Crystallization of the Monetary System
in the Nineteenth Century

As a consequence of the aforementioned genesis of the central banking system, the
commercial banking system, and hence the mone(tar)y system itself, to some
degree returned under state control.

This process started hesitatingly in the seventeenth century (for instance in
Sweden and England''®), and spread all over Europe in the course of the eighteenth
and nineteenth centuries''”.

As the central bank in many (European) countries often obtained a monopoly on
issuing bank notes, money creation once again ended up in the hands (or at least
under the auspices) of governments.

Coin minting, on the other hand, had in most countries remained in government
hands for centuries and had itself hardly or not been affected by the rise of the
medieval banking system.

As a result, both paper money and coin money now had a “public” character.
However, this would merely be a temporary situation, as gradually a new form of
private money creation was about to manifest, namely the creation of “scriptural
money” (which, at present, is by far the most important form of money).

The evolution which led to the technique of scriptural money creation will be
further dealt with in a more detailed way in Sect. 2.5.

141t has, for instance, not been a coincidence that Great Britain, which had absorbed a large part of
the world into the so-called “British Empire” (in particular between the sixteenth and the
eighteenth centuries) was the leading country under this gold standard system (see Weatherford
1997, p. 162).

"SFor further reading, see Schuker (2003), pp. 77-93; Drummond (1987); Eichengreen (1985).
"SEandreau and Ugolini (2011), p. 47.
" Galbraith (1975), pp. 31 a.f.; Bogaert, Kuran-van Hentenryk and Van der Wee (2000), p. 275.
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The further historical evolution of cash money would witness an escalating
“demonetization” of precious metals.''®

Also this development has not been sudden and/or thoroughly meditated upon,
but has rather been a gradual process by which the central banks of more and more
countries would systematically lower the coverage ratio of the paper money they
issued, until the obligation to “cover” paper money with precious metals eventually
got completely abolished in most countries (albeit the central banks of some
countries would continue to hold on to their reserves of precious metals as so-called
“monetary reserves”).

At that moment in time, cash paper money also became entirely “conventional”.
Its value was no longer determined by the fact that it represented precious metals
against which it could be exchanged, but instead now depended on a simple
government ratified agreement between economic agents who “accepted” (or:
“agreed”) to consider paper money as money.' '’

This gradual “demonetization” of precious metal coins and the gradual evolution
of paper money from “representative” to entirely “conventional” even prompted an
economic scientific debate about what exactly constitutes the value of paper money.

This debate was prominent in nineteenth century England'*°, which is not
coincidental given the fact that this was the leading economic (and hence also
monetary) power of the time.'*!

In this debate, there were two main currents, namely “metalism” (which held
that the value of paper money lies in the underlying precious metal coins or bars)
and “nominalism” (which held that the value of paper money is not based on any
underlying commodity, but is of an intrinsic nature based on a convention between
economic agents).'*

Eventually, the nominalism current would come out as the victor of this debate.

This would by the end of the twentieth century result in an uncontrollable—and
hence uncontrolled—growth of the money supply, characterized by the fact that,
worldwide, numerous economic agents, including governments, have found them-
selves sucked into an ever more unrestrained credit behavior, with as sole winners

""8pdoa-Schioppa (2011), pp. 51-73.
"9Nussbaum (1950), pp. 5-9; Fase, and Vleminckx (1995), p. 17.

See also Bank of England (2000), p. 1.

'29Graeber (2012), pp. 46 a.f.; Galbraith (1975), pp. 36 a.f.

According to Galbraith, this debate is indistinct, albeit wholly recognizable, still continuing to
the present day. It concerns the basic question where economic change originates, either with those
who are responsible for money creation (in our economy, mainly private banks providing credit to
other economic agents), or with those who produce. Otherwise put, the question is if money
(should) influence(s) economy, or if money should respond to the economy. (See Galbraith 1975,
p. 36.)
121Galbraith (1975), p. 36.

22For further reading, see Bogaert, Kuran-van Hentenryk and Van der Wee (2000), p. 363; Berend
(2006), p. 193; Nussbaum (1950), pp. 28 a.f.; Hirschberg (1976), pp. 53 a.f.
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of this evolution private banks themselves (see further Sect. 2.6.3 and Sect. 3.4.5 of
Chap. 3 of this book).

2.5 Scriptural Money as the New Privately Created Money

2.5.1 Background

In the evolutionary processes described in the previous Sect. 2.4, the commercial
banking system—and hence private initiative in general—for a brief period of time,
appeared to have lost its participation in the money creation process, as the latter
had become to a large extent under the control of central banks which came into
existence as of the seventeenth century.'*?

Yet it would not take long for private banks to discover new opportunities to
participate in money creation, this time by developing so-called ‘“scriptural

124
money”.

2.5.2 Deposits and Money Substitution

To put it simply, the creation of scriptural money starts with the deposit of cash
money (which at the point in history we have reached in the previous margins
consisted of both coins and publically issued bank notes).

In its elementary form, such a deposit of cash money is the legal action by which
an economic agent (the depositor) hands over a certain sum of cash money to his
bank. The latter, by way of proof, opens an account indicating the deposit and as a
result becomes obliged to immediately repay this sum of money at the simple
request of the depositor.'*>

It should be observed that this legal technique of deposit forming was almost
identical to the medieval custom of economic agents entrusting their coin money to
a financial institution such as a goldsmith or money changer, who supplied them
with a debt instrument as proof of his repayment obligation. As explained above, it
were precisely these (late) medieval debt instruments that had evolved into pri-
vately issued paper money.

123gee for instance, as regards the Bank of England, Galbraith (1975), p. 34.

124Today, private banks still hold a central position in the process of creating “scriptural money” to
the extent that, in most countries, the quantity of scriptural money is much larger than the quantity
of chartal money, as a result of which scriptural (hence: privately created) money has become the
primary form of money.

125See for instance Treyvaud (1972), p. 166.

70

71

72


http://dx.doi.org/10.1007/978-3-319-52518-1_3
http://dx.doi.org/10.1007/978-3-319-52518-1_3

73

74

75

46 2 On the Conventional Nature of Money

There were some differences, though. The aforementioned deposit custom of the
Middle Ages initially only pertained to coins, whereas the practice of deposits
emerging in the seventeenth to eighteenth century pertained both to coins and to
(publically issued) bank notes. Another difference was that the medieval practice
involved issuing debt instruments, whereas the deposit mechanism of the seven-
teenth and the eighteenth century involved the opening of a deposit account.

From a legal point of view, such a deposit entails a legal action resulting in a
contract between the depositor and the bank in question, regulating the obligation to
repay the deposit in cash money (coins or banknotes). Furthermore, the contracting
parties usually agree upon other ways of using the deposit and the deposit account,
in particular with regard to various payment facilities offered by the bank (initially:
checks, later: bank transfers and eventually: electronic and internet based payment
techniques).

Moreover, as a result of such an initial deposit of cash money, a conversion of
cash money into scriptural money occurs for the amount of cash money deposited.

Henceforward, cash money could be defined as money with a physical existence
and which owes its value as a generally accepted payment instrument to a govern-
ment decision. Scriptural money is then a debt instrument expressing a receivable
of a depositor towards his banker, including the right of reimbursement of the
deposit in cash.

This conversion process is the so-called “money substitution” which does not
result in the creation of new money, but in a process whereby existing cash money
is “converted” into scriptural money.

Reclaiming the deposit then causes an “inverse money substitution effect”.

2.5.3 Creating New Scriptural Money Through Commercial
Bank Lending

The further historical evolution of commercial banks creating new scriptural money
“ex nihilo” has been quite similar to the process of, on the one hand, displacement
of the standard coin money by the token coin and, on the other hand, the origination
of paper money (firstly “representative”; subsequently “fiduciary”’; and eventually
completely “conventional”) as an alternative money form to precious metal coins.

The historical origination of both privately issued paper money and scriptural
money illustrates that when the government tries to monopolize the monetary
system, private market players will look for alternative money forms, usually
motivated by an unrestrained desire for profits (see further Chap. 3 of this book,
in particular Sects. 3.2-3.4 for further details).

The way in which the private banking system started creating new scriptural
money once again was based on the practical experiences of (commercial) bankers.

Initially, the latter got involved in the process of converting cash money into
scriptural money, which, as described earlier, is a form of “money substitution”. As
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explained before, this happened at a time when, due to legal restrictions, said
bankers were no longer able to issue banknotes, as this had in most countries
become the privilege of the central bank.

Just as in the (medieval) origination of privately issued paper money as an
alternative to precious metal coins, bankers would soon, once again, observe that
the whole of depositors would at a given moment in time only convert a fraction of
the sum of all deposited amounts (coins and banknotes) back into cash.

This empirical observation soon motivated the private bankers to engage in so-
called “scriptural obligations” without having received a cash deposit, in particular
in the context of their credit activities.

The process of creating (new) scriptural money became common practice in the
nineteenth century'?°, and once again the English banking system has played a
crucial role'?’.

Nevertheless, its historical origins go back much further. For instance, the
renowned “Amsterdamse Wisselbank” (which could be freely translated as the
“Exchange Bank of Amsterdam”) already performed scriptural transactions in the
seventeenth century,'*® thus performing an as yet unequaled creation of (private)
money through the granting of credit, which even became one of the motors of the
Dutch economy during Holland’s “golden age.”'?’

Private banks were hereby able to engage in scriptural obligations for an amount
exceeding their cash liquidity (= cash reserve), based on the observation that, at any
given moment in time, only a fraction of the scriptural credit was converted back
into cash by the original depositors.

As a result, engaging in scriptural obligations above the amount of his cash
reserves became part of the credit policy of banks towards their diverse clients.

Based on their stash of cash money, banks started to calculate the maximum
amount of liabilities they could engage in without ending up short of liquid assets
and hereby avoid becoming unable to comply with a depositor’s request for
exchange. Such calculations were based on their daily experience: the amount
requested by the depositors to be converted from scriptural credit into cash
money at any given time.

As a result, the scriptural liabilities of the banks became much larger than their
cash reserve, which implied the creation of new (scriptural) money.

To this day, the cash reserve held by banks is still one the foundations of the
prudent policy that private banks are supposed to adopt.'*"

A bank which receives a deposit from a client must at all times be able to repay
this deposit ad nutum in cash at a simple request (at least for the classic type of

126K orteweg (1970), p. 45.
127Bogaert, Kuran-van Hentenryk and Van der Wee (2000), p. 274; Middelkoop (2014), p. 54.
128Bogaert, Kuran-van Hentenryk and Van der Wee (2000), pp. 196 a.f.; Galbraith (1975), p. 19.

2Harari (2014), pp. 355-356; Galbraith (1987), p. 141; Ferguson (2009), p. 49; Van Houtte
(1953), pp. 89 a.f.

B30Deweirdt et al. (1997), pp. 43 a.f.
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deposit). Moreover, a bank that has granted a credit through a booking on an
account is even so committed to pay out his amount at the (simple) request of the
holder of such an account.'®' This obligation to pay out in cash the amounts that a
bank account shows is more precisely the basic object of the deposit agreement, and
it is in various legal systems even qualified as a “performance” obligation. It is
hereby obvious that such a bank must adopt an investment policy which allows it to
comply at any given time with a depositor’s request for repayment.'*>

As a result of the evolutions described in the previous margins, already in the
nineteenth century the banking system had largely crystallized into the form that it
still has today.

Its further evolution in the nineteenth, twentieth and twenty-first century
consisted at the very most of some emphasis shifts which hereafter, in the next
marg. 80 of this chapter, will only be mentioned in a general way.

The most important of these emphasis shifts was probably the fact that “lending”
(or “the granting of credit”) evolved into the most characterizing banking activity
through which (private) banks got involved in the process of private money creation
twice in history, the first time when they commenced issuing private paper money
and the second time when they started creating scriptural money.

Throughout the second half of the twentieth century, deposit banks became
furthermore more and more daring in developing all sorts of high tech investment
techniques.'** On one hand, this allowed them to supply the necessary appropria-
tions to the developing capitalist economy. On the other hand, banks at the same
time developed an increasingly risky speculation behavior, mainly motivated by
greed'?*,

This evolution will be further dealt with in Chap. 3 of this book.

Another emphasis shift in the wake of this evolution has been an increasing
specialization of the banking institutions which resulted in the genesis of several
varieties of the “modern” bank.

131 Albeit other means of use are also usually agreed upon, such as access to scriptural payment
techniques.

32 Harari (2014), p. 343.

133These will here not be summed up in detail, as they are basically all based upon some
elementary basic principles of banking. As has been remarked by Galbraith:

The rule is that financial operations do not lend themselves to innovation. What is
recurrently so described and celebrated is, without exception, a small variation on an
established design, one that owes its distinctive character to the aforementioned brevity
of the financial memory. The world of finance hails the invention of the wheel over and over
again, often in a slightly more unstable version. All financial innovation involves, in one
form or another, the creation of debt secured in greater or lesser adequacy by real assets.
(See Galbraith 1990, p. 19.)

134De Grauwe (2012).
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As a result, alongside the classical deposit banks emerged several other banking
institutions, such as business banks (which deal less with deposits), all sorts of
investment institutions, etc.!®

2.6 Further Aspects of the Modern Banking and Money
System

2.6.1 General Characteristics of the Modern Banking System

Today’s deposit banking model and the monetary system based upon it are the
outcome of the aforementioned evolution, which started in the Middle Ages and
crystallized throughout the nineteenth century.

It must therefore be once more observed that the current banking and monetary
system is not at all the result of a deliberate and calculated process. Instead, the
prevailing banking and monetary system basically came into being through “trial
and error,” with the interaction between private and government initiative as
general “leitmotiv”’. More precisely, governments often had to intervene to put an
end to malpractices of commercial bankers, especially in cases when, usually
motivated by excessive greed, the latter had put themselves and society at too
much risk.

In particular, the founding of a central banking system was aimed at disciplining
commercial bankers, mainly by removing their capacity for (paper) money creation.
This initially also put a major brake on the profits that commercial banks could
draw from lending and other investments, but, as explained before, said bankers
would soon circumvent this prohibition by scriptural money creation through the
granting of credit.

As a result, and as will be dealt with further in the this book, the efforts of
disciplining private money creation by means of establishing central banks even
seem to have had the reverse effect of giving private banks ever more economic
influence and general societal power (see more in detail in Chap. 3 of this Book).

Also, the emphasis shifts of the second half of the twentieth century have
furthermore raised the question whether the current banking model is compatible
with the excessively risky behavior of today’s bankers, who are merely driven by an
ever increasing drive for profits.

135Barnks and the banking groups they eventually formed, hereby became also more and more
dexterous in applying company law techniques in order to expand, in many cases even on a global
scale. Banks for instance got specialized in dividing their various activities into subsidiaries.
Shares of the latter were sometimes even made available to the clients of the bank who, in many
cases, were hardly aware that an investment product offered by their bank constituted a risky
participation in a branched-off (special purpose) investment vehicle.
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This essentially moral question will also be covered more in detail in Chap. 3 of

this book.

By way of summary, the deposit banking model as we know it today, in

headlines functions as follows:

Deposit banks manifest themselves within the economy as the collectors of the
savings surplus of the economic players. In some jurisdictions, banks even have
a legal monopoly in this regard. Such an initial deposit of cash money (= “coins”
and (publically emitted) “banknotes”) results in a process of so-called money
substitution, “converting” the deposited cash money into a scriptural claim for
repayment or for use in scriptural transactions.

Within the bank itself, the cash money collected from the deposits functions as a
so-called “cash reserve.” As a result, the latter is no longer taken into account
when calculating the amount of cash money in circulation among the public.
Based upon its practical experience, the bank discovers what the size of its cash
reserve must be in relation to its liabilities. Based upon this information, bankers
work out their scriptural money creation whereby they engage in scriptural
obligations representing an amount of money exceeding their cash reserve.'*
The process of creating scriptural money (which is the method of private money
creation by banks currently in use) forms more precisely part of the credit
activity of said (deposit) banks.'*’

From an economic point of view, the granting of credit by a bank is thus an
activity of a peculiar nature, as it results in the creation of additional (scriptural)
money."'*®

Within Western and Western-inspired economies, the creation of scriptural
money has evolved to be the most important method of money creation, which
according to some authors to a large degree falls outside the influence of the
monetary authorities.'>”

As a result, most of the money in circulation does not emerge from the
creation of “chartal” money by the central banks (or other (government) insti-
tutions), but rather from scriptural money creation by the private banking sector.
According to some estimations, the latter amounts to at the very least 90% (and
probably far more) of the total money supply (see further, at marg. 88 of this
chapter and Chap. 4 of this book).

Needless to say that this provides private banks with an almost unlimited
economic and political influence which in present-day societies is hardly
counterbalanced by anyone or anything else.

Based on the diverse agreements with each of its depositors, the deposit bank is
subject to “restitution obligations” towards these depositors.

1368ee further Friedman (2002), p. 47.

37For a general description of the bank lending mechanism, see e.g. Hughes (2006), pp. 9 a.f.
38Deweirdt et al. (1997), p. 30.

139Deweirdt et al. (1997), p. 44. See also Pettifor (2014).
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The latter basically obliges the deposit bank to pay out a scriptural claim in
cash when the holder of the claim so requests, yet the agreements between the
bank and its depositors may include some extra stipulations. For instance, the
bank is usually also obliged to perform so-called scriptural money transactions at
the request of the depositors (mainly transfers between different bank accounts).

¢ As aresult, the granting of credit by deposit banks plays a key role in Western
and Western-inspired economies, since it supplies economic agents with (new)
money for investment needs (all sorts of investment lending) and consumer
needs (for instance construction loans and consumer credit).

e Hence, whenever a banker grants a credit, it should be a key moment of
reflection as to the creditworthiness of the borrower. Otherwise it could be a
case of too frivolous money creation, where the beneficiary does not contribute
to the economic development, which could de facto result in economic “free
riding” (see also further, under Sect. 2.6.3).

» Precisely on account of their role within the economy (the gathering of deposits
and private money creation through the granting of credit), banks have over time
been submitted to regulations motivating them to more “careful” or “prudent”
behavior. The creation of such “prudential” regulation has moreover in a lot of
countries formed a response to the major banking crises of the late 1920s and
early 1930s.'*

e In order to avoid banking crises, the commercial deposit banking system has,
furthermore, been embedded in a monetary system, as a result of which, in most
countries, a private bank can turn to a (usually, albeit not in all cases, govern-
ment founded) central bank for additional funds when its cash reserve is not
sufficient to meet the restitution requests of its depositors (and when it cannot get
cash elsewhere, for instance through a loan from a colleague banker on the
“interbank lending market”).

¢ As a result, the banking system is typically monitored in two ways: (i) the
monetary authorities provide direction through their “lender of last resort”
function and (i7) banks are moreover subject to a “prudential” legal framework,
which in most countries subjects bankers’ activities to rigorous legal rules, the
compliance of which is monitored by a supervisory authority.

* In most (Western) countries, a central bank which is in charge of cash creation
has a so-called emission privilege for banknotes, and sometimes also for coins.
In other countries minting coins is the competence of other authorities, often
some organ of the executive power.

Hence, the central bank, by definition, can always create new cash money by
either minting coins and/or printing banknotes.

Its interventions, however, will be part of its monetary policy, such as an
interest policy with respect to commercial banks, aimed at monitoring the
solidity of commercial banks requesting an intervention or at safeguarding the
value (hence: “the purchase power”) of money. Hence a commercial (deposit)

140Bogaert, Kuran-van Hentenryk and Van der Wee (2000), pp. 343 a.f.
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bank cannot unlimitedly request for new cash money from the central bank.
Needless to say that a commercial deposit bank that loses the support of its
central bank, is in dire straits and is usually headed for bankruptcy (unless in
cases when it is “bailed out” by its government).

 In this monetary and financial system, the central bank ultimately controls the
money supply, at least in theory.

Since the central bank, at least within a given territory, exclusively supplies
the commercial banks with newly created cash, it is also, at least in theory, able
to put a brake on the growth of the scriptural money amount. It is hereby
understood that commercial banks which have restricted access to new cash
money will become more prudent in creating private money, in order to avoid
the risk of not being able to comply with exchange requests from depositors. The
central interest rate policy is one of the mechanisms used by the central banks to
keep the scriptural money growth within reasonable limits (or, inversely, to try
to stimulate it).

2.6.2 The Continuous Conventional Nature of Modern
Forms of Money

The aforementioned overview also demonstrates that, throughout the ages, money
has kept its essentially conventional nature from antiquity till now.

In most current Western and Western-inspired economies, cash money (=
“coins” and “banknotes”) and scriptural money (= banking liabilities) together
constitute “money”” which the population within a national economy accepts as a
universal payment instrument for commercial commodities and services.

The social contract that shapes money is hereby based on numerous regulatory
texts, but also on various agreements between bankers worldwide and their clients
(such as depositors and borrowers) and with other bankers (e.g. to establish
arrangements prevailing on the so-called “interbank lending market” and to set
up “clearing and settlement”’-mechanisms).

Albeit the social contract concerning the use of money is, hence, to a large
degree shaped in legal texts and various “agreements,” acceptance of the common
forms of money remains also evident by the population’s behavior.

A clear (recent) illustration of this was a call by former football/soccer player
Eric Cantona in 2010 (which was picked up by a French movement called
“StopBanque” which used Facebook'*' and other means to publish its announce-
ments). Cantona urged Europeans to massively reclaim their deposits in order to
crash, or at least seriously hurt the banking system, as a way of protesting against
the bankers’ (mis)conduct which had caused the 2008 banking crisis. If this call had

14'https://www.facebook‘com/pages/StopBanque/l19038221489346 (last consulted on October
21st 2014).
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been successful, it would have been a sign of collective mistrust in the commercial
banking system and the scriptural money it creates. The fact that this call was not
successful enough to affect the solidity of the scriptural money system, illustrates
the so-far still prevailing acceptance of this money form within the European
economies.'*?

2.6.3 Credit as Money

From the foregoing, it has become obvious that in the prevailing inherently precar-
ious system of money creation, a large degree of prudence and caution is expected
from the antagonists in the process of money creation, namely the commercial
bankers operating under the auspices of a central bank.'*?

Any commercial deposit bank participating in the process of money creation
must be aware that when it lends out money—be it to individuals, families,
enterprises or governments—and hereby engages in scriptural liabilities exceeding
its cash reserve, it is creating new money ex nihilo."**

As a result, it becomes crucial for the bank to monitor the creditworthiness
(including the solvency) of its borrowers, even more so than for other market
players who grant credit based upon their own (existing) funds.

New scriptural money created by the bank through the granting of credit is
moreover immediately full-fledged money, which the borrower can spend as
desired, respecting the conditions and modalities agreed upon with the lender.
The borrower hereby instantly acquires purchasing power to make payments within
the economy.

In other words, such types of credit are expected to stimulate economic growth,
since an increase in purchasing power is expected to stimulate consumption and
hence production (unless in case prices of goods and services are rising).

However, it also must be observed that if such a credit is not paid back and the
legal system is too tolerant in its mechanism for absolving debts, one ends up with
»easy money*. The latter is of no benefit to the economy, since the credit that has
been made available to the borrower is economically not ,,earned back* in case of a
default of the latter. This situation may even be referred to as a form of economic
free riding*.

Hence, the (present-day) social contract underlying the creation of scriptural
money by commercial banks granting credit is (and, under the capitalist system,
should remain to be) based on the premise that the borrower will effectively be able
to pay back the credit he has received. Otherwise put, within capitalism, the
prevailing monetary system is to a large extent founded on the underlying

12willsher (2010).
3Galbraith (1977), pp. 166-167.
“Ingham (2005), p. xix. See also Ingham (1984).
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credibility of the collectivity of borrowers’ ability to repay the credits through
which (privately created) money is brought into circulation.'*’

As a result, through his own efforts within the economy, the borrower of a credit
must succeed in acquiring enough income in order to repay the credit to the
borrowing bank (usually increased with an agreed upon interest charge). This is
usually the basic obligation stipulated in any credit agreement.'*°

The banker, in turn, must check that the borrower will effectively be able to meet
his reimbursement and interest obligations. At the very least, said banker is
expected to perform a preliminary investigation as to the creditworthiness of a
candidate borrower before a credit is effectively granted. If the candidate borrower
turns out not to be creditworthy, the requested credit should not be granted.
Furthermore, said banker must also perform some (elementary form of) “perma-
nent” supervision during the duration of the credit agreement.147

Especially within the doctrine of “capitalist thinking® itself, any credit that is not
paid back has pernicious economic consequences.'*®

Some of these consequences are:

¢ The borrower of a non-reimbursed credit initially received purchasing power (or
put otherwise: money), yet does not contribute proportionally to economic
development.

By definition, such a borrower has performed a form of free riding, at the cost
of the rest of the economy. This may even constitute parasitic behavior, since the
borrower received (newly created) money, ergo purchasing power, but did not
perform proportional efforts for the benefit of the economy. Too many borrowers
ending up in a state of default may hence affect the economic structure in a
negative way.

* The bank/lender of a non-reimbursed credit loses an (active) asset.

Initially the bank-lender will try to compensate this loss with the profits of the
credits that are diligently paid back.

Once again, this shows that diligent payers may become the victims of bad
payers, who enrich themselves at the expense of the former. Ultimately this may
affect all of society, to the degree that its members acquire their money from the
mechanism of private money creation based on bank lending. As a result,
lending banks must include the risk of defaults in the price they charge for
granting credit (i.e. in the interest it charged to borrowers). Hence, an increase in
credit defaults may increase the total cost of credit.

Massive defaults may even endanger the very existence of the bank/lender.

There is indeed for any economic player a crucial point where the deficits
resulting from an excessive number of defaults of its debtors can no longer be

“SFerguson (2009), p. 31.

“®Hughes (2006), p. 10.

14"Byttebier (1994), pp. 1497-1574, especially p. 1518, no 29 a.f.
48See also Galbraith (1990), p. 19.
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compensated by the payments from its diligent debtors. When in case of a bank
this point is reached, the bank will face own difficulties in repaying its own
creditors (including the central bank which supplies cash money through specific
lending techniques). In extreme cases, in particular when the central bank loses
trust in a bank with too many poor payers, this can result in the bankruptcy of
such a bank.

¢ Banks threatened by bankruptcy as a consequence of too many “defaulters”,
create a particular paradigm for the economy.

The balance of a bank is essentially made up of a set of debt claims (resulting
from credit and other related forms of investment) on the active side of the bank
balance and the sum of its debts towards its own creditors (obviously in addition
to its capital) on the passive side of its balance.

The main categories of creditors of a bank are: (i) the depositors who have
entrusted the bank with their savings surplus in the form of a deposit (which
creates the initial cash reserve of the bank); (ii) professional creditors who offer
bridging loans to banks facing a cash shortage; (usually these are competitors on
the so-called “interlending banking market”) and (iii) the central bank as the
lender of last resort.

As always, the bankruptcy of a commercial bank will mainly affect its
creditors.

Practice hereby shows that the depositors are among the most vulnerable of
the bank creditors. The reason hereof is that, being non-professional
counterparties of the bank, such depositors do in most cases not enjoy any
guarantees for the reimbursement of their deposit.'*’

The bankruptcy of a bank can also cause a cascade effect vis-a-vis other
banks/creditors, which can end up in a difficult position if they cannot cash their
claim on the bankrupt bank. Due to the interweaving on the interlending banking
market, this may even lead to their own bankruptcy.

Even the central bank, which usually makes sure it has enough guarantees
(often collateral from the capital resources of the bank/creditor) may lose its
investments, which in turn might affect the value of the currency issued by the
central bank in question.

Hence, the bankruptcy of a bank may have a major disrupting economic
effect. Depositors lose their savings; depositors of other banks may lose their
trust in the banking sector and may reclaim their deposits and masse; other

*9In some jurisdictions, legislators have made it mandatory to establish some elementary deposit
guarantee mechanism; see for instance “Directive 94/19/EC of the European Parliament and of the
Council of 30 May 1994 on deposit-guarantee schemes” (OJ L 135, 31/05/1994, pp. 0005-0014),
as in the aftermath of the financial crisis of 2008 amended by “Directive 2009/14/EC of the
European Parliament and of the Council of 11 March 2009 amending Directive 94/19/EC on
deposit-guarantee schemes as regards the coverage level and the payout delay” (OJ L 68,
13.3.2009, p. 3-7).

For an overview of the European policy, see http://ec.europa.eu/finance/bank/guarantee/index_
en.htm#maincontentSec2 (last consulted on April 13th 2016).
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bankers run the risk of ending up in trouble too (including the bankers who have
lent money on the interlending banking market and those confronted with
massive reimbursement claims based on a lack of trust in the banking sector);
in extreme cases the mone(tar)y system itself may be disrupted.

The events of 2008 on the global financial markets are a poignant illustration
of this.

« Based on their past experiences with banks going bankrupt, the governments of
many Western and Western inspired nations view this as a doom scenario to be
avoided at all costs, especially as regards large banks.

This concern is expressed as the “foo big to fail” paradigm (or better: “foo
specific and big to fail”). Or, as Sheila Bair, former chair of the US “Financial
Stability Board” has put it: the “foo interconnected to fail” paradigm'°.

This paradigm explains why governments of many countries have in the past
not hesitated to help banks in trouble; much more readily than when confronted
with requests for assistance by other enterprises facing financial difficulties.

Such “state aids” to banks in distress can be accomplished in various ways:
through capital injections in the equity capital of such a bank; through govern-
ment guarantees to cover the obligations of the bank to its creditors; by taking
over bad investments (often incorporated in a separate “bad bank” branch), etc.,
and have in the past usually been referred to as so-called “bailout” operations.">'

A side effect of governments’ readiness to provide the banking sector with
extended non-market-conform safety nets, is an even more reckless behavior by
bankers. The latter sarcastically reason that “their” government will not allow
them to go bankrupt. In this way, banks are sometimes even supported in and
rewarded for their past misconduct, which is another reflection of the too big to
fail paradigm (but also of the further in this book elaborated upon “socialization
of losses”-principle).

¢ The government intervention methods to help bankers in trouble can have a very
negative impact on government finances.

Since the government of Western and Western financed countries, ultimately
funds itself by withdrawing money (and hence purchasing power) from the
general population (individuals, families and enterprises) by means of taxes
and similar contributions (see also further, under Sect. 3.4.6 of Chap. 3 of this

1508 orkin (2010); Smithers (2013), p. 87; Claerhout (2014), pp. 3638 (containing an interview
with Sheila Bair, former chair of the US “Financial Stability Board”), especially p. 38.

!31Schemmann (2013), mentioning several examples thereof.
See also Galbraith (1992), pp. 48—49:

Similarly, support to failing financial institutions—the great savings and loans rescue and
later that of the commercial banks—is a fully defended function of the government,
however evident the financial extravagance and extensive and visible larceny that made it
necessary. Were the appropriations for these rescue operations applied instead to govern-
ment expenditures for welfare, they would be deemed burdensome and otherwise wholly
intolerable.
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book), even global prosperity within a particular national economy may be
negatively affected.

The “free riding” of defaulting borrowers (or more generally: debtors of bank
investments) thus may become a problem for society at large. When the behavior
of the poor payers requires government intervention, the complete economic
system may be affected.

The situation in several European countries which helped their banking sector
in the wake of the 2008 banking crisis, once again presents a poignant illustra-
tion of this paradigm.'**

2.6.4 Further Monetary Issues Within a Credit Economy

From the foregoing, it should, among others, be clear to what extent private banking
is of a very peculiar nature, especially given the role of private bankers in (pri-
vately) creating new money.

In a gradual process which, throughout the ages, first got tolerated and later
validated by the governments and population of most world countries, the com-
mercial banking sector has in this way become responsible for a major part of
money creation.

It is estimated that, in some countries, privately created money amounts for, at
the very least more than 90% (and probably even far more) of the total money
supply.'™?

Otherwise put, it is in most countries private commercial banks that decide
whether the residents of a particular national economy (individuals and families,
enterprises...), and even governments themselves, get access to “newly created
money” to finance their activities and/or their various expenses.

Moreover, the commercial banking system also plays an important role in
intermediating in the process of channeling existing savings surpluses within a
national economy by using a vast set of methods that allow holders of savings
surpluses to make these available to those who need new funds (again: individuals,
families, enterprises, governments,. . .).

This can take various legal forms, going from shares to various types of debt
instruments.

In many countries, the commercial banking sector, furthermore, supplies a
variety of services to directly allocate existing savings surpluses to those in need
of capital or credit (for instance: organizing financial markets; intermediating on
these financial markets; providing support for financial markets entry; providing

152 A5 regards the Belgian situation, see e.g. Michielsen and Sephina (2009), pp. 187 a.f.; Peersman
and Schoors (2012), pp. 68 af.; see also Commissie voor het Bank-, Financie- en
Assurantiewezen, Jaarverslag 2008-2009.

53Martin (2013), p. 13.
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support for share issues; providing services for handling purchase and sales of
financial instruments;. . .).

Otherwise put, within (national) economies based on capitalist principles, the
commercial banking sector holds numerous key functions concerning the availabil-
ity and the circulation of money.

It is, furthermore, a very striking aspect of the present-day monetary systems
prevailing in the world that in most cases no economic agents other than commer-
cial banks themselves can turn directly to monetary authorities (i.e. central banks)
to obtain newly publically created (or so-called “chartal”’) money.

Hence, anyone other than banks (be it individuals, families, enterprises or
governments) who is in need of new money to finance a new project has only the
following two choices:

e Either try to find existing money in the private market, where it can be available
in the form of other economic agents’ saving surpluses.

The money “requester” hereby has access to several legal procedures to try
and convince the “(potential) supplier” to make his “saved” money available to
the former.

The choice of the legal procedure hereby often determines the risks for the
supplier (e.g. an investment in the capital of a limited liability company will
generally be more risky than a credit (instrument)), the yield to be expected (a
share in the profits in case of capital investment versus fixed yield in case of a
credit), the agreements regarding repayment; etc.

As said, throughout the centuries, financial institutions have developed a
great number of intermediate services to facilitate matching the demand and
supply of existing money.'>* They have for instance set up specialized financial
markets (formerly: “stock markets”), services for intermediation, specialized
savings and investment products, etc.

Through these various techniques, existing savings surpluses find their way to
those who need new funds without resort to the creation of new money.

e Or they turn to a commercial bank in order to obtain a credit, hence access to
newly privately created money.

The commercial bank honoring such a request by granting a credit that is
made available in an account of the borrower, hereby creates new scriptural
money.

It should be clear that, although the public attention is often strongly drawn to
the first of the aforementioned functions of the banking system, namely the inter-
mediary function which makes it possible that existing saving surpluses are
invested in all types of endeavors, it is above all the second of the mentioned

'5%In recent times, one may for instance witness the emergence of “new” techniques of making the
supply and demand for credits match without intervenience from specialized financial institutions,
such as, for instance, technique(s) of “crowd funding”. (See e.g. De Buysere et al. 2012;
Willermain 2015, p. 3; Levy Morelle 2015, p. 302; Raes 2015; Lewalle 2012, p. 224; Belleflamme
and Lambert 2014, p. 288.)
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functions, namely the power to create new money, which distinguishes banks from
all other types of enterprises. '

It should be clear that, as a result of the foregoing, private banks currently
possess a powerful set of instruments to steer the money and capital markets, not
in the least by their role in scriptural money creation.

The most important restriction on money creation that commercial banks hereby
face is the set of legal and conventional banker guidelines which regulate the assets
of other economic agents vis-a-vis commercial banks.

When they grant credit, commercial banks literally create (new) scriptural
money ex nihilo. By definition, as explained before, their cash reserve will as a
result not suffice to honor all their pending scriptural liabilities, among which the
obligations resulting from the credit they grant themselves. Yet banks are at the
same time bound by the very obligation to honor, without delay, any request for
repayment in cash money of any scriptural liability—including the scriptural
obligations resulting from the credit they have granted—by its titular.

This creates a remarkable “paradox” in the banking institution as, by definition, a
(ny) banker accepts obligations for larger amounts than the amount of the cash
reserves he holds. Moreover, this paradox has characterized the Western banks ever
since the Middle Ages.

As already explained before, central banks offer a way out of this paradox by
granting commercial banks access to new chartal (cash) money they need, be it at a
price.

By organizing this so-called “lender of last resort”-function, such a central bank
finds itself in a situation whereby it can supervise the money supply and, at least in
theory, can put brakes on the growth of the total money supply, for instance by
raising the price for supplying new cash money. The latter is supposed to motivate
commercial banks, in turn, to be more prudent in granting new credits, ergo in
creating new scriptural money.

In other words, in the capitalist economies, the money supply process has two
layers. In a first layer, the economic agents other than private banks themselves
mainly depend on private money creation by the commercial banking sector,
whereby, obviously, a private bank cannot grant a credit to itself for its own
needs. The second level of money creation is that of cash money creation by the
monetary authorities, to which only commercial banks have a direct access.

Since the total scriptural money supply is much larger than the cash money
supply, the system is inherently vulnerable, which has throughout the ages moti-
vated governments (but also monetary authorities) to work out mechanisms of
supervising the liquidity and solvency of commercial banks.

This explains a.o.:

¢ The enormous attention in Western (and Western inspired) legal systems going
to so-called “prudential regulation” (including, for instance, setting up deposit

135For further reading, see especially Galbraith (1992) and Galbraith (1990).
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guaranties), used by the regulators of most (Western and Western inspired)
countries to instill a high level of “prudential behavior” in the commercial
banking sector.

Since it is often the very private sector that prepares this type of regulations—
see for instance the activities of the Basel committee(s)'>°—this approach can be
characterized to a large extent as a system of self-regulation and has so far
mainly appeared to be inherently unworkable in times of real crisis.

¢ The readiness of governments of most Western (and Western inspired) countries
to go very far to help commercial banks in trouble (so-called “bailout”) in order
to avoid bank failures (the so-called “too big”—or “too important”, “too spe-
cific” of “too interconnected”—to fail paradigm).

This will be dealt with further in the text in more detail.

As aresult, and as has been proven throughout history, the current social contract
regarding money creation resembles a true “hostage drama” (see also further, at
marg. 112 of this chapter).

Historically, commercial banks have assumed a key role for themselves in the
process of money creation. Hence, the money supply process within capitalist
economies has largely gotten in their hands, not only as a result of their interme-
diary role in the money and capital markets (= matching supply and demand of
existing savings surpluses), but in particular also because they have to a large
degree assumed the process of money creation.

All of this explains why, while commercial banks behave as the most aggressive
market players in their quest for the greatest possible profits, society must at the
same provide disproportionate efforts (often at great cost) to support them.

For example, as of the seventeenth century, so-called “central banks” had to be
established which were primarily designed for the comfort of the commercial
banking system. Furthermore, in the course of the twentieth century, complex
prudential regulation had to be promulgated and a stable banking supervision had
to be organized, with all its inherent societal costs, among which the fact that during
moments of banking crises, costly bailout measures have to be taken (leading to a
“socialization of (bank) losses”).

It may already be obvious that interweaving money creation, which is (or should
be) essentially a public function, and private commercial banking, which is entirely
based on capitalist principles, is inherently unhealthy.

For this reason, it will be proposed in the Chaps. 4 and 5 of this book (see
especially, at marg. 24 a.f. of Chap. 4 of this book) to resolutely withdraw money
creation from the commercial banking system in the belief that money is (or again
should become) a so-called “public good”, hence that the processes to create it do
not belong in private hands.

A further proposal will be that, henceforward, private commercial banks would
only be allowed to provide intermediation services as regards the demand for and

156See https://www.bis.org/bcbs/.
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the offering of existing surplus savings, but would no longer be involved with the
processes that lead to the creation of money themselves.

2.7 The Monetary and Banking System in a Globalized
Context

2.7.1 |Interplay Between International Trade
and International Payment Transactions

The workings of the international money and capital markets in an increasingly
“globalized context”'>” merely accentuates some of the inherent problems of the
monetary system, without changing its inherently conventional nature.

In the present-day world, it is the so-called principle of “national sovereignty”
that prevails in monetary and financial matters.'®

This principle of national sovereignty implies that every state may determine in a
sovereign way the classic functions of the currency that is used as money within its
economic system.'”? Indeed, the so-called “ius cudendae monetae” is considered as
one of the fundamental attributes of State sovereignty, which enables the State to
issue money in defined units of accounts; to regulate its use as currency within the
territory of the State, and in particular the conditions, including (exchange) rates, of
its exchange for foreign currencies.'® Furthermore, the monetary sovereignty
principle also applies to money as a (generally accepted) payment instrument,
as a value indicator, and as a savings and credit instrument (see also further, at
Sect. 3.2.2 of Chap. 3).

Each state can in this regard freely set and apply rules (including, if so desired,
restrictions), in order to regulate these (classical) functions of money.161

157See for instance Steger (2013), p. 15; see also Bruckner (2002), p. 36.
158Shuster (1973), pp. 1 a.f.; Hollenberg (1942), p. 103.

For critical reflections on the “national character” of money, see Pdoa-Schioppa (2011), pp. 51—
73, especially pp. 57-58:

Under the influence of deep-seated forces ranging from technology to the rise of the nation
state and to the growing political influence wielded by the masses, the creation of money
was freed from the blind influence of gold discoveries and entrusted to human discretion.
This permitted greater progress toward more rational policies, but also to surrender to the
temptations of nationalism and demagogue. New risks arose, in the form of instability at the
domestic and the international levels.

159Such as, specifically in the international sphere, inter alia: (1) currency valuation (exchange
rate mechanism); (2) exchange restrictions; (3) correction of balance of payments disequilibria and
(4) international liquidity. (See Shuster 1973, p. 1.)

'%9Shuster (1973), pp. 1-3.

161 About these “classic” functions of money, see also Sect. 3.1 of Chap. 3 of this book.
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In most countries, a chosen “national” currency fulfills the aforementioned
traditional functions of money, although there are countries that have chosen
another system (for instance the countries participating in the so-called “Eurozone”
where the euro is used as one common currency).

As a consequence, since the advent of the modern (nation) states,162 in most
countries only the currency put into circulation by (or under the auspices of) the
State qualifies as a legal payment instrument for goods and/or services and perfor-
mances within the national boundaries of such a country. Otherwise put may only
this chosen currency fulfill the function of money as a generally accepted payment
instrument.'®?

Due to the principle of national sovereignty, the use of a currency created by a
particular state as a generally accepted payment instrument (hence as money)
becomes by definition geographically limited, since the currency of one state will
not be generally accepted as payment instrument within the territory of other states.
In light of the principle of national sovereignty, these other states will have created
their own currencies which, on their own turn, within their respective territories,
will function as the (only) generally accepted exchange instrument.

As a result, the currency a country has created does, in principle, not fulfill
monetary functions outside its territory. Hence, the money of one state will not be
considered as money in other states, but rather as a regular commodity which may
(or due to legal restrictions: may not) be purchased by the residents of these other
states against payment of their own currency.'®*

Inversely, as a result of the national sovereignty rule, foreign currencies—i.e.
currencies created by other states—do not fulfill the role of money within the
territory of a given state, where they are not to be considered as legal payment
instruments, but merely as a commodity that can be acquired by paying a certain
sum of the own currency.'®’

Obviously, the aforementioned principle of monetary national sovereignty has
important repercussions on international payment transactions and, hence, on
international commercial and capital transactions.

During the twentieth century, the world economy has witnessed an increased
internationalization of (international) trade and payment transactions.'®®

Steger mentions that, during the post WWII era, the total value of global trade
“exploded” from 57 billion USD in 1947 to a staggering 14,900 billion USD in
2010. In the latter year, China was reported to be the world’s biggest commodity

192Mackenzie (2014), pp. 55-65, especially 58; van Caenegem (1977), p. 383 p.; Harari (2014),
pp. 407-408.

163 Hollenberg (1942), p. 103.

164De Grauwe (1994), pp. 1116-1117.
195Fase and Vleminckx (1995), pp. 57 a.f.
16Steger (2013), pp. 41 a.f.
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producerm, accounting for 11% of the total world export, while the USA, the then
most voracious consumer country in the world, accounted for 13% of the global
import.'®®

This increase in world trade went hand in hand with (and was to a large extent
made possible by) an escalating liberalization of international trade (for instance by
the WTO'®) and international payment transactions (for instance through efforts of
the IMF). Key elements of the latter have been the deregulation of interest rates, the
abolition of credit checks, the development of international (electronic) payment
and clearing systems and the privatization of government banks, all having attrib-
uted to an explosive growth of business and investment banks.'””

As aresult of this “globalization” of trade and finance, the financial markets have
on a global scale been heavily integrated with numerous financial institutions
currently operating outside their national territories on a massive scale, which
makes supervising them extremely difficult. In many cases, financial institutions
have evolved into true “trans- or multinational” enterprises that escape any true
supervision by national authorities.'”"

This extreme internationalization of the financial system has, on the one hand,
offered perspectives for enormous profits, but, on the other hand, made the financial
sector also extremely vulnerable for all types of risks.

As aresult, the failure of such a financial institution that functions in a globalized
context may affect the stability of the financial markets in the various countries
where it is active (possibly worldwide), and even in countries where counterparty
financial institutions are active.

This has already been poignantly illustrated by the financial crisis of 2008.

The further question arises what the impact of this internationalization or
globalization of the financial system has been on money and its use.

In order to answer this question, a general knowledge in how international trade
works is needed.'”?

At the risk of generalizing too much (in particular from an economic point of
view): within the scope of international commercial trade, the residents of a given
state (hence the entire national economy of such a state) acquire goods and/or

67Van der Borght (2014), p. 2, mentioning that in 2014 China became the world’s biggest
economy.

168Steger (2013), p. 41. See also De Grauwe (2007); De Grauwe (2014).
!%Referred to by Chomsky as the result of the exportation of American values (as those especially
took shape under the Reagan-administration) (see Chomsky 1999, pp. 68 a.f.).
1708 tiglitz (2006), pp. 7 a.f.; Khor (2008), pp. 215-259, especially pp. 216 a.f.; Steger (2013), pp.
41-43; Sono and Kanda (2010), pp. 506-516; Berend (2006), pp. 263 a.f.; Chomsky (1999),
pp. 65 a.f.

For further considerations on this topic, see also further, at marg. 172 a.f. of Chap. 3 of this
book.
71Sono and Kanda (2010), pp. 506-516, especially 511; Khor (2008), pp. 215-259, especially
216 af.
2For a more profound description, see Krugman (1992), pp. 45 a.f.

See also Hume (1985), pp. 3948.
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services produced outside the territory of this state—i.e. “abroad”—either because
these goods or services are not (as easily) available'’* within their own national
territory, or because they are considered to be of a different quality.

In such cases, the residents of the state in question will be inclined to “import”
the goods or services in question from abroad, hence by acquiring them out of the
hands of residents of another state.

The former state is sometimes referred to as “import(ing) country” (or “import
(ing) state”) and the latter one as “export(ing) country” (or “export(ing) state”).
However, these concepts are not entirely accurate as it is usually not the countries or
states themselves that import or export the goods or services, but rather their
respective residents (so that the use of the terms “import” and “export state” rather
refers to the trade activity of the collectivity of inhabitants of these states).

Reversely, the residents of a given state may also sell their goods or services
abroad in case the residents of another state wish to acquire these goods or services
for reasons similar to the aforementioned ones. In that case, the residents of the
former state “export” their goods and/or services.

As explained above, such cross-border trade (import and export) may be hin-
dered by the fact that, on account of the national sovereignty principle, the respec-
tive currencies of the states involved cannot be used as “money” in each other’s
territory.

Hence, an importer will face the need to exchange his own currency for the
currency of the state of the exporter (= the export(ing) country) in order to be able
to pay for the import operation to the exporter.

Practically, this implies that the foreign currency from the export(ing) country
should be freely purchasable in the import(ing) country (where by definition it does
not function as money, but rather as a simple commodity) against payment in the
own currency of that import country.

Among others'”®, in order to insure the freedom of the so-called (money)
exchange (for payment transactions within the scope of international trade), in

173 An important factor determining the ‘“easiness” of such availability may be the cost of
production. In a globalized economy, probably all goods thinkable can be produced on any
place on earth, however not at the same cost. As a result of several factors, among which especially
the cost of labor, producing goods in one country may be a lot cheaper than producing the same
goods of a same quality in another country. Taken into account the impact of transactions costs
(among which the cost of transporting the goods), production is in such a case likely to shift to the
country where it will be the cheapest. As a result, the impact of production costs, among which
particularly the cost of labor, may have an enormous impact on the international trade flows, which
has especially become clear during the last decades (especially since the liberalization of world
trade by several treaties, among which especially the WTO-treaty). (See also Chomsky 1999, pp.
68 a.f.)
1740n the sources of international law on money and monetary transactions, see Shuster (1973),
pp. 3 a.f.

On the types of international agreements on money from a historical perspective, see Shuster
(1973), pp. 11 af.
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1944, the IMF-treaty was concluded (see especially the so-called “Articles of
Agreement of the International Monetary Fund”'").

Within a free market economy, making foreign currencies available for interna-
tional payments ultimately has become the responsibility of the monetary and
financial institutions of the countries whose inhabitants are active as importers
and/or exporters.

This currency exchange activity has, among others, led to the trading of currencies
between financial institutions (usually using foreign “correspondents” established in
the export(ing) countries) and to the building up of international reserves (based on
past export) which may be used to perform payments within the international scope.

In this way, the amount of international reserves that a country possesses
basically reflects the purchasing power such a country has acquired by past export,
which the country in question can spend abroad to finance its own future import.

It is hereby to be observed that in the current monetary systems where money has
a purely conventional character (whereby even former underlying gold backing
obligations have been abandoned), international trade has mainly come to rely on a
huge mutual trust of (the residents of) countries in each other’s currencies.

This is to be explained by the fact that in exchange for exported goods and/or
services, a so-called “export(ing) country” (= the country the residents of which
export more goods and/or services than they import) ultimately “only” acquires
money issued by the import(ing) country.

The reason for this is that, although the exporter (for instance an enterprise
producing goods or services and selling them to a foreign importer) himself will
generally require payment in his own currency, the mechanism of international
exchange ultimately results in (the monetary authority of) the export(ing) country
building up monetary reserves consisting of money issued by (the monetary author-
ity of) the import(ing) country.

In other words, from a “collective” perspective, international trade results in the
fact that the national economy of the export(ing) country will produce real goods
(and/or services) and transfer them to the national economy of the import country.
The latter merely substitutes these with a sum of its own created money, i.e. a
fictitious product with no (significant) intrinsic value whatsoever.

7Shttp://www.imf.org/external/pubs/ft/aa/index.htm (last consulted on October 29th 2014). See
also Shuster (1973), pp. 5-6.

One of the key stipulations of this treaty with regard to the freedom of payments is its Article
VIII, Section 2:

Section 2. Avoidance of restrictions on current payments:

(a) Subject to the provisions of Article VII, Section 3(b) and Article XIV, Section 2, no
member shall, without the approval of the Fund, impose restrictions on the making of
payments and transfers for current international transactions.

(b) Exchange contracts which involve the currency of any member and which are
contrary to the exchange control regulations of that member maintained or imposed
consistently with this Agreement shall be unenforceable in the territories of any member.
In addition, members may, by mutual accord, cooperate in measures for the purpose of
making the exchange control regulations of either member more effective, provided that
such measures and regulations are consistent with this Agreement.
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Ultimately in such an import-export system, the national economy of the export
country will put a lot of effort (resources, intellectual and physical labor, energy,
transportation. . .) into producing goods and/or services, in exchange for the ficti-
tious entity of (foreign) money issued by the import country.

Although from a rational approach, the effect described in the previous marg.
106-107 of this chapter may seem somewhat astonishing, this effect of interna-
tional payments does not essentially differ from any other exchange based on the
use of money.

Since the very introduction of money, inherent to the very money mechanism,
transactions have taken place whereby goods (or services) representing a real
intrinsic value are exchanged for something with hardly any intrinsic value at all,
be it “sea shells” (which historically were one of the first forms of money in many
areas), “precious metal coins” (the principle form of money since the Ancient
Greeks until the late Middle Ages) or our current “nickel coins”, “paper (central)
banknotes” or “electronic bits” which represent a bank liability.

Such an astonishing mechanism can only be put into use to the degree that the
seller of goods and/or services retains sufficient faith in the (permanent) purchasing
power of money, the “fictional entity” one receives in exchange for his real goods
and/or services. This is as much true for our prehistoric ancestor who “sold” part of
his kill after a successful hunt to a less fortunate tribe member, as within our
“modern” economies, where an export economy considered as a whole sells part
of its painstakingly manufactured production to a foreign economy against the mere
payment of money which originated in the latter.'”®

Within the context of international exchange, this premise of sufficient faith has
been “collectivized” to the faith that the national economy of the export(ing)
country (through its monetary or other authority responsible for managing its
currency reserves) puts in the currency issued by the national economy of the
import(ing) country (under the auspices of its own monetary authority).

Still, within the context of such international trade and payment transactions, the
presumed faith has moreover been “personalized” to a level never seen before in
history.

Since the abolition of the “gold standard” (and later the dollar-standard de facto
functioning as a “gold exchange standard” which was in force during the first
decades of the IMF, i.e. the period from 1944 to 1971 177), the value of a country’s
money is no longer based on (partial) gold backing.'”®

As aresult, present-day currency reserves (held abroad) merely represent a claim
on the national economy of the country that issued them.

In this way, the present international payment systems differ vastly from the
former, historical international monetary systems, in force well into the twentieth
century.

178Ferguson (2009), p. 31.
"""Mertens de Wilmars and Lucas (1973), pp. 145-165, especially p. 150.
78For further reading, see e.g. Buckley (2008), pp. 5 a.f.; Flandreau (2003), pp. 17-50.
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When money used to consist out of precious metal coins (in national economies
with a coin standard), as a result of “international trade”, the national economy of
an exporter of goods and services still acquired coins issued by another region in
exchange for its exported goods or services. Although these coins represented, as
such, no valid currency in its own region, when the faith in the national economy of
the import(ing) region disappeared (for instance because the expectations regarding
productivity and export of the import(ing) region in question were not met), the
national economy of the export(ing) region at least could melt down its stash of
coins issued by the import(ing) region and mint them into new own coins. In this
way, the income obtained from a country’s export activities could serve to increase
the own money supply of the export(ing) country (consisting of newly minted
precious metal coins) and to finance import from third regions.

In essence, this same mechanism would continue to apply to international
payment systems in later times, namely within economies based on paper money
backed by precious metal (usually gold) (so-called: “representative paper
money”).'”” The latter was backed by gold and could be converted back to it,
usually on further account of treaty agreements. In case a national economy of an
export(ing) country lost its faith in the purchasing power of its reserve of paper
money from the import(ing) country (hence in the future productivity and export of
the national economy of the import(ing) country), it might still exchange its foreign
paper money reserve into gold with the monetary authority of the import(ing)
country. In this context, the export(ing) country would still acquire gold for its
past production, while the import(ing) country would see its gold supply decrease as
a result of not meeting production and export expectancy. Consequently, the export
(ing) country could use the thus acquired gold to purchase currency of a third
country and thus obtain purchasing power in the latter country.'®

When the USA abolished the convertibility of the dollar for gold in 1971'®' (in
this way unilaterally revoking various parts of the IMF treaty)'®?, this mechanism
came to an end.

Ever since, world trade and international payments have been based entirely on
mutual faith and trust. A national economy exporting goods and/or services to
another country, merely does so with the (more or less justified) expectation that the
currency of the import(ing) country (of which it is building up a reserve) will
(continue to) represent purchasing power in said import(ing) country—and solely in
that country—for acquiring goods and services (to be) produced by the national
economy of the import(ing) country.

70ften, this conversion possibility was governed by bilateral treaties between the countries
involved.

80Ror further reading, see Tew (1977).

'81 A5 publically announced by then president Nixon in a famous television discourse on 15 August
1971 (see https://www.youtube.com/watch?v=iRzrlQU6K1o; last consulted on January 22nd
2016).

"82Mertens de Wilmars and Lucas (1973), pp. 145-165, especially p. 150.
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For instance, the enormous monetary reserves held worldwide in USD by
monetary authorities of countries the residents of which export goods to the USA,
(merely) represent purchasing power which (ultimately) can only be spent in the
USA, unless the national economy of a third country would also accept payment in
USD for its own export.

In the latter case, this third country will in its own turn build up its own reserve of
USD which ultimately can only be spent in the USA as well.

Otherwise put, a country the currency of which is used as monetary reserve in
other (export(ing)) countries (such as the USA in the example above) faces the
challenge of realizing a level of future production (and export) that allows the
foreign purchasing power to be effectively spent within its territories.

In the present-day globalized world economy, international trade and in partic-
ular international payments are, because of this mechanism, to a large extent based
on this supposed faith in balanced trade streams which are spread out over time.'®

Hence, it needs not surprise that the same premise continues to lie at the base of
the systems for monetary aid stipulated in the IMF Treaty.

Serious dents in this faith can disrupt the international payments system. For
instance, the value of the currency of the import(ing) country may plummet on the
exchange markets so that the import(ing) country can no longer afford any future
import. Also the export(ing) country may lose the currency reserve it built up with
its (real) past production and export, hence, its formerly acquired purchasing power
abroad (even in a third country). This situation occurs when a foreign national
economy with such a currency reserve can no longer trust that the currency in
question (of the import(ing) country) represents any purchasing power.

As a result of the abovementioned, within the context of the international
relations between export(ing) and import(ing) countries, a rather irrational hostage
situation is taking place in an almost chronical way.

In particular when the international trade flows are out of balance for an
extended period of time, causing a country to systematically be an export(ing)
country vis-a-vis another country (which reversely becomes a systematic import
(ing) country), sooner or later a breach of faith in the future production and export
capacity of such a systematic import country may arise.

1830ne may wonder whether the USD itself has not somehow escaped the applicability of this way

of reasoning. As pointed out by Emmanuel Todd, for a long time, the general acceptance of the
American dollar as monetary reserve has been in contradiction with its weak export position
during the same time periods. (See Todd 2003, p. 88; Todd 2002, pp. 106—-107, having pointed out
that

the American dollar has remained fairly strong despite having the largest deficit in world
history. Why? Because the world’s money has tended to flow to the United States.
Everywhere, companies, banks and institutional as well as private investors decided to
buy dollars thus keeping its value high. In this context these dollars do not serve to purchase
consumer goods; instead, they allow direct investment in the United States or indirect
investment through treasury bonds, as well as corporate stocks and bonds.)
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In the latter case, the question will be how long the export(ing) country (which
sees its reserve of currency from the import(ing) country ever increasing) will be
willing to wait for a corresponding production and export of the import(ing)
country.184

2.7.2 Legal Premises and Systems for Smooth International
Payments

From the aforementioned, the basic outlines of the premises for a smooth interna-
tional payments system can be derived as follows:

¢ free international payments require the possibility in the import(ing) country to
freely purchase the currency of the export(ing) country against payment of the
own currency of the import(ing) country; the currencies of the import(ing) and
export(ing) states hence have to be freely exchangeable or “convertible” (this is
the premise of “convertibility”).'®

» the free convertibility premise in turn requires the availability of the foreign
currency in the import(ing) country, either as the result of earlier trade relations
(export), or on account of credit positions; in other words, international reserves
must be available in the import(ing) country;

« abalanced system of international payments implies a medium-term equilibrium
between import and export of goods and/or services, so that the foreign currency
is available for payment abroad, or that prior credit positions in the foreign
currency can be paid back; if this condition would not be fulfilled, the import
(ing) country may face a chronic shortage of international reserve (which is the
case for numerous developing countries (in IMF terminology also called
“Heavily Indebted Poor Countries (HIPC)”'®%;)

¢« When a country systematically exports more than it imports, it will gradually
build up monetary reserves. A country that systematically imports more than it
exports, will gradually become an indebted country; in order to finance further
imports, such a latter country will have to rely more and more on the goodwill of
its credit providers, be they other countries, private credit institutions or supra-
national institutions such as the IMF or the World Bank.

184The IMF disposes of mechanisms for tackling these problems, a fact which, in recent times, in
some cases seems to have made the monetary and financial problems the world is facing even
worse (as may for instance, be illustrated by the notorious example of the financial and monetary
problems Greece has been facing in the aftermath of the severe financial crisis of 2008).
!855everal treaties exist according to which the member states have agreed upon the convertibility
of their currency, among which the IMF-treaty itself.
'%See e.g. http://www.imf.org/external/np/exr/facts/hipc.htm (last consulted on October 24th
2014).

See also Cohen (2008), pp. 150-179, especially p. 167.
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It is no surprise that the IMF treaty tries to realize the aforementioned principles
within the context of the international payment system through various rules and
mechanisms (see already above, at marg. 104 of this chapter).'®’

Agreements between different countries may even go beyond the scope of the
IMF; for instance, countries may go as far as creating a so-called “monetary union”
(such as the well-known “European Monetary Union”). As a result, for instance
among the member states of the EMU'®, money creation and supervision is mainly
entrusted to the so-called European Central Bank (ECB).189 Even within the scope
of the IMF itself, the participating member states have yielded certain competences
to the central IMF organs.'”’

Nevertheless, the basic premises on the “conventional” nature of money and the
monetary system—and hence their intrinsic modifiability—remain valid even
within the context of such an international mone(tar)y systems embedded in treaty
law.

A particular illustration of this is the inherent modifiability of such international
treaties themselves. For instance, the IMF treaty has over the years been modified
and supplemented several times, leading to several so-called amendments, which in
some cases resulted in major changes.

The genesis of the EMU also offers a typical illustration of the essential
modifiability of international monetary treaties. Before the creation of the EMU,
several other “conventional” systems of monetary cooperation between European
member states prevailed. Hence, the implementation of the EMU (and the
Eurozone) could even be considered to be the outcome of a lengthy process of
gradually ever more further-reaching monetary law agreements.

2.7.3 Disruptions Occurring Within International Payment
Transactions

In spite of the aforementioned international treaty law systems, the past quarter
century has seen some major disruptions in the international financial markets.'”"
In particular in the 1980s and 1990s, world trade got strongly liberalized.

187Restrictive and protectionist practices of which many were contrary to the principles referred to
at marg. 134 adopted in the 1930s hereby served as an important source of inspiration for the IMF
treaty.

188Gee https://www.ecb.europa.eu/ecb/history/emu/html/index.nl.html; last consulted on
November 27th 2014.

"¥9For further reading, see Zilioli and Selmayr (2001).

190gee http://www.imf.org/external/about/govstruct.htm; last consulted on November 27th 2014.
See also Bergsten (1998).

"IKhor (2008), pp. 215-259, especially pp. 220 a.f.; Stiglitz (2006), pp. 7 a.f.
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This process of liberalization was even further enhanced by the quasi disappear-
ance of communism as an economic model, which up till the late 1980s and the
early 1990s had represented a certain “counterbalance” to the since then all-
prevailing capitalist market model.'”* (See also further, under Sect. 3.4.3.2 of
Chap. 3 of this book.)

However, this liberalization did not put the various countries in the world on an
equal social and fiscal footing. As a result, among the world’s countries, the free
market game has since then been deployed on totally unequal playing fields.

Especially within the scope of industrial production (and the consequent export
of goods), countries with a large, often poor, population were able to rise, in
particular thanks to their flexible fiscal regulation and the low interference level
of the labor and social law systems.'®® The price of this has been an increasing
degree of deindustrialization in various Western countries (including several
European countries).'**

In such “poor(er)” countries meeting the aforementioned characteristics (among
which various Asian and South-American countries)—sometimes also referred to
as “cheap labor countries”—the industrial production soared, mainly due to the fact
that in these countries, the cost of labor was relatively much lower than in the
countries with more strict labor, social and fiscal laws.'”>

As of the 1990s, many of these countries emerged as strong export(ing) countries
whose corporate sector was able to enter the liberalized world markets with far
cheaper products than those of the in foreign competitors in (traditionally richer)
countries with a much stronger social and fiscal structure.

The latter countries as a result had to face an increasing deindustrialization (see
also further, under Sect. 3.4.3.2 of Chap. 3 of this book).

It is needless to say that the aforementioned displacement of production and the
build-up of a strong export position by countries which previously had been far less
present in international trade, also had an enormous impact on the global monetary
system.'%°

As a result of the mechanisms described earlier (see Sect. 2.7.1), strong export
(ing) countries build up monetary reserve positions (and their residents also dispose

192Eyskens s.d., p. 107; Menasse (2012), p. 78.
193See furthermore Foucault (2008), pp. 199-200:

There is [equally] an effect on international competition, inasmuch as the existence of
different social security regimes in different countries means that international competition
is distorted, and distorted to the detriment of countries with the most comprehensive social
insurance cover for risks. That is to say, here again there is a source of increasing
unemployment. Finally, and still due to this increase in the cost of labor, there will be a
speeding-up of industrial concentration, and the development of social security has obvious
economic consequences.

9Michielsen (2014), p. 1. See also Menasse (2012), pp. 78-79.

193Stiglitz (2006), p. 67. See also Michielsen (2014), p. 1.
1%SKhor (2008), pp. 215-259.
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of larger quantities of money), while import(ing) countries risk evolving into debtor
countries.

As a result of the abovementioned liberalization of world trade, a seeming
paradox has emerged whereby the traditionally rich countries (e.g. the USA and
various European countries) have built up large debt positions (also to foreign
creditors) in spite of the relative high prosperity of their population, while tradi-
tionally poor countries (e.g. China and India) saw their supply of international
currencies increase in the past years (albeit that in most of these countries, a major
part of the population still lives in poverty).'®’

Stiglitz mentions the extreme example of Venezuela (referring to the situation
back in 2006), a country receiving enormous income through the export of oil,
while a large part of the population lives in extreme poverty.'*® This testifies to the
paradox that countries with large natural resources (and hence also large monetary
reserves) often have a poor population.'” Obviously, and as will be explained in
more detail in the next Chap. 3 of this book, this is one of the consequences of the
capitalist mechanisms of socioeconomic planning (essentially: “laissez faire,
laissez passer”) as devised and promoted by the liberal and neo-liberal economic
schools.”®

As mentioned earlier (see above, at marg. 112 of this chapter), the
abovementioned evolution has resulted in the international monetary situation
bearing witness of a “hostage drama:” a group of now richer countries (albeit
often with a poor population) holds large currency supplies which can only be
spent to the degree that the debtor countries manage to increase their export
position. This requires the latter to implement a more competitive production
system, which is hindered by the social protection and fiscal redistribution mech-
anisms prevailing in these countries.””!

To use a metaphor coined by Tom Ronse, the foreign currencies handled as
monetary reserves have started to go around in a circle (or better put: an endless,
long stretched, downward spiral). The USA and Europe have in recent times
relatively consumed more than they have produced, having allowed certain new
export(ing) economies—such as China and other Asian countries—to build up
enormous dollar and euro reserves, which they loan out to the USA and the
European countries so that the latter can finance their balance of payments deficit
(ergo their import from the export(ing)—and credit supplying—countries).”>

197Stiglitz (2006), p. 8. See also Piketty (2014), p. 685.
198Stiglitz (2006), p. 134.
1998tiglitz (2006), p. 134.
200pesendorfer (2012), pp. 414434, especially p. 418.

See however Rand (1992), p. 37. See also Foucault (2008), p. 247, arguing about the differences
between economic liberalism and economic neo-liberalism that the latter propagates a far more
steering approach towards economic processes.
201See also Eichengreen (2008), pp. 210 a.f.

202Ronse (1992), p. 77.
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It is questionable if this can be regarded as the “rational economic behavior”
allegedly underpinning the ideas of the (neo)liberal schools.

Once could put it even more bluntly. The question then becomes who behaves in
the most idiotic way. The (formerly rich) import(ing) countries which are not
willing to drastically adapt their expenses, but prefer to maintain their consumption
level and finance it increasingly with foreign debt? Or the (formerly poor) export
(ing) countries which are willing to produce cheaply (maintaining low wages for the
laborers working within their territory) in order to supply their products relatively
cheaply to the (formerly rich) import(ing) countries in exchange for foreign cur-
rency, which is under the inherent threat of losing its value on account of the law of
supply and demand in the currency exchange markets?

This situation has led to a major pessimism as to the potential outcome of the
inherent deadlock.

Possible outcomes hereof may be:

« Either the traditionally rich countries manage to again implement a competitive
production.

If they want to maintain their current prosperity level, this will require finding
new comparative advantages, for instance by using an increasingly more spe-
cialized labor potential to create innovative products. Yet this will only increase
their industrialization level and their export position if (i) the currently strong
export(ing) countries do not manage to also attract such innovating production
themselves and (if) at the same time, there is a sufficient foreign interest to
acquire these “new” products, especially from the current export(ing) countries.

It remains unsure whether US and especially European companies will ever
be able to sufficiently meet these challenges, which put great hope in the
innovating power of research in various scientific domains (such as technology,
biologic science, biomedical and biochemical science) (see the so-called “fourth
industrial revolution”, allegedly in progress).>*?

¢ Or the aforementioned traditionally rich countries do not rise up to the challenge
in a sufficient way, which is more and more to be feared.”**

If these countries continue to function according to capitalist rules, there
might be a further implosion of their economic structure, and even of the global
economy (to the degree that the population of these countries keeps acquiring
large quantities of products manufactured in the currently strong export(ing)
countries).

The currency issued by the current import(ing) countries might at some point
lose so much of its value that these countries will have trouble financing further

203The question thus becomes how many “Apples” our planet can assimilate, or even generate and,
on top of that, if these ever will be able to supply the world with new, high-tech products at an ever
increasing frequency.

204Sassen (2014), pp. 35 a.f.

120



74 2 On the Conventional Nature of Money

import. This in turn could depreciate the monetary reserves of the current export
(ing) countries.

e Or the traditionally rich countries could start reducing the social rights
established in the past (including systems of labor protection and social care
mechanisms) in order to become more competitive with the countries where
such social rights are mostly lacking.*®

As will be explained in more detail in the next Chap. 3 of this book, this
course of action is what the neo-liberal doctrines increasingly aim at.

During the past decade, said neo-liberal doctrines have moreover been very
strongly supported by the media (which are in many cases owned by the most
fervent adherents of neo-liberal thinking), through which neo-liberal thinking
has in many countries subtly managed to convince the minds of the middle
classes and even members of the lower classes>®, in addition to these of policy
makers.

As a result, the powers of the free market more and more force Western
countries to phase out painstakingly established social rights in a process which
may be referred to as a true “race to the bottom.”

As will be further described in Sect. 3.4 of Chap. 3 of this book, as a result of
this evolution, the world is at the risk of being completely forced into the fabric
dictated by unrestricted “economic neo-liberalism”, whereby a very small rich
elite subordinates (and even “enslaves”) the rest of mankind to its hunger for
ever more money.>"’

e Or anew global economic policy will be adopted, which at the very least will
favor (i) a global convergence of labor protection mechanisms, including mech-
anisms of social care, (ii) a global standardization of fiscal policies and (iii) a
new monetary system in which money is reshaped into a public good.

Such an alternative model will be formulated in the Chaps. 4 and 5 of this
book.

205This is certainly the solution defended by economic neo-liberalism. (See already Foucault 2008,
p. 199.)

2%%For these, adherence of neo-liberal ideas can be considered of being completely detrimental, as
the implementation of the neo-liberal thought good is completely opposite to the interests of the
poor classes.

2071t has already been argued by others that such a world shaped in accordance with neo-liberal
ideas lies not all that far from the society model described by Aldous Huxley in his timeless novel
“Brave New World” (1932). (See Ongenae 2014, pp. 4445, especially p. 44.)
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The general description of the history of the (Western) money system in this chapter
clearly shows that the money and monetary systems in vigor worldwide today, are
essentially conventional models based on an underlying social contract, in which
society at large expresses what exactly it accepts as money.

Moreover, this conventional model has rather been shaped as the result of much
trial and even much more error, than as the result of a well-elaborated thinking
process.

This intrinsically “conventional” nature of money (and of the mone(tar)y sys-
tem) also implies its essentially “modifiable” nature, since an agreement in force
today may be modified tomorrow.

One could even argue that history has witnessed a continuous, often arbitrary
genesis and evolution of money and the monetary system(s).

Hence, the money and monetary system(s) that mankind knows today may be
considered more as the outcome of a process of organic growth, than as that of a
premeditated and calculated system, with all its intrinsic shortcomings as a result.

This means that there is no reason whatsoever why the current money and mone-
(tar)y system should remain in force forever.

This chapter has also clearly shown that certain private market players,
among which private commercial banks, have given themselves an overly impor-
tant role in the process of money creation, while this has never been given a lot of
premeditation, and over the centuries it has never been the subject of a wide public
debate.

This explains why private commercial banks play a crucial role in the process of
creating (scriptural) money within the current national economies. One could even
argue that the situation strongly resembles a modern hostage drama and that the
time has come to question whether this system is still legitimate.

It can at the very least hardly still be argued that the current mechanisms of
money creation serve the public interest. On the contrary, as will be further
explored in Chap. 3 of this book, the globally widespread spirit of economic
(neo)liberalism has above all resulted in a monetary system that primarily achieves
an unrestricted money accumulation by a small financial elite at the cost of a lot of
suffering and misery for the rest of mankind.

If the mechanisms of money creation that are currently in force, would be the
subject to a wide public debate among a properly informed public, it is quite
unlikely that they would be approved of by the global world population.

Based on the opinion that money is or at the very least should again become a
“public good,” it will hereafter be demonstrated why the mechanisms of money
creation should no longer be surrendered to the blind forces of the (neo-)Smithian
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“invisible hand”, but should on the contrary be brought back to the more visible
hands of the public arena.’*®

The latter brings us to the subject of the next Chap. 3 of this book which will
explore a number of ethical doctrines that have pondered on the issue of
unrestricted money and wealth accumulation, which is inherently possible in the
prevailing monetary and financial system(s).

Based upon these “moral” insights, a proposal on how to bring money creation
back into the public arena will be further described in the subsequent Chaps. 4 and 5
of this book.
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Chapter 3
The Debate About the Ethics of Money
Pursuit

3.1 General Goal of This Chapter

The third chapter of this book deals with the impact the idea that people should
above all strive for ever more money and wealth has had on society (ies), especially
at two levels, namely:

« the level of an ever increasing greed money use has led to (despite attempts by
key historical figures in philosophy and religion to avoid this),
and,
 the level of the true meaning of ideologies, especially “economic liberalism” and
“economic neo-liberalism” which have attempted to justify this kind of unbri-
dled greed (and which have in this way mainly contributed to a globally spread
model of society wherein egoism prevails).

3.2 Functions of Money

3.2.1 Classic Functions of Money in General

Already from what has been exposed in Chap. 2 of this book, the so-called “primary
function” of money can be derived, namely that, within an economic system
underpinned by a so-called “indirect barter trade”, money forms the generally
accepted means of payment which provides access to all other goods and services
(on the market).1

"Harari (2014), p. 199; Ferguson (2009), p. 24; Hirschberg (1976), pp. 77 a.f.; see also Hollenberg
(1942), p. 88.
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In addition, classic economic doctrine” identifies several other functions of
money,” for instance the fact that money functions as the most general measure
of value; that money fulfils the role of spare purchasing power (in other words: it
enables “saving”, i.e. the “postponement of consumption”) thus offering the possi-
bility of (unbridled) wealth accumulation; that money enables lending and, stem-
ming from its previous functions, that money enables modern money and capital
transactions.”

Ever since the use of money started to determine economic transactions (other-
wise said, from the moment when “direct barter economies” started to evolve into
“indirect barter economies”), the advantages of initiating a generally accepted
means of exchange turned out to be enormous.

Up to now, these advantages have lost none of their importance.

The most important of these advantages resulting from the payment function of
money are the facts that:

* Any economic agent who has money, meaning the generally accepted means of
exchange prevailing within his economy, at his disposal has per definition access
to practically all produced goods, services and other man’s labor in a (relatively)
simple and quick way.’

» Given the fact that barter based on the use of money is facilitated, a breeding
ground for the division and specialization of labor, both of which are conditions
for economic growth and development, is created.’

Stemming from (and based on) the primary payment function of money, money
also acts as a means to express the value of the goods, services and labor which can
be acquired with it.

In this way, money acts as a “general value indicator” for the goods, services or
other man’s labor being traded,” a function which, on the one hand, results from its
general payment function (since the appreciation of goods and services is mainly
useful when a person is about to acquire them, or to transfer them to another
person), and, on the other hand, imposes in itself a favorable impact on trade
(since trade is facilitated because the appreciation of the traded goods and services
may happen in a more transparent manner).”

The emergence of money as a generally accepted means of payment has also
allowed the creation of a professional credit and savings system (hence also of
specialized money- and capital market, which in traditional economic doctrines are
considered among the main drivers of economic growth).

>These insights date back to Aristotle; see Aristotle (1996), p. 124, verses 1133 b 11 a.f.
3See e.g. Poindexter and Jones (1980), p. 50.

“See e.g. Deweirdt et al. (1997), pp. 24 a.f.

SSee further Crockett (1981), p. 7.

SCrockett (1981), p. 8.

"See Korteweg (1970), pp. 10 and 14; Fase and Vleminckx (1995), pp. 15-16.

8See e.g. Nussbaum (1950), p. 12.
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It may be clear that through the use of money, an almost unlimited possibility to
acquire purchasing power (= sums of money received in return for the transfer of
goods, services or other labor) arises, and, as a further result, the possibility to use
this purchasing power at a later stage.

In other words, the use of money as a generally accepted means of payment
allows the systematic “hoarding” of purchasing power. Indeed, a sum of money
received in return for a transfer of goods, services and other labor does not
necessarily need to be spent immediately; on the contrary, such spending can be
deferred to an unspecified moment in the future. This is at least valid to the extent
that the selected “form” of money is “durable” (which has been increasingly the
case throughout history since the goods which have been chosen to fulfill a role as
money mostly got chosen because of their durability, hence for their ability to
facilitate the “hoarding” or “saving” function).”

In this way, money allows economic agents, in a systematic way, to “keep” the
sums of money received for an undetermined period: otherwise put, money acts as
an ideal instrument of (even unlimited) wealth accumulation, in other words for
“saving”.

The awareness that money allows saving soon created a crucial monetary
principle which since the beginning of money use still underpins monetary thinking
(and action) up to the present day.

This principle implies that holding onto money as a method of wealth creation
will only take place to the extent that economic agents (can) have enough confi-
dence in (the future purchasing power of) the chosen form of money: in other words
to the extent that they (can) expect, in a justified way, that the money will not lose
its value in future (when the decision to spend it will be taken) especially in
comparison with the price of goods, services and other labor which can be acquired
in the presence. In other words, in order to “save” (money), one has to be confident
(enough) that money will retain its purchasing power throughout time."”

This basic principle of money use has caused the aim of safeguarding the
purchasing power of money to become part of the underlying social contract on
which money and the use of money are based. Hence, economic agents, being part
of a certain economy, will only be willing to save money in light of the (justified)
expectation that money will retain its value (an expectation which in most present-

9Harari (2014), p. 200:

Ideal types of money enable people not merely to turn one thing into another, but to store
wealth as well. Many valuables cannot be stored — such as time or beauty. Some things can
be stored only for a short time, such as strawberries. Other things are more durable, but take
up a lot of space and require expensive facilities and care. Grain, for example, can be stored
for years, but to do so you need to build huge storehouses and guard against rats, mould,
water, fire and thieves. Money, whether paper, computer bits or cowry shells, solves these
problems. Cowry shells don’t rot, are unpalatable to rats, can survive fires and are compact
enough to be locked up in a safe.

""Harari (2014), pp. 200 a.f.
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day countries translates into a similar (basic) objective of monetary policy embed-
ded in monetary norms and regulations).

In the same way that money allows an economic agent to “save” current
purchasing power in order to be able to spend it in the future, an economic agent
can also, at least in an economic system based on the use of money, choose, or be
forced by circumstances, to acquire goods, services or other labor at a certain
moment in time, without disposing of the purchasing power required at that
moment.

Such economic agent (lacking purchasing power to satisfy an immediate need),
will therefore attempt to enter into an agreement with another economic agent who
has an excess of purchasing power at that time (i.e. a “saver”; see above, at marg.
5-6 of this chapter), or with an institution which is authorized to create new money
(in most prevailing Western legal systems: a private bank or a similar financial
institution; see above, Chap. 2 of this book).

In other words, a similar economic agent, aiming to finance actual needs without
the necessary purchasing power to satisfy them at his disposal, will (try to) “obtain
credit”.

The emergence of money as a generally accepted means of payment has in this
way created the conditions for obtaining credit at an institutional level at two levels:

e on one hand, the use of money allows those who generate an excess of purchas-
ing power in a systematic way, to “save” and to use the saved amounts in order to
lend them out to other economic agents (who are in need of credit);11

* on the other hand, the use of money has created the climate for the emergence of
an institutionalized banking sector, i.e. the emergence of institutions (interme-
diate by definition) which collect savings held in the form of money in a
systematic way (= so-called “deposits gathering”; see already Chap. 2), aimed
at spending these saving surpluses represented by credits to third parties and
which, in the course of history, furthermore have led to credit mechanisms that
entail the (private) creation of new money.

Especially under the emergence of capitalism as the world leading economic
system, it would soon prove to be the case that the provision of credit would become
one of the central activities of this (private) banking system (see above, under Sect.
2.3 of Chap. 2 of this book, dealing with the emergence of the Western banking
system), at such levels that private credit provision, at different times throughout
history, would result in private money creation mechanisms governing whole
economies (see Sects. 2.3.3 and 2.5 of Chap. 2 of this book).

The use of money has similarly created the framework for the emergence of
more sophisticated money- and capital markets (where specialized savings- and
credit products are brought into circulation and traded). In this way, the use of
money has led to the emergence of new forms of transactions, i.e. “transactions in

the financial sphere”.'”

"Korteweg (1970), p. 7.
2Korteweg (1970), p. 17.
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3.2.2 Money as a System of Unlimited Wealth Accumulation
and Its Interaction with Self-centered and Altruistic
Thinking: A General Introduction

From an historical perspective, the revolutionary character of the saving and credit
functions resulting from the payment function of money cannot be emphasized
enough.

Partly as a result of the introduction of the use of money as a payment method,
and alongside this, of the saving and credit functions of money, it became possible
for previously small-scale (and often nomadic) societies to develop into large-scale
societies and, from an economic perspective, into types of societies based on (more
and more specialized) agriculture and trade'’, and later industry and specialized
service provisioning, as we know them today.

However, alongside these obvious positive effects of the payment, savings and
credit functions of money, significant negative effects also arose.

Given that money offers a breeding ground for unlimited saving (and, because of
this, hence also for unlimited wealth accumulation), money also became the corner
stone of “greed” and “selfishness” as determining values of human society (ies), as
we know them, virtually worldwide, today.'*

Already in the 1950s, this insight brought Fromm to the awareness that, while
during the Middle Ages capital (and more particularly: economic processes) were
believed to serve mankind, in capitalist societies “capital” (hence economic pro-
cesses) has (have) come to rule mankind'’, an awareness that defines the Very scope
of capitalist economies to the very present day, and probably, at present, under the
influence of economic neoliberalism, even more than ever before in history (see
also further, under Sect. 3.4).

Where, as a consequence, it is strongly suspected that in (historical) economies
relying on direct barter trade (with by definition a smaller scale character) a spirit of
collaboration and collectivism formed a prerequisite for a well-functioning society,
it can been determined that the use of money has led to, amongst other things,
institutionalized savings and credit, and thus also to an increasing abandonment of
society models based on collectivism.'®

Harari (2014), pp. 110 a.f.
“Kasser (2002), p. 149.
SEromm (1990), p. 84.

Fromm (1955), pp. 76 a.f.
For example on the rise of capitalism, Fromm has argued as follows:

As opposed to the social stability in the medieval system, an unheard of social mobility
developed, in which everybody was struggling for the best places, even though only a few
were chosen to attain them. In this scramble for success, the social an moral rules of human
society broke down; the importance of life was in being first in a competitive race. (Fromm
1955, pp. 84-85)

11

12



13

14

15

86 3 The Debate About the Ethics of Money Pursuit

Instead, society became largely based on a substantial degree of individualism
(and even egoism)'’ which has today reached such proportions that it threatens to
affect the stability of the Western civilization, in addition to the actual well-being of
the planet as an eco-system able to sustain (human) life itself.'®

In the choice of certain of their starting assumptions (see further, under Sect.
3.4), certain of the leading movements within economy (as a scientific discipline),
among which especially “economic liberalism” and “economic neo-liberalism”,
have played a major role in confirming the evolutionary process towards an ever
increasing self-centered economy (as a practical system), to such an extent that,
especially within economic science, demands that in the past have been voiced in
support of other values (other than unlimited money gain) within society in general
and within economic science more specifically, have until recent times hardly been
taken serious.

As said, it was mainly the so-called “(economic) liberalism” (in the eighteenth
and nineteenth centuries) and the so-called “(economic) neo-liberalism” (in the
twentieth and twenty-first centuries) which have introduced self-centeredness,
egoism and greed as leading values within the economy (a belief that in
neo-liberal thinking has even been expressed in a modern-day credo: “Greed is
good”").

It is more precisely in both these (closely related) doctrines held that the selfish
pursuit of an individual’s personal needs best serves the interests of the global
economy, as such self-centeredness guarantees that every person participates
actively in the production process and avoids individuals “taking advantage of
the efforts of others” (an attitude which, according to neo-liberalism, best benefits
societies as a Whole).20

Conversely, (economic) neo-liberalism has also argued that the value which is
the most opposite to self-centeredness, i.e. “altruism”, is in fact a vice which should
be combatted with all force.

17See also Fromm (1990), p- 84 (also: Fromm, p. 64), pointing out how economic individualism
has caused loneliness and alienation of Western man.

8Lloyd (2012), pp. 375-377.

“Brook and Watkins (2012), pp- 37 and 175.

2Described by Ayn Rand as follows:

The moral justification of capitalism is man’s right to exist for his own sake, neither
sacrificing himself to others nor sacrificing others to himself; it is the recognition that
man — every man — is an end in himself, not a means to the ends of others, not a sacrificial
animal serving anyone’s need. (See Rand 1982, p. 91.)
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In this primarily neo-liberal way of thinking, people advocating altruism—albeit
it can be argued that within current economies altruism itself has considerably
weakened down to the level of social care mechanisms as a (somehow poor)
replacement for actual altruism®'—aim to “deprive” “the rich and prosperous” of
their legitimate earnings.*>

In an extreme expression of this (neo)-liberal approach, it has even been held, at
the very least implicitly, that historical advocates of a (radical) altruistic attitude
towards life, and by extension of modern economists either advocating a softening
of full-blooded capitalism, or having attempted to propose alternatives for capital-
ism, are no more than “rioters” who only encourage depriving the “capable” of their
“legitimate earnings”.”>

In this way, classical philosophers such as Plato and Aristotle (who for example
pointed to the levy of interest as an unnatural way of creating wealth, and usury as a
form of “unfair profit gain”; see further, under Sects. 3.3.2.1 and 3.3.3.2.1.3),
religious leaders such as Jesus Christ Himself (calling upon the rich to sell their
goods and donate the proceeds of such sale to the poor; see further, at marg. 37 of
this chapter), Marxist economists such as Karl Marx and Friedrich Engels
(1820-1895) and even world famous contemporary economists, in neo-liberal
thinking stereotyped as “liberals”, should then be seen as such “rioters”.**

As a result, (economic) neo-liberalism has also led to a fundamentally distorted
value picture, in addition to the inverse value perception that egoism is the true
virtue and altruism is a dangerous vice, for example also including:

« on one hand, an increasing degree of economic “hubris”*’, more specifically, the
(mis)judgment that wealth is “merely” the result of one’s own merit, excellence,

2'In his book “A journey through economic time. A firsthand view” John Kenneth Galbraith has
pointed out that this may have been a consequence of industrialization itself:

The need for protection of the old and the unemployed is inescapably allied with industrial
development and had for long been so recognized. An agricultural society has its own
inbuilt system of social security. The farms or peasant holdings pass on to offspring, and the
latter often by rigorously enforced custom, look after their elders. A major reason for rural
population increase in much of the world is the need to be assured of sons who will do the
work in the fields and the responsible for their parents in their old age. As to unemployment
compensation, there is the stolid fact that there is no real unemployment on a farm. (.. .) It is
with industry and urbanization that both old age pensions and unemployment compensation
become socially essential. It is then that, with a much-loosened family structure, the old
have no support, the unemployed have no income. (see Galbraith 1994, p. 93).

22 Ayn Rand has expressed this as follows:

altruism seeks to rob intelligence of its rewards, by asserting that the moral duty of the
competent is to serve the incompetent and sacrifice themselves to anyone’s need (Rand
2008, p. 23).
See also Rand (1982), pp. 79 a.f.

2See also Galbraith (1987), p. 21.

**Galbraith (1987), p. 21.

% Galbraith (1992), p. 157.
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competence and efforts, without taking into account factors such as life
chances—inter alia by birth—hereditary talents, the incorporation of any
human project into the whole of society and even coincidence or luck®®, where
it can be noted that, for instance, the way the financial sector is organized and
functioning, ever since it took shape in the (late) Middle Ages, forms an
extraordinary example of this “hubris” model and,

e on the other hand, an increasing “intolerance” with regard to the ideals of
enlightenment, among which “freedom”, “brotherhood” (or “solidarity”) and
“equality”.*’

Otherwise put, within “economic neo-liberalism” as an economic doctrine, but
also within the self-centered economies having implemented the ideas of economic
neo-liberalism into daily practice (which, at present, is unfortunately the case for
the majority of the global economic systems), it is believed that there are “compe-
tent”, “less competent” and even “incompetent” people. In this (neo-liberal) belief
system, it is solely due to their own “incompetence” that people are poor (which
makes it hard to understand why the rest of society, the so-called “competent”,
should support them by, for instance, providing in a social security system).

It is exactly this way of reasoning that is responsible for an increasingly
primitive vision of societies ruled by economic neo-liberal thinking, where a
(very) limited elite can be seen as “Ubermenschen” (= “the rich” or, as Rand
holds: “the competent™) and the rest as “Untermenschen” (= “the poor”, or, as Rand
holds: “the incompetent”), an image of the world that meanwhile, through the
translation of the neo-liberal belief system into numerous laws and norms, lies at
the basis of the increasing polarization between a small elite of (extremely) rich
people and a (vast) majority of poor people (in different societies).”®

The aforementioned understanding already caused the renowned historian Yuval
Noah Harari to observe that in the neo-liberal belief system egoism has even
become altruism?’, thus illustrating a perception that economic (neo)liberalism is
inherently based on an inverse value perception (a striking observation which will
be elaborated upon further in Sect. 3.4).*°

In terms of entrepreneurship, the aforementioned can be fully demonstrated by
means of the dictate of striving for (ever more) profit.

As a result of the abovementioned neo-liberal belief system, for instance within
the entrepreneurial sector, the pursuit of profit dominates all other values, such as:
labor, environment, respect for human rights, ethical norms ... (all of which are

26See also Galbraith (1992), pp. 18-19.

?TPinxten (2014), p. 7.

ZHazenberg (2013), p. 165.

*Harari (2014), pp. 347-348. Compare Rand (2008), p. 23.
3Rand (1992), p. ix-x.
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considered to be subordinated to the pursuit of profits).*" (See also further, under
Sect. 3.4.3)

As a result, economic processes (including e.g. production) are in no way run
with concern for their “usefulness” to society in general, or with the intention of
making the majority of mankind prosperous or happy, but only for the profitability
of investments made by a select group of capital providers.*

In addition to certain convention-based efforts, only the legislation of some
national states, albeit slightly, has aimed to counter the unendless pursuit of
money of the (in many cases globally organized) entrepreneurial world, including
the financial sector (especially private banking, but also different other categories
of specialized financial institutions which, throughout history, have emerged from,
and in addition to, private banks).

It is indeed via certain sectoral forms of legislation that (some) states still (albeit
in many cases to an ever lesser degree) attempt to protect other interests than those
of the (big) enterprises, such as social, environmental, cultural and cultural heritage
interests, from the limitless pursuit of money determining the economic game.

However, especially during the past decades, these efforts have become
extremely difficult, particularly in a global(ized) context; for instance climate
evolution—and, in general, the (ongoing) powerlessness of the world community
to stop the increasing pollution of the planet’>—clearly illustrates the difficulty of
introducing other values into the economy, alongside, let alone above, the unlimited
pursuit of profit.>*

To further illustrate the above, the next sections of this chapter will present a
concise historical exploration of a number of historical reflection systems on one of
the most basic financial mechanisms, namely the credit mechanism, which have
resulted in the current economic (dis)order, with full awareness of the incredible
impact that the world of ideas may have on the processes that have given the
(human) world its material shape.

Even though certain economic doctrines have also been taken into account
during this exploration, this has mainly been done in order to bring to light their

31See e.g. Bakan (2005), p. 256; Galbraith (1992), p. 55; Galbraith (1967), p. 109; Simonet
(1970), p. 47.
As Galbraith has phrased it:

The market has only one message for the business firm. That is the promise of more money.
(...) It must try to make money and, as a practical matter, it must try to make as much as
possible. Others do. To fail to conform is to invite loss, failure and extrusion. Certainly a
decision to subordinate interest in earnings to an interest in a more contented life for
workers, cows or customers would, in the absence of exceptional supplementary income,
mean financial disaster. Given this need to maximize revenue, the firm is thus fully subject
to the authority of the market. (See Galbraith 1967, p. 109.)

32Eromm (1955), pp. 84-85. See also Galbraith (1967), p. 115.
FStiglitz (2006), p. 17; Steger (2013), pp. 91 a.f.

3See e.g. Zuboff and Maxmin (2002), p. 458.
See also below, Further Illustration 3.11.
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underlying ethics, where these are weighed against other ethical visions which have
taken shape outside of the strict domain of economy.

The following analysis is therefore not meant as an exposure of the status of the
science of economics, but on the contrary aims to reflect on the interaction between
so-called “altruistic thinking” (as defended by several historical philosophical and
religious teachings) and so-called “egoistic thinking” (as especially defended by
“economic liberalism” and “economic neoliberalism’) on certain socioeconomic
issues, with as main purpose the appraisal of the underlying ethical values on which
economic actions and thoughts themselves are based.

3.3 Historical Voices Against the Unlimited Accumulation
of Wealth

3.3.1 Scope

Economic processes did not inherently have to lead to the currently prevailing
egoistic model of society (being “capitalism” or, put in more modern terminology,
the “free market system”) to which centuries of unlimited wealth pursuit made
possible by money use have led.

On the contrary, in the early history of Western civilization, prominent thinkers
and religious leaders—who unfortunately have barely been heard—did indeed warn
about the potential negative effects of an unlimited pursuit of wealth and advocated
that a society should not be inspired solely by money gain, and definitely not be led
by it.

Given the fact that human behavior is, to a significant extent, the result of the
emergence of ideas (see also further, at marg. 25 of Chap. 6 of this book)—whereby
it could even be argued that, just as (a school in) biology considers the human
species (and any other form of life) as a mechanism through which genes continue
to exist and mutate, but are also passed on and combined (see also further, under
Sect. 3.6.3), from the perspective of the world of ideas, mankind could be consid-
ered as a mechanism in which ideas grow and through use, over the generations,
continue to live and be passed on and combined in different ways, thus contributing
to the formation of society and the material environment of mankind>*>—it is useful,
in what follows, to take a brief look at some of the historical thought frameworks
that shaped the Western civilization, of which the first group (particularly within
philosophy and religion) has mostly been fervently opposed to the unlimited pursuit
of (personal) wealth from early on in history, while, on the contrary, the second
group (within the economy), almost as a reaction to the views of the first group,

$See e.g. Levinas (1988), p- 85.
This insight lies also at the basic of several hinduistic philosophical systems; see e.g.
Vivekananda (1989), pp. 25-118, especially pp. 30 a.f.
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would define the same unlimited pursuit of wealth and money as a dominant moral
value to which (as to the proverbial “Golden Calf” from the Book of Exodus of the
Old Testament) all other values should be sacrificed.

Only (and mainly) this evolution in Western thinking?® is considered here.’’

It was no coincidence that the acquisition of money in early Western history
(where the capitalist model currently ruling the present-day “egoistic” world
economy developed and also, at least initially, fully expanded), mainly found
opponents amongst certain Ancient Greek philosophers®®, and later amongst early
Christian (clerical) thinking which wanted to promote a society model based on
values other than those of pure materialism.

This is also the reason why the opinion about the inevitable negative conse-
quences of unbridled money pursuit, historically, has its breeding ground in phil-
osophical and religious value systems (still explaining why it is up to this day
further elaborated upon in certain contemporary, philosophical and religious doc-
trines in which views about economic and monetary systems are still strongly
expressed).

3.3.2 The Fundamental Incompatibility of (Institutionalized)
Saving and Credit with Certain Philosophical
and Religious Doctrines Which Lie at the Root
of Western Civilization

3.3.2.1 Plato

To start this (elementary) exploration of philosophical and religious thinking about
the unbridled pursuit of money, let us first take a brief look at the views of one of the
first great philosophers of the Classical Greek Era, more specifically Plato (427-347
B.C.), whose writings have undeniably had an important influence on the develop-
ment of Western culture in general, and on Western thinking in particular.

3Bearing in mind the observation made by another spiritual master that in our present-day world
Western thinking has spread everywhere.

Geographically, the East has disappeared. Now the whole world is Western. (see Osho
1992, p. 82).

3TFor similar evolutions in other cultures, see Graeber (2012), p- 534.

3 This should not come as a surprise, as Ancient Greece was one of the first regions to be exposed
both to the turning of nomadic societies into sedentary societies, as well as to the development of
one of the first fully-pledged monetary systems (at least in the Western world).
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Anyone examining Plato’s “The Republic” (“Politeia”)* can but be impressed
by the unprecedented ideological and philosophical wisdom of this writing.*’

Plato hereby considered a wide range of themes about the organization of a
society, which have not lost any of their importance up to today.

In “The Republic”, amongst others, some attention is paid to the question of the
admissibility of a(n) (unlimited) accumulation of wealth*', and it will probably not
come as a surprise that Plato clearly drew the card of a society model based on
altruism (which he calls “mutual affection”) rather than on monetary gain.**

Plato was, in general, not very favorable to trade and manufacturing, as it is
exactly the mechanisms in place in these sectors which cause the greatest gaps
between the rich and the poor. As a consequence, Plato was much more in favour of
an agricultural society, in which every citizen, through a lottery system, would
temporarily own and cultivate an equal parcel of land.*?

Let us further limit the study of Plato’s viewpoints on the issue of wealth
accumulation to the following quotation from one of Plato’s other master works,
namely “The Laws” (“Nomoi”), which speaks for itself**:

But the intention of our laws was that the citizens should be as happy as may be, and as
friendly as possible to one another. And men who are always at law with one another, and
amongst whom there are many wrongs done, can never be friends to one another, but only
those among whom crimes and lawsuits are few and slight. Therefore we say that gold and
silver ought not to be allowed in the city, nor much of the vulgar sort of trade which is
carried on by lending money, or rearing the meaner kinds of livestock; but only the produce
of agriculture, and only so much of this as will not compel us in pursuing it to neglect that
for the sake of which riches exist — I mean, soul and body, which without gymnastics, and
without education, will never be worth anything; and therefore, as we have said not once
but many times, the care of riches should have the last place in our thoughts. For there are in
all three things about which every man has an interest; and the interest about money, when
rightly regarded, is the third and lowest of them.

A clear message: the pursuit of money should not dominate society; circulation
of gold and silver should be prohibited, interest may not be levied and possession
needs to be seen continuously as a means, never as a goal. Instead, man should
strive for other ideals and not pay too much attention to wealth accumulation, thus
avoiding that society becomes too nasty (a.o. characterized by people fighting law
suits instead of aiming at friendly relationships).

3 Plato (1987).

40See also Galbraith (1987), p. 17.

In “The Republic”, Plato (according to the dialectical method, in which he puts his thoughts and
statements, via a fictional Socratic dialogue, into the mouth of Socrates and some other characters)
tries to find the composition of the ideal state for the benefit of the happiest possible society.

“! Albeit probably not to the extent as in Aristotle’s “The Nicomachean Ethics”; see further, at
marg. 62—66 of Chap. 3 of this book.

“2See e.g. Plato (1987), pp. 58 a.f.
“polak (1928), p. 88.
““Plato (1994-2000).
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Contemporary societies could undoubtedly draw very wise lessons just by
reading Plato’s “The Republic” and “The laws” (even if only from reading the
above extract).

Furthermore, it should be noted that Plato’s vision about avoiding a greedy
society is much in line with an approach which, more or less during about the same
period as when Plato worked out his philosophical system, gained popularity in the
East, where, more specifically Siddhartha Gautama Buddha (around 450 B.C. until
around 370 B.C.), often called simply “Buddha”, similarly stated that greed is the
source of all evil and suffering and that, hence, man should avoid living a life of
greed (see also further, under Sect. 3.6.2.5.3).

It goes without saying that the vision of both of these enlightened (historical)
figures is in sharp contrast to the (actual) neo-liberal “greed is good”-credo which,
as a result of the philosophy of economic neo-liberalism, dominates present-day
economies and even societies in general on a global scale.

It appears, furthermore, that Plato’s approach should in no way be considered as
an “ivory tower statement” of an isolated philosopher: on the contrary, it appears
that numerous Ancient Greek writers and philosophers shared similar opinions.

De Ley has attributed this to the fact that as a “true abstraction”, during the time
when Plato lived, money had breached the (natural) limits of agricultural society
and had made living in cities possible. Many critical minds have inevitably
approached the phenomenon which was emerging and overrunning the societies
they lived in by “moralizing”: hence the numerous tirades where money was
stigmatized as the source of all evil by authors such as Soloon, Alkaios, Sophocles
and Aristophanes, as well as Plato himself.*

As a further illustration, we may refer to the following quotation from Sophocles
(496 BC—406 BC), in the play “Antigone” (verses 330—336)46, undoubtedly one of
the masterpieces of classical literature:

No thing in use by man,
for power of ill,
can equal money.
This lays cities low,
this drives men forth from quiet dwelling-place,
this warps and changes minds of worthiest stamp,
to turn to deeds of baseness,
teaching men all shifts of cunning,
and to know the guilt
of every impious deed.*’

“De Ley (2008).
“Spart of Creon’s dialogue.
*Quotation based upon the edition of “The Harvard Classics” 1909-14 (http://www.bartleby.
com/8/6/1.html).
Compare, as regards the prevailing Catholic doctrine, 1 Tim 6:10:

For the love of money is the root of all evils; it is through this craving that some have
wandered away from the faith. (See furthermore Pontifical Council for Justice and Peace
2005, no 328.)
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Also the works of another giant of Ancient Greek philosophy, namely Aristotle
(384 BC-322 BC), show clear signs of a similar resistance to the unlimited pursuit
of wealth and money, albeit focusing mainly on the levying of interest (to which we
will refer further when discussing the so-called medieval “interest debate”) (see
further, at marg. 62—66 of this chapter).

3.3.2.2 The Religious-Ethical Teachings of Jesus Christ
3.3.2.2.1 Jesus Christ’s Radical Rejection of Fortune Gathering Behaviour

An approach similar to Plato’s can be found in certain parts of the teachings of Jesus
Christ*®, whose (probable) year of birth has been chosen, not by accident, as the
beginning of our era, as He lies at the foundation of the largest religious system
known to Western societies, i.e. the different Christian religion(s)) which have in
turn, for centuries and in different spheres of social life (including law (systems),
state organizations, trade in a broad sense of the word, etc.) helped to shape the
(Western and Western inspired) models of society.*’

Given the perception that Western countries, even those which have roots in
historical Christianity, strongly apply monetary gain as a central value, it may
appear surprising that Jesus Christ Himself, in very clear words, has been opposed
against a society model that would put the acquisition of money at its heart.

In the (embryonic) economic views of Jesus Christ, as far as they can be inferred
from certain verses of the Gospel, every individual is faced with the fundamental
life choice between “God” and the “mammon” (a concept that could be translated as
the “money devil”).”’

It is (evidently) the intention that man should choose a life in the service of God
and not in the service of the mammon, whilst it is impossible to choose both (see
Matthew, 6:24).

Surprisingly in line with the views of modern anthropologists and psychologists
(such as Tim Kasser, quoted hereunder), the reason for the unlimited pursuit of
money (and conclusively of greed) is mentioned in the very next Gospel verse

“|Isbouts (2012), p. 368; Sullivan (2010), p. 14.

Furthermore Goguel (1950), p. 429; Renan (1949), p. 429; Nissin (1960), p. 415; Dunkerley
(1962), p. 253; Stauffer (1957), p. 176; Duquesne (1994), p. 362.
4()Lloyd (2012), pp. 256-267; Tanner (2008), p. 198; Evans (2007), p. 202; Chadwick (1995),
pp. 130 a.f.; Mcmanners (1990), pp. 92 a.f.
SOWikipedia (last consulted on September 117 2014) defines the term “Mammon” as follows:

Mammon in the New Testament of the Bible, is material wealth or greed, most often
personified as a deity, and sometimes included in the seven princes of Hell.
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(namely Matthew, 6:25°!: see also Luke, 12:22), more specifically, the fear for an
uncertain future.

Other verses of the New Testament warn, in a similar way, against greed and
materialism, so for instance the verses Luke, 3: 10—14.% in addition to, for instance,
1 Tim. 6:10 (holding that the love of money is the root of all evil).

In a similar way, in the renowned “Sermon on the Mount”, Jesus Christ further-
more held that man shall not gather treasures on earth, where they will decay from
worms and moth, or be stolen by thieves, but that on the contrary, man should
gather treasures in heaven (see Matthew, 6: 19).53

As a consequence, a correct (religious) attitude to life consists of not allowing
the aforementioned fear and concern for one’s own insecure future to take hold,
thus avoiding the need for a life led by egoism in general and the pursuit of money
and wealth in particular (i.e. focused only on satisfying materialistic values), and
that, on the contrary, human life should be focused on achieving the Kingdom of
God.™

SlSee Matthew, 6:25:

Behold the fowls of the air: for they sow not, neither do they reap, nor gather into barns; yet
your heavenly Father feedeth them. Are ye not much better than they? (Authorized King
James Version; https://www.lds.org/).

See further Wright (2012c), pp. 64 a.f.
S uke, 3:10-14:

And the people asked him, saying, What shall we do then? He answereth and saith unto
them, He that hath two coats, let him impart to him that hath none; and he that hath meat, let
him do likewise. Then came also publicans to be baptized, and said unto him, Master, what
shall we do? And he said unto them, Exact no more than that which is appointed you. And
the soldiers likewise demanded of him, saying, And what shall we do? And he said unto
them, Do violence to no man, neither accuse any falsely; and be content with your wages.
(https://www.biblegateway.com/passage/?search=Luke+3%2C+10-14&version=AKJ V).

See also Beaumont (2010), p. 70.
33See also Beaumont (2010), pp. 46-47.

34Lloyd (2012), p. 202; Van Bruggen (2014), p. 96.
Jesus Christ even warned against the consequences of a life guided by greed (see Luke,
12:15-21):

And he said unto them, Take heed, and beware of covetousness: for a man’s life consisteth
not in the abundance of the things which he possesseth. And he spake a parable unto them,
saying, The ground of a certain rich man brought forth plentifully: And he thought within
himself, saying, What shall I do, because I have no room where to bestow my fruits? And he
said, This will I do: I will pull down my barns, and build greater; and there will I bestow all
my fruits and my goods. And I will say to my soul, Soul, thou hast much goods laid up for
many years; take thine ease, eat, drink, and be merry. But God said unto him, Thou fool, this
night thy soul shall be required of thee: then whose shall those things be, which thou hast
provided? So is he that layeth up treasure for himself, and is not rich toward God.
(Authorized King James Version; https://www.lds.org/).
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Further Illustration 3.1: The High Price of Materialism (Tim Kasser)

It is striking how, 2000 years later, the findings of modern human sciences
have reached almost the same conclusions as the ones to be found in the
abovementioned Gospel verses.

For instance, Tim Kasser, in his book “The High Price of Materialism™,
has demonstrated that mainly “insecurity”” and “fear”, but also other factors
(such as low self—esteem56, a breakdown in social contacts,...) cause mate-
rialism.”” Kasser has reached this conclusion by applying modern scientific
methods (including “co-research” in foreign countries and cultures).’® “From
this perspective, materialistic values are both a symptom of underlying
insecurity and a coping strategy (albeit a relatively ineffective one) some
people use in an attempt to alleviate their anxieties.””>

Furthermore, the author depicts very precisely the negative effects of a
society built on the unlimited acquisition of wealth and money: “Even the
successful pursuit of materialistic ideals typically turns out to be empty and
unsatisfying”®.

Consequently, it is not a coincidence that also in the already quoted Oxfam study
“Even it up” (2014) the struggle against growing economic inequality is conducted
in order to establish a world which is “free from fear”.°'

In this contemporary approach towards, in principle, the same fundamental
aspects of life as those referred to in the aforementioned Gospel verses, it becomes
the (at least moral) responsibility of society in general, and of its policy makers in
particular, to establish a society which is free of fear, thus removing the breeding
ground for unlimited egoism.

Needless to say that present-day societies which, mainly under the influence of
“economic neo-liberalism” (see further, under Sect. 3.4.2.3), are more and more
dominated by an “egoistic” economy, lie very far from this ideal.

In the radical life vision of Jesus Christ, there is no room for the practice of
unlimited accumulation of wealth, savings or hoarding (and for those who find this
terminology too strong, it can be pointed out that even Galbraith speaks about “the
unbridled pursuit of wealth accumulation”™)®, let alone for a world dominated by an

3Kasser (2002), p. 149 p.

36Kasser (2002), p. 43.

57Ruyver (1969), p. 28.

38Kasser (2002), pp. 6 a.f.

Kasser (2002), p. 29.

%OKasser (2002), p. 42.

S1Oxfam (2014), pp. 20 and 101 a.f.
$2Galbraith (1992), pp. 96-97.
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institutionalized savings and credit system (or, otherwise put: “the financial
system”).

Jesus Christ left little room for misinterpretation on how a true altruistic attitude
towards life should look like when He holds that those who have “too much”®® must
be willing to donate this freely to those who do not have enough.

In Christ’s teachings, such donating of excess of purchasing power may not
(even) occur in the form of “lending” (free or not), but needs to be done without
expecting to get the donation back (or to obtain anything in its place).

This viewpoint can, for example, be concluded from Jesus Christ’s reply to the
question of the rich young man about what to do “fo become part of eternal life”
(Luke, 18:18; Mark, 10:17). Christ’s answer to this question was: “Sell all that you
have and distribute it to the poor, then you shall have treasure in heaven; and come
follow me” (Luke, 18:22; see also Mark, 10:21)64, which, in the then prevailing
Jewish society explaining wealth as a gift of God, was according to Bahr hardly in
line with the then prevailing Jewish religious doctrine.®’

A similar illustration of Christ’s social economic viewpoint can be found in a
phrase from the Gospel of Luke already quoted above, where Christ said, amongst
other things: “Whoever has two coats should share with those who have none, and
whoever has food, should do likewise” (Luke, 3:11).

The fact that the teachings of Christ do not offer any breeding ground for an
institutionalized saving and credit system, let alone the consequent accumulation of
unlimited wealth, is even more obvious from Luke, 6:35, where Christ again
explicitly clarified that those who lend and loan money should do this without
expecting anything back, including the re-payment of the amount loaned itself.*®

At other points in the Gospel, it is further narrated how Jesus Christ expels
(in addition to the merchants) the (money) changers, i.e. the predecessors of the

%3In financial terms: those having an “excess of purchasing power” or having “savings”.

64Beaumont (2010), p. 49; Wright (2012c), pp. 47 a.f.; Wright (2012b), p. 133; Isbouts
(2012), p. 216.

SSBahr (2010), p. 37. See also Beaumont (2010), p. 49. While Judaism had no problem with wealth
(as, after all, Abraham was wealthy), by Jesus’ day poverty had become a huge problem, with only
a small sector of society being wealthy. This explains why Judaism encouraged the rich to give
alms to the poor, something Jesus also encouraged (see e.g. Matthew 6:2—4). However, Jesus also
said that wealth could be an enormous hindrance to entering God’s kingdom, hereby underlining
the foolishness of an unsatiable desire for ever more (Beaumont 2010, p. 49).

Traces of this attitude found in Judaism whereby richess are seen as a reward of God, can still be
found in present-day Catholic doctrine; see for instance Pontifical Council for Justice and Peace
(2005), no 323.

0L uke, 6:34-35:

And if ye lend to them of whom ye hope to receive, what thank have ye? For sinners also
lend to sinners, to receive as much again. But love ye your enemies, and do good, and lend,
hoping for nothing again; and your reward shall be great, and ye shall be the children of the
Highest: for he is kind unto the unthankful and to the evil. (King James Version; http://
biblehub.com/kjv/luke/6-34.htm; last consulted on February 26" 2016).

See further Graeber (2012), p. 283.
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current bankers (see above, Chap. 2. of this book), from the temple, as they had
turned it into a “den of thieves” (see Matthew, 21:12—13).67

It is hereby of further significance that the Gospel of Mark describes that, after
this expulsion from the temple, the high priests and scribes who had witnessed this
happening, began planning how to murder Christ (Mark, 11: 18).

This raises the question whether this religious story, in addition to its literal
meaning, does not also suggest, in a metaphorical way, that the power of “Supreme
Love” (which in socioeconomic relations translates into “altruism’) which Jesus
Christ embodies, wishes to expel the opposing powers of “egoism” and “greed”, as
embodied by the characters of the merchants and the money changers, i.e. the
predecessors of the bankers (both ancient professions in which the pursuit of greed
takes the largest form; see before also Plato’s similar teachings, quoted at marg.
25 of this chapter).

Galbraith has commented on this behaviour of Christ as follows®®:

The example was that of Jesus, the son of an artisan, who showed that there was no divine
right of the privileged; power could be with people who worked with their hands. Accom-
panied by disciples who were mostly of similar humble background, Jesus challenged the
Herodian establishment and therewith the greatly more majestic power of Rome. That one
person or one small group from such origins could gain such influence, distinction and
authority was an example to be cited, an influence to be felt, for the next two thousand
years. Those who in later times entered a protest against the established economic order
would be called rabble-rousers, and it would be part of their defense that in His assault on
the Jerusalem establishment — in denigrative terms, the moneychangers and usurers from
the Temple — Jesus was their ultimate role model. To a far greater extent than many
conservative Christians have liked to think, He legitimized revolt against evil or oppressive
economic power.

As an aside, it could be furthermore mentioned that also in Buddhism, both
“desire” and “lust”, such as the craving for ever more riches, are part of the legions
of Mara which need to be resisted in order to reach the state of enlightenment®.

Two millennia of increasingly unlimited greed later, it is not surprising that the
aforementioned expulsion of the merchants and money changers from the temple, at
least as testified in the four Gospels, has been the only time that Jesus Christ
expressed so much anger.

Christ did not express similar anger towards the adulterous woman who, in order
to test Him, was brought to Him by the scribes and the Pharisees asking Him what to
do with her; on the contrary, His reply was that he who is without sin should cast the

S7Walker (2009), p. 136; see also Walker (2007), p. 136.
%8See Galbraith (1987), pp. 20-21. Compare Walker (2009), p. 236.

Shttp://homepage.ntlworld.com/pesala/Pandita/html/mara.html (last consulted on November 26"
2014).
See also Harari (2014), pp. 249 a.f.; Thich Nhat Hanh (2009), pp. 112 a.f.


http://dx.doi.org/10.1007/978-3-319-52518-1_2
http://homepage.ntlworld.com/pesala/Pandita/html/mara.html
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first stone, after which, when everybody else had left (the eldest first), he told the
adulterous woman to go and sin no more (John, 8: 3—1 1).70

Nor did Christ lose His temper when a Roman centurion, representing the
occupying force of Judea, Galilea and Palestine at the time, asked Him to cure
his seriously ill slave, a request which Christ met without hesitation (Luke, 7: 1-10;
Matthew, 8: 5-13; John, 4: 46-54).""

Even when arrested in the Garden of Olives, He showed but great mercy to
Malchus, the servant of the high priest, whose right ear was cut off by the apostle
Simon Peter (according to the Gospel of John)—or by “one of the apostles”
(according to the other Gospels)’>—with his sword, whereby only the Gospel of
Luke mentions how Christ touched the ear of the High Priest’s servant and cured
him (see Luke, 22: 50-51; compare Matthew, 26: 51-52; Mark, 14: 47 and John,
18: 10-11, who do not mention this miraculous healing).73

Finally, even in His hour of death when hanging at the cross, Christ showed but
mercy to the criminal who was crucified with Him and who expressed his repen-
tance, when saying that he would be in paradise with Him the very same day (see
Luke, 23:40).

Towards an adulterous woman and her prosecutors, towards a Roman occupier,
towards those who arrested Him, and, in His hour of death, even towards a crucified
criminal, Christ essentially expressed no anger, on the contrary, only mercy,
making the anger He expressed towards merchants and (money) changers
(i.e. bankers) thus the more striking.74

One can, moreover, highlight the parable of the Good Samaritan, whose care for
a seriously injured man was declared by Christ to be a (typical) example
(of altruistic behaviour) compared to the (improper, egoistic) behaviour of the
priest and the Levite who, in spite (or even because) of their higher social and

70See furthermore Beaumont (2010), p. 45.

Remark the remarkable contradiction of the way Jesus Christ dealt with this issue and the way a
large part of the American (purportedly “Christian”) public usually responds to comparable
present-day cases in which issues of sexual moral are at hand, with as notorious example the
so-called “Lewinsky scandal” former US president Bill Clinton has been faced with during his
presidency.

"'Wright (2012a), pp. 78 a.f.
7Wright (2012b), pp. 196 a.f.
3Ortberg (2014), p. 126.
"*Galbraith (1987), p. 21.
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religious standing had walked past the same man earlier and had ignored him (Luke,
10:30-37).

The story of the Good Samaritan is thus the more striking given the fact that
Christ’s time was dominated by a mutual hate, which had existed for centuries,
between the Jews and the Samaritans, which has been explained by Ann Marie
B. Bahr as a consequence of the fact that the Samaritans were an apostate sect
honouring God on the Mount “Gerizim” instead of in Jerusalem, which was
unacceptable to orthodox Jews’®, and which—according to Tom Wright—con-
tinues to our times in the form of the ongoing conflict between Israel and the
Palestinians.”’

It is very notable in this parable that the Good Samaritan did not expect any
compensation for his help to the aforementioned seriously injured man, on the
contrary, he paid the innkeeper into whose care he had given the injured man, with
his own money in advance announcing that, if the sum provided would not be
enough to completely cover the cost of the treatment, the Samaritan would pay the
balance on his way back (see Luke, 10:35).

It is hard to envision a sharper contrast to the ideal of the (neo-)Smithian egoist
(one could speak of the (modern) “homo (neo)liberalis”), particularly since Adam
Smith has mastered socioeconomic thinking, including in sectors such as medical
care’® (see further, under Sect. 3.4).

lsbouts (2012), pp. 214-216.

See also All it needs is love. Capitalism’s reputation has been damaged by the bankers. http://
www.economist.com/news/finance-and-economics/21632602-capitalisms-reputation-has-been-
damaged-bankers-all-it-needs-love?fsrc=scn/tw/te/pe/ed/allitneedsislove. Last consulted on
February 28" 2016:

Nor does capitalism relate easily to the Christian ethic which still permeates Western
societies. Jesus did not celebrate bankers; he turned the moneychangers out of the temple.
His advice to a rich man was “sell all you have and give to the poor”. The role model is the
good Samaritan, who selflessly helps others, rather than himself. When we raise our
children, we emphasise principles of sharing and fairness; we dole out food and presents
equally to each child, regardless of how well they have “performed” during the year. The
most reliable complaint of any child is that a decision is “not fair”. It is hardly surprising
then that in adulthood, some people see the great riches accumulated by a few and feel that
is not fair either. Inequality is seen as a major problem by 56% of people in rich countries,
according to the pollsters.

"SBahr (2010), p. 37. Walker (2009), pp. 82 a.f.

"TWright (2012a), pp. 126 a.f. See also Beaumont (2010), p. 65, pointing out that the parable would
have been much more acceptable if it had been about a good Jew helping a Samaritan in need, but
that that was a twist that Jesus was not prepared to give it.

"8Verhaeghe (2011), pp. 26-29.


http://www.economist.com/news/finance-and-economics/21632602-capitalisms-reputation-has-been-damaged-bankers-all-it-needs-love?fsrc=scn/tw/te/pe/ed/allitneedsislove
http://www.economist.com/news/finance-and-economics/21632602-capitalisms-reputation-has-been-damaged-bankers-all-it-needs-love?fsrc=scn/tw/te/pe/ed/allitneedsislove
http://www.economist.com/news/finance-and-economics/21632602-capitalisms-reputation-has-been-damaged-bankers-all-it-needs-love?fsrc=scn/tw/te/pe/ed/allitneedsislove
http://www.economist.com/news/finance-and-economics/21632602-capitalisms-reputation-has-been-damaged-bankers-all-it-needs-love?fsrc=scn/tw/te/pe/ed/allitneedsislove
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Further Illustration 3.2: Health Care Within the Christian Tradition
John Ortberg mentions the willingness to provide health care, more specifi-
cally the care for contagious diseases, as one of the greatest breakthroughs
that Christianity has brought to the (Western) world.”®

Around 165 AD, a very contagious disease (probably smallpox) broke out
in Rome. Less than a century later, a second similar epidemic followed,
killing up to 5000 people on some days (and that was just within the city
walls of Rome itself). In both cases, the Roman population reacted in the
same way as had been done before in Ancient Greece (see the writings of the
Greek historian Thucydides (about. 460 to about. 395 BC)), i.e. either by
completely ignoring the sick (by leaving them to their fate, followed obvi-
ously by mass deaths), or, in an attempt to avoid further contamination, by
expelling them, or by throwing them out on the streets (alive). Against this
background, one community in the Roman Empire began to conduct itself in
a different way, more specifically the Christians, who had learned from their
spiritual Master Christ how, one and a half centuries earlier, He Himself had
cared for the lepers (see e.g. Matthew, 8: 1-4; Luke, 5: 12—16).80 As a result,
Christians started to administer health care in an organized way, often at the
risk of contamination (and causing the death of many Christian care pro-
viders)®', and appeared as the first organized care providers within Roman
Society.82

Ortberg further mentions how later in history Gregory of Nyssa (335-394)
(the younger brother of Basil the Great, who is further referred to as one of the
religious scholars who opposed the charging of interest; see further, at marg.
75 of this chapter) was the first to raise funds to open a care home for lepers.
As a result, he established what is believed to be the first hospital in Western
history.*?

Shortly thereafter, the council of Nicaea (325) (where it was also decided
to introduce the prohibition of interest for clergy) (see further, at marg. 77 of
this chapter) would decide that wherever a cathedral was built, there should

. 4
also be a “hospice”.®

(continued)

"Ortberg (2014), p. 49. See also Beaumont (2010), p. 69, pointing out that Christians have always
been at the forefront of caring for the needy (a fact which, according to Beaumont, has often been
antagonized atheistic authorities).

80Wright (2012¢), pp. 81 a.f.; Wright (2012a), pp. 55 a.f.
810rtberg (2014), pp. 49-50.

80rtberg (2014), pp. 49-50.

80rtberg (2014), p. 51.

80rtberg (2014), p. 51.
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Further Illustration 3.2 (continued)

Further historical examples of the inspirational power of the teachings of
Jesus Christ in the health care sector are: (i) the establishment of the Red
Cross by Jean Henri Dunant (1828-1910) who did so after having witnessed
how on the day after the “Battle of Solferino” (June 1859) during the Second
Italian Independence war (between certain Italian regions depending on the
support of France on one side, and Habsburg Austria on the other), over
38,000 wounded soldiers were left to their fate on the battle field, and because
he could no longer endure their cries, decided to dedicate the rest of his life to
the care of wounded soldiers in the name of Jesus Christ, which explains the
choice of the (red) cross as a symbol of the organization he founded;
(i) Theodor Fliedner (1800-1864) who, out of his conviction as a Lutheran
predecessor, and in a period where most German cities did not have hospitals,
started training young German (peasant) women to become nurses, which
resulted in the creation of a chain of hospitals all over Europe; a little later
(iii) Florence Nightingale (1820-1910) aspired to a life dedicated to the care
of the sick and wounded; as a result, she would establish the first secular
nursing school in the world (attached to “St. Thomas’ Hospital” in London));
at her death and at her explicit request, she was buried in an anonymous grave
only marked by a cross®”, and (iv) Father Damian (also: “Holy Damian of
Molokai”®®) (1840-1889) who dedicated his life to the care of lepers and who
would himself die of leprosy.*’

We can clearly also add, from recent history, Mother Teresa (also known
as: “Saint Teresa of Calcutta”) (1910-1997) (born as Agnes Gonxha
Bojaxhiu), who turned the care of the sick and weak in society into her life
work (for which she received the Nobel Peace Prize in 1979). To do this, she
obtained permission from the Vatican in 1950 to start a new religious order,
the “Missionaries of Charity”, aimed at caring for “the hungry, the naked, the
homeless, the crippled, the blind, the lepers, and any person feeling
unwanted, unloved, or neglected by society, people who are considered to
be a burden on society and avoided by others”. In 1952, Mother Teresa
opened her first “Home for The Dying” in Calcutta, in an abandoned Hindu
temple, and shortly after that an orphanage and a shelter for lepers. Thanks to
donations and new members, at the start of the sixties of the twentieth
century, the order had several hospices, orphanages and shelters for lepers
at its disposal. During the seventies of the twentieth century, the growth of the
order brought it to every continent. At the time of Mother Theresa’s death, the

(continued)

85Sullivan (2010), p. 62.
86He was canonized by the Catholic Church on October 11" 2009.
8 0rtberg (2014), p. 52.
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Further Illustration 3.2 (continued)

Missionaries of Charity employed over 4000 sisters, 500 brothers (in an allied
brotherhood) and over 100,000 lay volunteers working in 610 missions in
123 countries. For this, she was canonized by the Catholic Church on
September 4™ 2016.%

It should be clear from the foregoing that in Christ’s radical (religious) life
tenure, there is no room for wealth accumulation (= savings behaviour) and
enrichment through lending (let alone for the specialized financial products which
later in history have been derived from the basic credit mechanism).*

In fact, within a society based on the radical religious life tenure preached by
Christ, nobody should have to surrender to an unlimited accumulation of wealth,
nor should one choose for the pursuit of unlimited money and profit gain as one’s
life purpose (where it needs to be said that particularly early Christian societies
have effectively attempted to achieve this goal; see further, under Sect. 3.3.2.2.2).

In addition, in such an evangelical (religious) society, the needs of the deprived
should, by definition, automatically be met. Anyone having “too much” should
indeed be willing to share with those who have “too little”, and the deprived will in
this way be assured that their needs will be met (so that nobody should live in fear of
an uncertain material future).

In such a society model, the earth’s resources would automatically serve the
collectivity of mankind without leaving much room for the large distortions which
nowadays characterize the distribution of wealth on a global scale (see furthermore,
under Sect. 3.4.8).

To conclude this brief exploration on the ethical attitude towards wealth accu-
mulation in Jesus Christ’s teachings, it is particularly striking that both the
religious-ethical life tenure of Jesus Christ”, and the philosophical-ethical teach-
ings of Plato’", had already early on in the history of Western civilization reached
the very similar conclusion that the unbridled pursuit of wealth, especially at the
expense of others, is ethically reprehensible.

It is therefore thus the more remarkable that during the centuries that followed,
and particularly in the economic sphere, Western societies would clearly dissociate
themselves from these ethical insights, and, on the contrary, gradually develop a
basic new set of ethics which is in direct contrast to the ethical principles of Plato,
Aristotle and Christianity, namely the doctrines propagated by “economic liberal-
ism” and, later on in history, “economic neo-liberalism”.

88See also Dowley (2009), p. 153; Sullivan (2010), p. 20; Beaumont (2010), p. 117.
8 Galbraith (1990), 19.
“*Which, as stated by Levinas, formed the basis for Western religion(s).

*'Which, as stated by the same Levinas—be it along with the similar ethical vision of Aristotle
(see further, at Sect. 3.3.3.2.1.3)—formed the basis for Western thinking.
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3.3.2.2.2 Attitude Towards Money Gathering in the Early Christian
Societies

Although, under the influence of the already mentioned liberal and neoliberal
economic doctrines, the present-day world economies are governed by principles
which are completely opposite to the ideals of Christ, Early Christian societies have
nevertheless effectively attempted to put into daily practice the evangelical value of
a society based on altruism, at least as witnessed in the “Acts” of the New
Testament.””

In the New Testament book “Acts”, a picture is drawn of an early Christian
society where, initially under the leadership of some of the apostles of Christ, rich
Christians, as He had taught them, sold their goods, in order—and here a first
difference in the actual practice of Jesus Christ’s message compared to His words
can already be found”*—not to donate the proceeds of such sales to the poor, but
rather to make them available collectively, so that no member of the Christian
society should suffer any shortage.”

A similar image of early Christian “mutual solidarity” (which is one of the
meanings of the concept “koinénia” as used by Saint Paul) appears from the
different letters of Saint Paul (e.g. in Romans, 15: 25-32; 1 Corinthians, 16: 1-4;
2 Corinthians, 8-9 and Galatians, 2: 10), where he, for example, calls for donations
to finance the churches (of Jerusalem), but also as a means of achieving a redistri-
bution of wealth among the Christians in order to achieve the greatest possible

“See e.g. in the book “Acts” of the New Testament:
* Acts, 2: 4445 (Authorized King James Version; https://www.lds.org/):

And all that believed were together, and had all things common; And sold their possessions
and goods, and parted them to all men, as every man had need.

* Acts, 4: 32-35 (Authorized King James Version; https://www.lds.org/):

And the multitude of them that believed were of one heart and of one soul: neither said any
of them that ought of the things which he possessed was his own; but they had all things
common. And with great power gave the apostles witness of the resurrection of the Lord
Jesus: and great grace was upon them all. Neither was there any among them that lacked:
for as many as were possessors of lands or houses sold them, and brought the prices of the
things that were sold, And laid them down at the apostles’ feet: and distribution was made
unto every man according as he had need.

See also Wright (2012d), pp. 43 a.f. and pp. 73 a.f.; Beaumont (2010), p. 56.

This attitude has in recent times been criticized by the spiritual master Osho who has pointed
out that present-day Christianity does not convert because of its higher values, greater truth or
deeper insights, but by providing food and care for the hungry and needy (referred to as conversion
with “the Holy Bible in one hand and a loaf of bread in another”). (See Osho 2013, pp. 24-25.)
Pt is striking that Saint Francis, when confronted with the behavior of a new disciple who had
acted in a similar way by donating his fortune to his family rather than to the poor, severely reacted
by refusing this person as his follower until he had managed to set this wrong right.

**Jones (2011), p. 162.


https://www.lds.org/
https://www.lds.org/
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fairness.”> On this occasion, Saint Paul clarified the reasons for such a system,
among which the fact that love and charity assume that people provide practical
help and support to one another (see 1 Thessalonians, 4:9—10).%°

Notwithstanding the extent of mutual solidarity which the early Christian soci-
eties thus demonstrated, a thorough reading of the New Testament nevertheless
reveals, already from the beginning, a degree of dilution of the message of Christ
Himself.

Where Christ Himself, in an above quoted verse of the Gospels (see above, at
marg. 37 of this chapter) had invited a rich young man to sell all his property and to
distribute the proceeds of such sale to the poor, in early Christian society, practices
evolved differently: indeed, the rich were asked to sell their possessions, but on the
understanding that the proceeds of these sales were re-used for the establishment of
the Christian community, in other words, to divide among those who were part of
the Christian community itself.

It seems that Saint Paul was well aware of the risk of Christ’s words thus getting
distorted, leading him to emphasize, in his various writings, the principle of
“economic self-sufficiency” or “economic self-reliance”: Christians were to strive,
through their labor, to enable themselves to lead a generous life (compare to the
similarly encouraged “generous behavior” of Aristotle), in such a way that they
could (also) “give” without expecting to be paid back (see 1 Thessalonians, 4:
11-12). Saint Paul’s ideal seems to have been for a world of Christian communities
to emerge where no-one was in need, and where the desire to do good, would
increasingly be passed on to the world outside of the Church.”’

Nevertheless, it should further be noted that the way of fulfilling (in daily
practice) the aforementioned words of Christ by Saint Francis of Assisi in the
thirteenth century (see further, under Sect. 3.3.2.2.3), witnesses a much purer
experience of the aforementioned “religious message”.

As will be further on in the text elaborated upon in more detail, Saint Francis also
wanted his followers to give up their prize possessions and sell them, but in his case,
the profit was explicitly not intended to create a collective wealth, but rather for
distribution to (other) poor people. It hereby seems that Saint Francis of Assisi
realized very well that Christ, through His teachings, had not only called for a life of
“poverty” and “solidarity”, but also one of labor, where a person needs to cover his
day-to-day living expenses through daily labor in exchange for daily food require-
ments (or other vital needs), and where there was no room for wealth accumulation,

%Jones (2011), pp. 162-163.
“Hoet (2008), p. 95.
“TJones (2011), p. 164; Hoet (2008), p. 140.
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be it in a collective way, and particularly not from fear of an uncertain future
(compare Matthew, 6: 25—31)98.

Nonetheless, early Christian societies initially demonstrated a degree of “mutual
solidarity” in a rigorous way not seen in history since then®.

From “2 Thessalonians, 3:6—12”, it is hereby clear that the principle of “prac-
tical mutuality” was a ruling principle in the socioeconomic relations between and
within the Christian communities.'*

At the same time, as said before, Saint Paul also-called for every Christian to
provide for themselves through labor and not depend on anyone else, so that a
Christian would be a “benefactor” and not a “protégé” (see 1 Thessalonians, 2:
1-12 and 4: 9-11).'"!

Soon this rigidity would however vanish.

As the expected establishment of God’s Kingdom on earth was taking too long,
the original, harsh attitude of the leading clerical figures towards the rich became
more and more lenient. For instance, it soon was no longer necessary to distance
oneself from “all” of one’s possessions to be allowed to join the Christian commu-
nity: on the contrary, a “partial” renunciation was deemed sufficient. When later the
number of rich Christians grew exponentially, the organization of early Christian
societies would also develop into a true hierarchy, which created the starting point
for the subsequent institutionalized Church (where accumulation of wealth found a
place again, something which is confirmed by the many treasures the Church has
gathered throughout the centuries'??, significantly contrasting with the message of
poverty and simplicity for which Christ Himself had called).'®?

Later on, certain parts of the Church would themselves become part of certain
(pre)capitalist practices relying on the exploitation of serfs (e.g. the “grangia” of the

“Matthew, 6: 25-31:

25 Therefore I tell you, do not worry about your life, what you will eat or drink; or about
your body, what you will wear. Is not life more than food, and the body more than clothes?
26 Look at the birds of the air; they do not sow or reap or store away in barns, and yet your
heavenly Father feeds them. Are you not much more valuable than they? 27 Can any one of
you by worrying add a single hour to your life ? 28 “And why do you worry about clothes?
See how the flowers of the field grow. They do not labor or spin. 29 Yet I tell you that not
even Solomon in all his splendor was dressed like one of these. 30 If that is how God clothes
the grass of the field, which is here today and tomorrow is thrown into the fire, will he not
much more clothe you—you of little faith? 31 So do not worry, saying, ‘What shall we eat?’
or ‘What shall we drink?’ or ‘What shall we wear?’

See also Van Bruggen (2014), p. 96.
“Jones (2011), p. 162.
%Jones (2011), p. 163.
1% Jones (2011), pp. 115-116.

192Even having resulted in the fact that the Catholic church, in its several components, is presently
one of the richest institutions on earth albeit that, due to a total lack of transparency, it is
impossible to measure the extent of its worldwide wealth.

193praag (1954), pp. 161-179, especially pp. 172-173.
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Cistercian Abbeys, referred to by Gimpel as the first “modern factories” in
European history).'®*

3.3.2.2.3 The Allegorical Marriage Between Francis of Assisi and Lady
Poverty

Some of the abovementioned developments did not stop some leading Catholic
figures, who apparently better understood the basic teachings of Jesus Christ, from
rising through the course of later Western (church) history.

A noteworthy example of such a figure has without any doubt been Saint Francis
of Assisi (1181/1182—1226) who, in word and deed attempted to lead a life in
(literal) accordance with the words of Jesus Christ.'?

Saint Francis (born as “Giovanni di Pietro Bernardone” ) witnessed the reve-
lation of God’s will while, on February 24"™ 1208, he was celebrating mass in the chapel
of Portiuncula (nearby Assisi)'”, and during mass heard (the reading of) the
following evangelic words of Jesus Christ when sending out the apostles: “Do
not get any gold or silver or copper to take with you in your belts— no bag for the
Jjourney or extra shirt or sandals or a staff, for the worker is worth his keep.
Whatever town or village you enter, search there for some worthy person and
stay at their house until you leave. As you enter the home, give it your greeting. If
the home is deserving, let your peace rest on it, if it is not, let your peace return to
you”’ (Matthew, 10: 9-12; see also Luke, 9: 1—17).108

After having heard these verses from the Gospel, Saint Francis concluded that he
should put these words into daily practice, especially by postulating the “literal”'®”
translation of three passages from the Gospel: (i) the sale of all earthly possessions
in order to donate the profits to the poor (Matthew, 19:21); (i) take nothing when
you travel: possess no staff, no bread or gold, nor two coats (Matthew, 10: 9—10);
and (7ii) in order to follow Jesus Christ, deny oneself and take up one’s cross (Luke,
9:23).!1°

For a long period, these evangelical verses were the only three rules of the (early)
order of Saint Francis, while Saint Francis himself entered into a metaphorical/

1106

% Gimpel (1976), p. 47.

105Bower (2009), pp. 107 a.f.

1%Brugmans (1942), p. 208; Dowley (2009), p. 70.

197 church which Saint Francis was then (literally) restoring.

1%8Wright (2012a), pp. 105 a.f.; Armstrong and Brady (1982), p. 3; Englebert (1998), pp. 30 a.f.
See also Schniirer (1949), p. 352; Englebert (1998), pp. 72-73; J. Pelikan (1987), p. 154.

1Russell (1948), p. 408.
"9Bahr (2010), p. 186; Englebert (1998), p. 73.
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allegorical marriage with religious poverty (“Lady Poverty”) (as described in an
early anonymous text “Sacrum Commercium’).""!

Saint Francis considered the literal compliance with the three aforementioned
evangelical teachings to be a direct order from God (in the same way as a serf was
supposed to obey his feudal lord).''?

As more and more disciples joined Saint Francis’s movement, he himself started
to refer to them as “minores” (= the “least”, or the “less important™) who originally
were not allowed to have a life in society, and who furthermore were not allowed to
have any kind of possession, not even in a collective manner (and not even of
houses to live in or of churches).l 13

On the contrary, the “fratres minores” needed to provide for their daily life needs
(in accordance with Matthew, 10:10, implying that every laborer should be worthy
of his hire) without being allowed to accept any money. When necessary, they
could beg for grain (like ordinary poor people at that time), but not for money''?,
while Saint Francis always served as the best example for this severe evangelical
life attitude himself.'"”

By the same token, the “minores” were not allowed to occupy a fixed residence,
but were to remain dependent on temporary shelter provided in return for their daily
labor (compare the concept of “homelessness” in Buddhism).''®

As to monetary use and gain, it is remarkable (and no less radical than in the
earlier quoted Gospel verses; see above, at marg. 33—34 and 37—40 of this chapter)
that in the first version of the later on more established central rules of the Order of

the Friars Minor attributed to Saint Francis himself 17, it goes as follows''8:

Therefore, a friar is not permitted,
Wherever he is or goes,
In no way to take along, receive or make receivable money or coins,
Not for clothes or books, nor as payment for a job
In short, in no case,
Except in case of clear need of sick friars,
as we are not permitted to expect more profit from money and coins
Than from stones.
And the devil will dazzle those who desire it or find more value in it than in stones.

" Schniirer (1949), p. 352; Pelikan (1987), p. 157; Fiilop-Miller (1991), p. 182; Russell (1948),
p. 408; Bahr (2010), pp. 190-191.
See further Englebert (1998), pp. 121 a.f.

128 chniirer (1949), p. 352. See also Freeman et al. (2004), especially p. 14; Armstrong and Brady
(1982), p. 4.

BRussell (1948), p. 408.

1145 chniirer (1949), p. 355. See also Pelikan (1987), pp. 160-161; Russell (1948), p. 408.

"5De Wit and Steenvoorde (2008), p. 71; Fiilop-Miller (1991), p. 193.

5Russell (1948), p. 408; Bahr (2010), p. 191; Backhouse (2011), p. 95.

"7Sweeney (2015), p. 206.

"18See Chapter VIIL (“The brothers may not accept money”), Verses 3—6 of the “Rules of the
fratres minores” in the (Dutch) translation of Freeman et al. (2004), p. especially 51.
Compare Sweeney (2015), p. 213.
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We, who leave everything behind

Have to watch out not to lose

The kingdom of Heaven

For such a worthless thing.

And if we find coins somewhere

We are to worry about it just as little as about the dust that we walk upon
For ‘vanity of vanities and all is vanity’. (Pr 1,2)

According to Fiilop-Miller, this attitude towards money was thus the more
remarkable in a time when money, which had just been reintroduced as the main
standard of exchange in trade and commerce, was more and more considered as the
essence of all values, a thing which was to be acquired and accumulated above
anything else. A person who owned money and gave it away, who refused to accept
a coin that was offered to him, was a fool if there ever was one.'"’

Even though, without any doubt, Franciscan teachings also offered a (clerical)
reaction to another, be it spiritual, movement stigmatized as pagan, which in those
days aspired to introduce evangelical values into daily society, namely “Catha-
rism”'?°, it does not prejudice the great achievements of Saint Francis and his
followers, amongst whom, in addition to his female counterpart Saint Clara of

Assisi'?!, was the similarly soon very popular Saint Anthony of Padua'?*.

"9Fiilgp-Miller (1991), pp. 187-188.

1208ee the works of Emmanuel Le Roy Ladurie, among which “Montaillou, village occitan de
1294 a 13247, Gallimard, 1975; revised edition 1982.

121Backhouse (2011), p. 95; Schniirer (1949), p. 359; Brugmans (1942), p. 209; Bahr (2010),
p- 191; Englebert (1998), pp. 141 a.f.; Fiilop-Miller (1991), pp. 217 a.f.

122See Hardick (1989), pp. 39-40.

Saint Anthony’s attacks on social injustice and social disorder did not spring from an aspiration
to gain an enthusiastic reaction, but from an uncompromising honesty that felt obligated to the
Gospel only (Hardick 1989, p. 39). Saint Anthony hereby stressed three Christian virtues, namely
chastity, poverty and humility (see Spilsbury 2013, p. 240) and three capital sins for excoriation:
pride, greed and lust (see Jarmak 2013, p. 223).

Saint Anthony severely opposed the in his lifetime emerging practices of “usury”. (See Jarmak
2013, p. 222.)

Some of his sayings were as follows:

The accursed usurers become great and strong on the earth. Their teeth are like the teeth of
lions. The lion is distinguished by two qualities: a neck that will not bend since it is made of
but one bone, and an evil-smelling mouth. Similarly, the neck of the usurer is unbending
since he neither fears God nor respects his fellow human beings. His mouth smells evil
because he puts nothing into it except filthy money and its dirty profit. His teeth are like
those of a young lion (Joel 1:6), for he swallows and consumes the property of the poor, the
orphans, and the widows. (See Hardick 1989, p. 39.)

Anyone who strangles another person takes from that person both his voice and his life. The
poor person’s property is his life. As life lives from blood, so the poor person must live from his
property. If you take his meager possessions from the poor person, you strangle that person; and
in the end, you yourself will be strangled by the devil. (See Hardick 1989, pp. 39-40.)
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Despite all this, even the teachings of Saint Francis, notwithstanding the fact that
his direct followers attempted to adopt them'?*, would all in all find very limited
response and not succeed in weakening the dominance of the emerging
pre-capitalist, Middle Age trade system, and the pursuit of profits on which this
was based. A possible explanation for this is that Saint Francis was in no way an
(early) socialist or revolutionary. On the contrary, the means he employed to adjust
the social and socio-political evils of his day was the mutual adjustment of wealth
and poverty, of power and submission, and the equalization of master and servant,
and of lord and vassal on a personal basis.'**

Schniirer'*> nevertheless mentions that Saint Francis and his movement indi-
cated a beneficial reaction to the immoderate greed for money which was, because

One who wishes to lord it over others uses gold and silver money as a security at the curia,
giving it to porters and notaries, for such people well understand how to milk a cow. They suck
out the blood of the poor and lighten the purses of the wealthy and give the money to their
nephews and nieces, and often to their sons and daughters. They write out receipts for the
money requested from them, and desire to receive great sums of gold and silver in payment.
They strip their fellow human beings of everything, taking even their clothing. Even the people
living in the cities are driven to complain, and the souls of those who are oppressed cry out to
the Lord. But God leaves nothing unpaid. If they have acted against the light of their better
insights, they will lose the light of grace and of the church. (See Hardick 1989, p. 40.)

The Lord punishes avaricious people, permitting them to be afflicted with need and want,
since in their estimation, they think they always need some more. He punishes them with a
fever and envy at the good fortune of others, with a cold shiver of losing what they have
accumulated, with burning heat to acquire more, with the hunger of gluttony, with the foul
air of a bad reputation, and with the rust of lust. (See Jarmak 2013, p. 223.)

Damned money! Alas! How many religious did it blind! How many cloistered religious dit
it deceive! Money is the ‘droppings of birds’ that blinded the eyes of Tobit. (See Jarmak
2013, p. 223.)

Furthermore, Saint Anthony held that although the bodily situation of humanity is marked by
the effects of sin, this nevertheless should lead people to honesty: “Our body is poor. For it enters
this land of exile naked, blind and miserable. And it will leave this foreign land naked, blind and
crying. .. It is subjected to need and cold, it is plagued with sickness. . . Of what, then, are you
proud, o poor, unfortunate man? Of what can you boast? Whatever you cannot take with you
later does not belong to you.” Hardich in this regard has pointed out that his is not to be considered
the opionion of an overly zealous, popular missionary, but, strictly speaking, a paraphrase of the
words of the Sacred Scripture; “We brought nothing into the world, and we cannot take anything
out of the world. But if we have food and clothing, let us be content with these. But those who
desire to be rich fall into temptation, into a snare, into many senseless and hurful desireds that
plunge people into ruin and destruction. For the love of money is the root of all evils” (1 Tim
6:7-10). (See Hardick 1989, pp. 177-178.)

1238ee e.g. Wintz (2012), pp. 6-7.
2*Maloney (1931), p. 74.
125G chniirer (1949), p- 359. See also Pelikan (1987), p. 161.
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of the revival of trade, consuming Italy at that time. Hence, Saint Francis’ life and
work formed a “social blessing” and a call for “spiritual elevation”, particularly
towards the church itself, as a counterweight to the increasing hunger for wealth,
power and splendor that was taking control of all layers of society, including the
clergy itself.

A sharper contrast between the teachings of Saint Francis and current neo-liberal
teaching (unless perhaps with the message of Christ Himself, which in substance,
was the same as that of Saint Francis, as the latter aimed at applying some of
Christ’s words literally) may be hard to imagine.

Who, for instance, could imagine that Saint Francis of Assisi, the allegorical
husband of Lady Poverty would, instead of, based on the evangelical message that
the laborer needs to be worthy of his livelihood, working every day for a meal
(or for a similar need), for instance, be the CEO of a large company and be its main
shareholder, in order to, by using (and exploiting) the labor of others as much as
possible, and by selling his products and services at the highest possible price, get as
rich as possible, for which purpose he would occasionally meet with his accountant,
auditor or lawyer, in a relentless attempt to set up mechanisms that would enable
him to pay the least possible amount of taxes (and for this purpose would be willing
to put pressure—or have others put pressure for him—on politicians), in order to
avoid contributing to the organization of society in its widest sense?

By way of a concluding remark, reference can be made to the fact that under
prevailing Church doctrine, the ideal of Saint Francis is still upheld, albeit it is
considered as an ideal which is not in reach for everyone, but only for those who
seek poverty “with a religious attitude” , whereby it is said that such “poverty opens

one to recognizing and accepting the order of creation”.'*

Further Illustration 3.3: Brother Sun, Sister Moon (Franco Zeffirelli)
The movie “Brother Sun, Sister Moon” (1972) by Franco Zeffirelli, draws a
romanticized version of the life (and especially spiritual awakening and
spiritual growth) of Saint Francis of Assisi.

One of the scenes in the movie dealing with the early spiritual awakening
of this great Saint in the catholic tradition (who also enjoys the status of
doctor of the Church) is definitively also an indictment of the emerging (pre)
capitalism in Northern-Italian regions in the twelfth and thirteenth century.

(continued)

126See Pontifical Council for Justice and Peace (2005), no 324:

In this perspective, the “rich man” is the one who places his trust in his possessions rather
than in God, he is the man who makes himself strong by the works of his own hands and
trusts only in his own strength. Poverty takes on the status of a moral value when it becomes
an attitude of humble availability and openness to God, of trust in him. This attitude makes
it possible for people to recognize the relativity of economic goods and to treat them as
divine gifts to be administered and shared, because God is the first owner of all goods.
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Further Illustration 3.3 (continued)

In the disputed scene, the young Saint Francis ends up in one of the textile
workshops of his father Pietro di Bernardone (performed in the movie by Lee
Montague) (who in the previous scene had shown Francis his treasure room
which the young Saint had silently witnessed in great wonder, clearly dem-
onstrating that he did not see his purpose in life as accumulating that kind of
treasures), where laborers (including children and youngsters), are, inter alia,
weaving fabrics in appalling conditions (among which the condition of the
workshop itself, which looks like a dark cavern).

The sight of the miserable conditions of the laborers makes such a great
impression on the young Saint Francis, that he cannot hold back from inciting
them to stop working and from taking them outside into the sunlight.

In the movie, the metaphors in particular are very strong: not only is the
scene played in complete silence, as Saint Francis, since spiritually awaken-
ing (earlier in the movie), has not yet uttered a single word, but besides that,
the image of Saint Francis leading the textile laborers working in miserable
circumstances into the sunlight, is clearly to be understood metaphorically as
the image of the Christian Saint leading his flock into “the Light”.

In a later scene of the movie, the viewer can witness a new confrontation of
two colliding ranges of thought (which have determined the current shape of
socioeconomic world order), more specifically the evangelical values,
adhered to by Saint Francis in all purity, as opposed to the aim of unlimited
wealth accumulation which consumes his father Pietro di Bernardone. In the
relevant scene, Saint Francis, moved by great compassion, is returning home
from the textile workshop, where his father, driven by an unbridled selfish
pursuit of riches (and this throughout the whole movie), erupts in anger.
When shortly later, Saint Francis also throws his father’s robes and fine
fabrics out of the window, (as such kind of wealth cannot bring happiness),
the father (literally) drags his son to the bishop of Assisi, Guido, hoping that
the latter would be able to bring Saint Francis to “his senses”. These attempts
however are pointless as the confrontation with bishop Guido of Assisi causes
the final breakthrough in Saint Francis’s spiritual awakening, whereby he
literally gives up his fine clothes (and with this, in a symbolic way, the
paternal authority, as well as his heritage), and places them in front of the
bishop in order finally to start his life of poverty, which will turn him into one
of the most inspiring Saints ever in Catholic history."*’

1278ee furthermore Fiilop-Miller (1991), pp. 176—177; Russell (1948), p. 407; Zwaenepoel (2011),
p. 127; Freeman et al. (2004), especially p. 14.
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3.3.2.2.4 The Waning Influence of Jesus Christ’s Radical Teachings About
Wealth Accumulation in Later Christian Societies

It is self-evident that, even on a global scale, the current socioeconomic model of
capitalism, lies as far from the aforementioned ideal evangelical image as possible.

Notwithstanding the fact that the Roman Empire itself and, from the early
Middle Ages on, the different European Regions (later: countries), were one by
one “christianized”'?®, the radical “economic” vision of Christ would be barely of
any real influence in the organization of these Western (and Western inspired)
society (ies) and their prevailing economic system, namely (emerging) capitalism.

On the contrary, to phrase it in said evangelical terms, the evolution of Western
economies rather has been characterized by an ever increasing submission to “the
mammon” (rather than to God), where even Church teachers, to some extent
already in Roman times, were increasingly prepared to make (extensive) compro-
mises to validate developments in trade (and later in industry), with Protestantism
eventually resulting in clerical teachings themselves being more and more sympa-
thetic towards (pre-)capitalist practices and, as a consequence, hardly being still in
line with the teachings of Christ Himself.'?’

According to Praag'’, the spirit of early religious Christianity has nowadays
completely disappeared in almost all purportedly Christian countries, even within
the Catholic and other Christian churches themselves.

According to this author, instead of Jesus Christ, the Son of Man who had no
stone to rest His weary head upon (Matthew, 20: 8), a new type of Emperor came to
Rome, living in a showy palace which is guarded by even more showy soldiers,
under whose watch the experience of the evangelical values gradually got reduced
to a mere lip service to rigid rituals.'®'

Already from the third and fourth centuries on, the Christian Church hence
strived for accumulating more and more wealth, for instance by convincing rich
Christians to invest in churches and monasteries (rather than investing in commu-
nity projects) in this way in its own merit contributing to the decline of the Roman
empire. '

On a more socioeconomic level, the diminishing of evangelical Christianity can
even to a further extent be demonstrated by the evolution of the Christian view-
points on the question of wealth accumulation through means of the credit
mechanism.

1281 Joyd (2012), p. 257.

129Todd (2015), pp. 31 a.f.; also Todd (2015), p. 47.

13OPraag (1954), pp. 161-179, especially p. 175. See also Pelikan (1987), p. 157.
31praag (1954), pp. 161-179, especially p. 175.

132Eagleton and Williams (2007), p. 61.
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From the fourth century on, until far into the Middle Ages, clerical thinking
about how the accumulation of wealth relates to the basic evangelical values,
hereby focused more and more on the so-called “(clerical) interest debate”,
whereby the new economic teachings of the Church of that time (see further in
the text, under Sect. 3.3.3.3) got already early on in history based on a fundamental
weakening of the teachings of Christ Himself.

In other words, the clerical position regarding the question of (unbridled) wealth
accumulation would, over the ages, increasingly start to demonstrate an ever
growing tolerance towards the practices which lie at the foundation of capitalism,
among which the levying of interest as a method of unlimited enrichment; as a
result, since the late Middle Ages, Christian philosophy itself would ultimately
contribute to the breeding ground for capitalist economic thinking to which espe-
cially the teachings of the spiritual fathers of Protestantism, Martin Luther
(1483-1546) and John Calvin (1509-1564) strongly bear witness (see further,
under Sect. 3.3.3.6.2).!%

Since, from an historical angle, the so-called “clerical interest debate” concerns
one of the most important teachings in which the issue of the acceptability of
uncontrolled individual accumulation of wealth has been so profoundly covered'**,
the development of this teaching will (thoroughly) be analyzed in Sect. 3.3.3.

133Compare Galbraith (1987), p. 22.

Already during the second half of the Middle Ages, the Catholic Church itself would not
hesitate to participate in certain commercial and financial practices which were inherently incon-
sistent with the message of Jesus Christ.

A historical example is without any doubt the practice of the trade of (church) “permits”
(purportedly diminishing the time a sinner has to spend in purgatory), which would later on be
highly contested by Luther, causing a clerical schism that resulted in the establishment of the
so-called protestant churches. Some of these protestant churches have, in an almost paradoxical
way, developed teachings of unbridled savings behavior put forward as central ethical values
(Graeber 2012, pp. 321 a.f; see also Vivekananda 1989, pp. 25-118, especially p. 32; Bruckner
2016, pp. 36 a.f.).

Also the techniques, still applied today, of accounting undervaluation of the immeasurable
(cultural) treasures of the Catholic Church in general, and of the Vatican more specifically, in order
to hide the real value of these treasures from the outside world, reflect the similar craving for ever
more wealth that is not shared with others that was criticized by Christ. Most probably, the leading
forces of the Vatican could, without any doubt, respond to the appeal of Christ and sell many of
these treasures and by doing this remove a great deal of suffering from the poor and needy.
Furthermore, the Vatican even created its own bank, the “Istituto per le Opere di Religione”
(“Institution for the Works of Religion/IOR”), which enables its customers to invest, offering
payment transfer services and which, as many of its “secular” counterparts, has repeatedly been
discredited in the past (https://www.ior.va/; last consulted on December 0™ 2014; see also
Bruckner 2016, p. 37).

134Gee also Bernstein (2004), p- 19.
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3.3.3 The Middle Ages Clerical Interest Debate'”’

3.3.3.1 The Weakening of Christian Teaching Towards the So-Called
Interest Debate

Although, as mentioned before, from early on in Western history'*°, Christianity
became the dominant religion'?”, Catholic doctrine would quite quickly'*® undergo
a gradual, albeit fundamental weakening of the radical vision of Christ on the issue
of wealth accumulation.

A.o. based upon the writings of the Ancient Greek philosopher Aristotle ™, the
aversion towards unrestrained wealth accumulation was gradually reduced to a ban
(with a much more limited scope) on setting a price for the lending out of money
(as a substitute for giving away one’s riches). This resulted into a centuries-long
battle of ideas about whether or not the charging of interest could be justified in
light of Christian doctrine.

In hindsight, one can but wonder whether or not said evolution implied, already
from an early point in the history of Christianity, an important concession to “the
mammon” which, in its own turn, paved the way for the development of a social and
economic model presently prevailing in Western societies in which money and
monetary gain gradually became the central (economic) value.

Instead of, as still had been attempted in most early Christian societies (see
above, under Sect. 3.3.2.2.2), clinging radically to the vision of Christ Himself
which implied that those who have “too much”, should be willing to donate to the
poor without any expectancy of being refunded—an approach which is, of course,
intrinsically inconsistent with the development of an institutionalized savings and
credit behavior, as the latter is by definition based on the practice of wealth
accumulation and on loans implying a promise of reimbursement—already during
Roman times, a weakened church teaching developed which considered savings
and credit behavior acceptable, provided that no (extra) charge for credit lending
occurred.

The religious commitment to altruism as preached by Christ thus very soon
diminished to a permission “fo lend (out) with the expectation of being reim-
bursed”, provided that there was no additional motive for enrichment.

139

135For this part of the text, there has been built further on Byttebier and Flamée (2012), pp. 2—40.
13Harari (2014), pp. 265 a.f.; Lloyd (2012), p. 203.

'37In many Western regions and countries, Christianity reached the status of state religion, and in
some cases even of the only religion that (public) authorities allowed.

138Despite the examples of (later) historical figures such as Saint Francis of Assisi and of his
followers, among who Saint Anthony of Padua, who tried to put into practice the ideal religious
image of a life of poverty. (See above under Sect. 3.3.2.2.3.)

39Vandewalle (1976), p. 6; Bahr (2010), p. 180.
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In other words, this already by the end of the Roman empire newly developing
church teaching allowed someone to accumulate wealth, and to keep such wealth
entirely for one’s self without being obliged to share this accumulated wealth with
people less fortunate, provided that such wealth did on itself not become a means of
generating more wealth. As a result, it became acceptable to lend out a surplus of
wealth to someone who is less fortunate, provided that the lender does not charge
interest on such a loan and, on the contrary, the borrower only has to pay back what
he borrowed, without being submitted to any additional payments.

Although this concession regarding the message of Christ may at first glance
seem innocent, it nevertheless implied a radical turnover of Christ’s basic teachings
(see especially at Matthew, 6:24'*") as it would pave the way to the creation of
society in which the rich could get ever more rich at the expense of the poor and the
needy, ultimately leading into capitalism becoming the dominant societal model in
which, completely opposed to the teachings of Christ, money gain, rather than the
service to God, became the central life theme.

A closer examination furthermore indicates that the ethical messages of the main
religious teachings which lived on in the Western world, namely Judaism, Chris-
tianity and Islam, all have, from an historical point of view, adopted very outspoken
positions in the interest debate, and, given the great inspiration that these teachings
have brought to the development of the (Western) national economies, it is useful to
take a closer look at said teachings.

During this examination of the ethical approach to the issue of charging interest
in the abovementioned religious systems, the main focus from here on will be on the
examination of the Judeo—Christian approach, as it is the most ingrained in Western
culture. Another reason for this choice is the personal familiarity (and access to
sources) with and to this Judeo-Christian approach.'*'

3.3.3.2 Main Sources of Inspiration in the Clerical Interest Debate

3.3.3.2.1 Sources from Classical Antiquity

3.3.3.2.1.1 Scope

The developers of the abovementioned “new” church approach on the issue of
wealth accumulation who reduced the previously discussed religious message of

149Matthew, 6:24 (King James Bible):

No man can serve two masters: for either he will hate the one, and love the other; or else he
will hold to the one, and despise the other. Ye cannot serve God and mammon.

4ISee however Schwartz (2009), pp. 409—430; Visser and McIntosch (1998), pp. 175-189. See
also Shafee (2016).
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Christ Himself to the so-called “clerical interest prohibition” considered themselves
backed in their stance, on one hand by different Biblical sources—among which, of
course the New Testament, but even more so the Old Testament (bringing a
beneficial working of the Judaic teachings regarding interest charging; see further,
under Sect. 3.3.3.2.2)—but on the other hand also in the approach from classical
antiquity of philosophers such as Aristotle.'*>

3.3.3.2.1.2 Charging Interest in Ancient Societies

As has already been pointed out before (see above, under Sect. 3.3.2.1), already
during classical antiquity, philosophers and other thinkers had struggled with moral
annotations regarding the use of money.

Loans, with their associated forms of compensation, are reported to go back to
the Neolithic age.'*?

From the way in which these (presumed) oldest forms of loans were dealt with,
their ethical approach resorts implicitly. Sumerians'** for instance used the word
“mas” to indicate interest, as well as “calf”, and the hieroglyphic “mess” means
both “interest” and “birth”. Also the Greek word “folos” has the double meaning of
“birth” (what is produced) and “profit”.'*>

In the “Codex Hammurabi”, creditors were asked to wait to reclaim their loan
until after the harvest, and in case of a failed harvest, the interest on leased land did
not need to be paid.'*®

In other words, it appears from early organized societies which increasingly
started to rely on indirect barter trade (characterized by the use of money), that the
social admissibility of charging interest, albeit present from the beginning, was in
some cases conditioned by ethical considerations of social perpetuation.

3.3.3.2.1.3 The Teachings of Aristotle

Aristotle, who, according to Galbraith, was one of the few authors from Classical
Antiquity who has really dealt with economic issues'*’, and who, in doing so, inter
alia provided a philosophical-economic interpretation of the problems related to the

“2Graeber (2012), pp. 298 a.f.; Polak (1928), p. 90.
143Bogaert et al. (2000), pp. 14 a.f.
"“Harari (2014), pp. 200 a.f.

45yan Liedekerke (1993), pp. 17-25.

The Dutch language also shows traces of this approach, through the word “kroos” (meaning
“interest”) and the word “kroost” (meaning “offspring”). The Dutch dictionary Van Dale (in its
14" reviewed edition) also mentions in the definition of “kroost” the Old French word “croist”
(from which the word “kroost” itself is derived), in addition to the Old French “croistre” (meaning
“to grow”).
46Graeber (2012), pp. 216-217; Bogaert et al. (2000), p. 16; Ferguson (2009), p. 32.
*"Galbraith (1987), p. 10.
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charging of interest'*®, found that the charging of interest was a widely used
practice, but stated that it was both an “unnatural” method of enrichment, as well
as a form of “unjustified” use of money (as money is meant to facilitate barter trade
and not to create new money on itself).'*’

For instance, Aristotle’s “Politica” (v.1258a38) mentions that the charging of
interest is the most unnatural way of doing business:

There are two sorts of wealth-getting, as I have said; one is a part of household manage-
ment, the other is retail trade: the former necessary and honorable, while that which consists
in exchange is justly censured; for it is unnatural, and a mode by which men gain from one
another. The most hated sort, and with the greatest reason, is usury, which makes a gain out
of money itself, and not from the natural object of it. For money was intended to be used in
exchange, but not to increase at interest. And this term interest, which means the birth of
money from money, is applied to the breeding of money because the offspring resembles
the parent. Wherefore of all modes of getting wealth this is the most unnatural.'>®

It has by some been indicated that Aristotle’s views about the pursuit of money,
the charging of interest and practices of usury cannot be seen as isolated statements,
but are part of an exhaustive philosophical system reflecting on an ideal social and
political order. In this Aristotelian image of society, manual labor is regarded as a
low form of occupation for people with no sense and is therefore only fit for slaves,
or for those who are willing to be reduced to slaves. Aristotle’s view of pursuit of
money fits his vision that only citizens who have free time may engage in govern-
mental matters and, furthermore, that merchants and bankers should be considered
as being part of the slave class. It is in this (somewhat elitist) vision that trade and
usury practices are pointed out as “unnatural” (because money is not a living
creature which can have offspring). This also may explain Aristotle’s further
statement that discussing about financial issues is not unworthy of philosophy,
but involvement in financial issues and the pursuit of money is.'”!

In the context of the interest debate, one usually quotes the verse “1122a” from
Aristotle’s “Ethica Nicomachea™"?, but it may be of interest to quote the entire
section of the “Ethica Nicomachea” containing these verses.

The aforementioned verses (known under “n° 1122a” of the “Ethica
Nicomachea”) are part of a Chapter of the “Ethica Nicomachea” dedicated to the
so-called “moral virtues” of man, and more specifically of a subdivision about
“wrong attitudes”.

“8Which, over the centuries, would form an significant inspiration for later ethical approaches,
more specifically because of the inspiring effect that Aristotle’s works had on the attitude of the
Catholic Church during the early Middle Ages; see further, at marg. 66.

149polak (1928), p. 89.

15Ohttp://classics.mit.edu/Aristotle/politics.mb.txt (last consulted on June 25™h 2015). See also
Aristotle (1992), p. 87.

151See Durant (1949), p. 99; Polak (1928), p. 90.
152 Aristotle (1996).
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Aristotle calls these “wrong attitudes” on one hand “prodigality” and on the
other hand “meanness”; Aristotle’s rejection of the practice of usury is hereby
situated under the description of “meanness”.

To understand this fully, let us quote the complete section of the “Eticha
Nicomachea” dedicated to “meanness” (verses 1121b14 to 1122a15');

Meanness on the contrary is incurable; for we see that it can be caused by old age or any
form of weakness. Also it is more ingrained in man’s nature than prodigality; the mass of
mankind are avaricious rather than openhanded. Moreover meanness is a far-reaching vice,
and one of varied aspect: it appears to take several shapes. For as it consists in two things,
deficiency in giving and excess in getting, it is not found in its entirety in every case, but
sometimes the two forms occur separately, some men going too far in getting, while others
fall short in giving. The characters described by such names as niggardly, close-fisted, and
stingy all fall short in giving, but they do not covet the goods of others nor wish to take
them. With some of them this is due to an honorable motive of a sort, namely a shrinking
from base conduct — since some persons are thought, or at all events process, to be careful of
their money because they wish to avoid being forced at some time or other to do something
base; to this class belong the skinflint and similar characters, who get their names from an
excessive reluctance to give. But some keep their hands off their neighbors’ goods from
fear; they calculate that it is not easy to take what belongs to others without others taking
what belongs to oneself, and so they ‘prefer (as they say) neither to take nor to give’. The
other sort of people are those who exceed in respect of getting, taking from every source
and all they can; such are those who follow degrading trades, brothel-keepers and all people
of that sort, and petty usurers who lend money in small sums at a high rate of interest; all
these take from wrong sources, and more than their due. The common characteristic of all
these seems to be sordid greed, since they all endure reproach for gain, and for a small gain.
Those who make improper gains from improper sources on a great scale, for instance
princes who sack cities and rob temples, are not termed mean, but rather wicked of impious
or unjust. But the dicer and the footpad or brigand are to be classed as mean, as showing
sordid greed, the robber risking his life for plunder, and the dicer making gains out of his
friends, to whom one ought to give; hence both are guilty of sordid greed, trying as they do
to get gain from wrong sources. And all similar modes of getting wealth are mean for the
same reasons.

Usury in this approach is seen as a form of meanness, whereby someone “gets”
too much, i.e. what does not belong to him, or more than can be considered
acceptable.

The usurer is in this regard mentioned in the same context as the brothel-keeper,
the gambler, the robber and the thief.

It can already be pointed out that the uncontrolled desire for money and
wealth—which under the eighteenth and nineteenth centuries “(economic) liberal-
ism” and the twentieth- and twenty-first-century “(economic) neo-liberalism”
would be raised to an absolute virtue—had in Aristotle’s writings definitely the
character of a “vice”, namely the vice of “dishonorable profit gain”.

133 Aristotle (1996), pp. 89-90.

65



66

67

120 3 The Debate About the Ethics of Money Pursuit

It is hereby remarkable how well “economic liberalism” and, later on, “eco-
nomic neo-liberalism” have succeeded in completely turning around classical
ethical thinking which, during the preceding centuries, had introduced “altruism”
as the guiding ideal(s) within society (see also further, under Sect. 3.4).

As a result, the profile of the (vicious) greedy person drawn by Aristotle,
especially the type of man who takes too much (or: takes more than is acceptable),
may be perfectly consistent with the (neo)liberal ideal image of the “homo (neo)
liberalis”, i.e. the man devoted to appropriating as much as possible (and at any
cost) from economic transactions. The characteristics have remained the same,
what has changed in a fundamental way is the moral perception by society. In
Aristotle’s teachings, such a “greedy” or “mean” person is (acting) vicious(ly),
while, within liberal and neo-liberal teachings, a similar “homo neo-liberalis” sets
the standard for an ideal economic behavior.

The aforementioned viewpoints of Aristotle would, within the Catholic Church,
turn out to have a substantial impact on the Middle Ages’ interest debate.

As mentioned before, Plato had also protested against the charging of interest
(albeit that, in a broader sense, his teachings protested against any form of unbridled
wealth accumulation and even against money in general'>*; see above, under Sect.
3.3.2.1), but it have mainly been the teachings of Aristotle which, after being
recovered from (historical) oblivion by especially the medieval “scholastics”
(among who the renowned Thomas Aquinas), would gain general recognition
during (the second part of) the Middle Ages."’

3.3.3.2.14 The Legal Approach to Interest Charging in Antiquity

From a legistic point of view, the announcement of a formal ban on interest had
during the Classical antiquity been a rather exceptional measure.

For instance, in Ancient Greece, it seems that in most times a freedom to charge
interest has prevailed, which, depending on the identity of the debtor, on the time
and the era, and/or on the economic cycle at that moment, led to a variety of interest
rates.'”°

In Roman law, it became more common to have measures in place whereby
qualified authority (ies) imposed a maximum interest rate. These maxima could
even be quite high. There is, for example, a mention of a maximum of 12% in a
senate decision of 51 BC (and probably no lower under the so-called “Leges XII
Tabularum”). In the Byzantine empire, under emperor Justinian (reg. 527-565 AD),

154See especially Plato (1934), p. 125, arguing that

whereas a man who will spend on honourable objects and only make gains from honest
sources, will not find it easy to become either remarkably wealthy or exceedingly poor.
155Schniirer (1949), p. 399; Brugmans (1942), p. 212.
156Bogaert et al. (2000), pp. 31-32.
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this maximum was significantly reduced (4% for persons of high birth; 8% for
merchants, and 6% in all other cases).157

Nevertheless, reference can also be made to the so-called “Lex Genucia”
(342 BC) that contained an absolute ban on the interest clause.

3.3.3.2.2 Biblical Sources for the Prohibition of Clerical Interest

As is generally known, the teachings of Christ Himself built further on Judaism (see
Matthew, 5: 17-19"°%), and, up until the present date, an important interdependence
between Jewish and Christian thinking has to be acknowledged (an awareness
which, for example, is clearly present in the writings of the French-Jewish philos-
opher Emmanuel Levinas).'”

It is therefore no great surprise that Jewish faith itself has also explicitly dealt
with the question of how far society should accept “behavior of fortune gathering”,
albeit without reaching the same radical conclusions as Christ.

On the contrary, Jewish teachings strongly focused on the topic of interest
charging (and especially on the topic of too high interest, also referred to as
“usury™),'®” especially in the mutual relationship between Jews.

It therefore does not need to surprise that in the medieval (clerical) debate on
interest charging, whereby the radical teachings of Jesus Christ were reduced to a
ban on interest, an important source of inspiration was derived from traditional,
Jewish sources, which were much more in line with a prohibition on interest
charging than the far more radical teachings of Jesus Christ Himself (see above,
under Sect. 3.3.2.2.1), the latter being opposed to any form of unbridled wealth
accumulation and, moreover, expecting more effective action (namely “giving
away”) from the rich than the mere providing of free loans.

When reading the Old Testament (O.T.), one can, already in the first book
“Genesis”, find an implicit approach to the problem of wealth accumulation
(which during the Middle Ages set the tone for the subsequent treatment of several

'57See De Katholicke Encyclopaedie (1937). N.V. Uitgeversmij Joost v.d. Vondel, Amsterdam,
under “rente”’; see also Temin s.d.

138Gee Matthew, 5:17-19 (King James Bible):

Think not that I am come to destroy the law, or the prophets: I am not come to destroy, but
to fulfill. For verily I say unto you, Till heaven and earth pass, one jot or one tittle shall in no
wise pass from the law, till all be fulfilled. Whosoever therefore shall break one of these
least commandments, and shall teach men so, he shall be called the least in the kingdom of
heaven: but whosoever shall do and teach them, the same shall be called great in the
kingdom of heaven.

See also Beaumont (2010), p. 47.

**Duyndam and Poorthuis (2003), p. 49.

10 ] ljott (1902), p. 300; Graeber (2012), pp. 282 a.f.; Jansen (1988), p. 366. See also http://www.
gutenberg.org/files/21623/21623-h/21623-h.htm.
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ethical questions of a socioeconomic nature; see for instance the teachings of Saint
Thomas Aquinas (1225—-1274) and of the other Scholastics).

For instance, the book of Genesis mentions the story of Creation, including the
creation of the first mythical human couple (“Adam and Eve”), and also the “fall”
(in sin) of that first couple (see Genesis, 1-3). After this fall, a clear divine mission
is given to this first human couple, namely (besides the famous “procreation
mission’), the assignment that “In sweat you will work for your bread, until you
return to the dust from which you have been taken (. ..)” (Genesis, 3:19).161

Otherwise put, the story of man’s creation in the Book of Genesis holds that one
of the first assignments of (the Judeo-Christian) God to man is that he needs to work
for his existence. In other words, at man’s creation, God is not giving him a capital
which he can invest, but rather the assignment to work for his existence “by the
sweat of his brow”.'®?

This immediately illustrates how, in the thirteenth century, the abovementioned
aspiration of Saint Francis of Assisi to truly and practically experience the evan-
gelical (religious) values (see above, under Sect. 3.3.2.2.3), is far more in line with
this first assignment which God gave to man, after the original sin fall, namely the
assignment to work for his existence through his own labor (and, on the contrary,
not by other means, among which unlimited fortune gathering which, in elsewhere
explained Aristotelian terms, leads to “too much taking” (see also further, under
Sect. 3.6.2.2) and in too much suffering for others, a lawfulness to which capitalism
itself constantly testifies).'®

In other parts of the Old Testament, this approach is further refined and many
ethical rules of conduct are expressed which demonstrate an aversion towards
earning money in other ways than through one’s own work (labor), more specifi-
cally, by interest charging, for example:

161K oorevaar and Marlowe (2013), pp- 221-255, especially p. 226.
Compare Pontifical Council for Justice and Peace (2005), no 323.

162yian Bruggen (2014), p. 99.
See also John Paul II (1981).

1631t needs further not surprise that the interpretation of the concept of “karma” within Hinduism,
more specifically the ideal image of working in a completely “unselfish” way, demonstrates a very
similar religious starting point.

See e.g. Vivekananda (1989), pp. 32 a.f.:

But we have to begin from the beginning, to take up the works as they come to us and
slowly make ourselves more unselfish every day. We must do the work and find out the
motive power that prompts us; and, almost without exception, in the first years, we shall
find that our motives are always selfish; but gradually this selfishness will melt by
persistence, till at last will come the time when we shall be able to do really unselfish
work. We may all hope that some day or other, as we struggle through the paths of life, there
will come a time when we shall become perfectly unselfish; and the moment we attain to
that, all our powers will be concentrated, and the knowledge which is ours will be manifest.
(Vivekananda 1989, pp. 34-35).
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» aphrase in Exodus (Exodus, 22: 24-25. “If you lend to someone of my people, to
a person in need in your neighborhood, do not behave as a lender. You shall not
demand interest from him”);

« In the Book of Deuteronomy (Book of Deuteronomy, 23: 20-21. “You cannot
demand interest from your brother, not of money, not of food or of any other
thing that you lend. You can ask interest from a foreigner, but not from your
brother.”)164;

¢ With Isaiah (Isaiah, 3: 12. “My people are exploited by usurers and ruled by
extortionists™);

* In the Book of Proverbs (Book of Proverbs 28: 8. “He who increases his
possessions through interest and usury, is collecting it for the one who has pity
for the poor.”).

3.3.3.3 Formal Announcement of the Clerical Interest Prohibition by
the Church

3.3.3.3.1 Early Advocates of the Clerical Interest Prohibition

Stemming from the aforementioned Old Testament sources, but from certain of the
earlier quoted verses of the Gospels as well, in the early history of Christianity
(from the Roman era and the early Middle Ages on), church elders such as Basil
(The Great), Gregory Of Nyssa, John Chrysostom, Ambrose and Augustine com-
menced advocating a formal ban on the practice of charging interest on loans.'®’
For instance Saint Ambrose (339-397) generally praised poverty and despised
wealth, without however preaching hatred towards or conflict with the rich (and in
this sense his opinions do not differ much from those of the contemporary church).
However, based on considerations of justice, his works demonstrate a disdain for
money and certainly for the pursuit of money through conducting business (“He
who does this, lowers his mind.”). Furthermore, Saint Ambrose stated that the rich
may not claim a right to their wealth, but should rather consider it as a duty to help
the poor. Saint Ambrose held also that the rich are not allowed to use their wealth as
a means to acquire (more) earthly goods, but rather as a method—by stepping back
from their excesses—of ensuring the pleasure of heavenly goods. In that sense, the
poor man himself becomes a “debtor to the salvation of the rich”, as the very
existence of the poor challenges the rich to use their wealth in a way benefiting the
poor. Saint Ambrose did however consider working for a modest land ownership

!4Ferguson (2009), p. 37, explaining that, based upon these verses, in the Middle Ages money
lending came to a large extent in Jewish hands, as the quoted verses were interpreted as allowing
Jews to loan out money to Christian and thereby charging interest. (See further, at marg. 84 of this
chapter.)

195Graeber (2012), pp. 284 a.f.
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justified. In this way, he intended not to justify possession as such, but rather as a
means of honouring the labor that it requires.'®

However, Saint Ambrose also fiercely turned against the unjustified grain trade
at the time, more specifically the “grain usury”, which he stigmatized as a cancer in
the economic life of the Roman Empire. More in general, Saint Ambrose identified
a vast amount of injustice and deceit in commerce. As a consequence, he showed
himself to be very sympathetic towards debtors who (in line with the former Roman
judicial orders) were imprisoned when they could not pay their debts. He expressed
his point of view about charging interest in the form of a question: “Would it not be
Godless to demand a larger sum of money, in the name of humanity, from someone
who is not able to pay back even a small sum of money?”'®’

Saint Augustine of Hippo (354—430) recognized the right to earthly possessions,
and even to acquiring wealth. He hereby considered wealth to be one of the gifts of
God which however needs to be used in a proper way.'°® A Christian is nevertheless
not allowed to become devoted to possession, nor to be mean or greedy. Most of all,
a Christian must avoid pride which indeed very often results from wealth.'®

Furthermore, Saint Augustine did not condemn (commercial) trade as such, but
he did condemn the so-called “unjustified pursuit of profit”. Saint Augustine hereby
expected merchants to do business in a fair way. This implied inter alia: not to sell at
a higher price than acceptable, and to avoid lies and perjury. Saint Augustine also
condemned the charging of interest as an “art of madness” and as an “objectionable
expression of greed”, and he showed himself to be a proponent of a prohibition of
interest charging in favour of the poor. Rather than having the rich giving alms to
the poor, Saint Augustine held that they should provide them interest free loans.'”’

van Liedekerke'’" quotes, furthermore, the importance of the sermon “About
usury” by Saint Basil The Great of Caesarea (330-379), who therein stated that
from interest, only misery and suffering is born.'”*

3.3.3.3.2 The Decision-Making Process Leading to a Formal Ban
on Interest Charging

After a process of decision-making in different “councils” having taken place
during the early Middle Ages, the clerical prohibition of interest on loans became

1665 chniirer (1949), pp. 34-35.
167Schniirer (1949), pp. 34-35.

198 These teachings of Saint Augustine still reflect in the present-day social doctrine of the Catholic
church (see Pontifical Council for Justice and Peace 2005, no 323).

189S chniirer (1949), p. 79

1708 chniirer (1949), p. 83.

1yan Liedekerke (1993), p. 20.
'72See also Graeber (2012), p. 284.
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accepted over time in a more or less general way in Western-European countries/
regions.'”?

For instance, already the council of Nicaea (from June 19™ until August 25th
325)'7* adopted a general ban on interest charging for the clergy.

At the council of Orleans (511), such a ban was announced for deacons and
higher clergy lending money in return for interest. During this council of Orleans, it
was also generally prohibited to pursue “filthy lucre”.

At the council of Macon (585), it was in a general way decided that he who
deprived the poor of their possessions through violence or deceit, should be
excommunicated.

During a council of Clichy (626-627), a general prohibition of interest was
provided for laymen, but it was never explicitly implemented.'”

In 789 (as part of his “Admonitio Generalis”), Charlemagne (also known as
“Charles the Great”) (747 or 748-814) announced that a ban on interest was
generally applicable to loans among laymen (which makes it plausible to assume
that, up until then, under the aforementioned church teachings themselves, laymen
had been allowed to charge interest) (= the so-called “decree of Aachen™).""®

In 806, Charlemagne started to provide a (very) broad definition of “usury” as
the receipt of any capital higher than the capital initially loaned. This measure took
the form of a so-called “capitularium™"’’, more specifically the “capitularium
missorum” of Nijmegen (806) which, furthermore, aimed at making a distinction
in a general sense between “unfair trade” and “sordid profit”.'”®

Louis The Pious (787-840) would further expand these edicts of his father, but at
the same time stated in a temporary decree that Jews were subject to their own laws
(and thus not affected by the Christian prohibition on charging interest).'””

Through these council decisions and royal decrees, already at the start of the
ninth century, the Catholic Church had succeeded in announcing (and in some cases

3 Heck (2006), pp. 23 a.f.
As explained, these were based on the aforementioned Biblical texts, as well as on the authority
of the aforementioned church elders.

174See Canon 17: “Clerics are forbidden to lend at interest.” (at: http://www.rkdocumenten.nl/
rkdocs/index.php?mi=650&dos=222; last consulted on February 20™ 2012).

175Van Straaten (2002), p. 21; Schniirer (1949), p. 210.
1768 piegel (1991), p. 64; Wood (2002), p. 160. See also Knowles (1967), p. 196.
7"De Ruysscher (2011), pp. 77-78, no 110.
178See Heck (2006), p. 27, quoting the clause 11 hereof as follows:
Clause 11. Usury consists of claiming back more than you give. For instance, if you have

given ten solidi and ask for more back, or if you give a hogshead of wheat and then demand
one extra.

See furthermore Spiegel (1991), p. 64; Wood (2002), p. 160; Schniirer (1949), p. 389; Van
Straaten (2002), p. 23.
"9Heck (2006), p. 27.
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enforcing) a general interest prohibition through the clerical courts, which further-
more was supported by worldly (albeit catholic) monarchs throughout Europe.'®°

3.3.3.4 Further Theoretical Foundation of the Clerical Interest
Prohibition

During the twelfth century, the clerical interest prohibition on loans would be
(even) more theoretically grounded thanks to the contributions of the scholastics,
among who Saint Thomas Aquinas (1125-1274)'®', the greatest of the scholastic
philosophers'®?, who (mainly inspired by the aforementioned teachings of Aris-
totle'; see above, at marg. 62—66 of this chapter) raised religious-moral, as well as
economic objections to the practice of interest charging.'®*

In the approach of the scholastics, only labour, in its pure form, is to be
rewarded.'® This caused Saint Thomas Aquinas to develop the theory of “the
justified (or: fair) wage” (holding that, in addition to merchants, craftsmen as
well as workers are allowed to account for their costs in the wage they receive for
the work they perform).'®¢

In the context of the interest debate, Saint Thomas Aquinas strongly referred to
the Aristotelian doctrine: money, as a consumable, may not produce benefits;
consequently, it is not allowed to charge interest for credit.'®’

After Saint Thomas Aquinas, many other so-called “scholars” would formulate
similar comments on this topic.'®®

The idealistic thoughts of scholars about the clerical prohibition of interest can,
in a nutshell (and translated into a more contemporary framework), be read as the
intention to limit the power that lenders could have over borrowers.

Destitution in the Middle Ages was very great among large sections of the
population'®®, inter alia because of the lack of a social security system, making
loans in a lot of cases the only possible way to escape from poverty, and resulting in
a great vulnerability of borrowers to usury practices. It were especially the poor and
the farmers who had a great need for loans to provide for their livelihood in times of
crisis.

180pirenne s.d., p- 19.

81 aporta (1966), pp. 294-301.
182Russell (1948), p. 410.
183Schniirer (1949), pp. 399 a.f.

'84Galbraith (1987), p. 25.
See further Bouckaert (1994), pp. 13-34; Rivoire (1984), pp. 10-11; Van Houtte (1942), p. 98.

85Van Straaten (2002).

18 Galbraith (1987), p. 26; Vandewalle (1976), p. 7.
187V andewalle (1976), p. 7.

188Vandewalle (1976), p. 7.

'%9See Whitney Hall (2013), p. 215.
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According to the concept of charity (which played an important role in the three
large monotheistic religions in the West (as said before: Judaism, Christianity and
Islam)), it was hereby considered to be immoral if one made (much) money from
people in need.

In this way, theologians such as Saint Thomas Aquinas to some extent also
defended the existing organization of society against the emerging practices of
(pre-)capitalism (especially the idea and practice that capital, in casu a sum of
money loaned out, could by itself generate money).

This made the scholars probably the last important movement in the develop-
ment of “Western thinking” to strongly resist emerging (pre-)capitalist practices
(in the context of which the acquisition of property became the main purpose of life
and lending and borrowing against interest became, in practice, a more and more
accepted method of enrichment).'*”

3.3.3.5 Further Development of the Ecclesiastical Ban on Charging
Interest and First Signs of Its Phasing-Out

Mainly based on the works of Saint Thomas Aquinas, the Second Lateran Council
(1139), the Third Lateran Council (1179) and the later councils of Lyon (1274) and
Vienna (1311-1312)"°! would (continue to) maintain the prohibition of interest on
loans.'*?

Not surprisingly, this negative attitude towards the practice of interest charging
even reflects in medieval art. For instance in Dante’s “Divine Comedy”, a special
part of the seventh circle of Hell was reserved for usurers (see Canto XVII of “The
Inferno”, the first book of the Divine Comedy).'*?

This negative ecclesiastical attitude towards interest charging would continue to
prevail throughout the fourteenth century. Hence, in his renowned “Treatise on the
Origin, Nature Law and Alterations of Money”, Nicholas Oresme (1382) still
remained very severe and clear in outing the church ideological restrictions under-
pinning the official church view on wealth accumulation, by holding that there were
three ways in which profit may be made from money without laying it out for its
natural purpose: one is the art of the moneychanger, another is usury and the third is
alteration of the coinage. Oresme qualified the first of these ways as “contemptible”,
the second as “bad” and the third as even “worse”.'*

Nevertheless, in practice, more and more methods of circumventing the church
ban on interest came to light, particularly in trade, for instance by way of new (real

19OVandewalle (1976), p. 7.
191Bogaert et al. (2000), p. 77.

92Ferguson (2009), p. 36, mentioning that (Christian) usurers were massively excommunicated by
the Third Lateral Council in 1179.

193 Eerguson (2009), p. 36.
194A¢ quoted by Eagleton and Williams (2007), p. 82. See also Galbraith (1987), p. 28.
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estate) security techniques.195 One of the reasons thereof was that, in practice, the
business of money lending against interest charging became too profitable to
ignore. In this, for instance the rich renaissance-era families in Venice and Florence
elbowed their way in, side-stepping theological dogma (which itself kept on
holding that interest charging and certainly usury were sinful), by applying other
names for interest, such as ‘“penalties”, “processing fees”, “gifts” and “loss
charges”.'”®

It may be somewhat surprising that, throughout the Middle Ages, also from a
Judeo-ethical perspective, the charging of interest is/was questionable, given the
fact that, as is known, it was mainly Jewish lenders who in several Christian
(catholic) countries triggered the rise of professional credit lending based on
interest charging, since, as mentioned above, Christians themselves were (until
late in the Middle Ages) faced with the aforementioned religious prohibition on
interest charging.'”’

One of the explanations for this is that, going back to the cited decree of Louis
the Pious (see above, at marg. 79 of this chapter), Jews living in the European
regions fell outside the ecclesiastical interest ban (at least as regards loans to
non-Jews), and there was, conversely, in Judaism no real impediment to charge
interest to non-Jews (see the verses from the Old Testament quoted above, under
Sect. 3.3.3.2.2).198

Because in the so-called Christian countries, due to many restrictions—for
instance: bans on holding a government position, bans on possessing land, bans
on becoming a member of merchants and traders guilds, etc.—Jews were, further-
more, denied access to many professional activities, in many regions, there
remained not many professional options other than trading money. This has been
indicated as one of the reasons why money trade, and later on credit lending (based
on charging interest), got mainly handled by the Jews.'"”

Moreover, the fundamental ban on charging interest between Jews themselves
was soon bypassed by the inclusion (in lending contracts) of the qualification “al-pi
hetter iskah” , which implied the permission to form an agreed partnership, in which
interest conditions could be defined, thus making the transaction admissible.?*°

195Bogaert et al. (2000), p. 77. See also Byttebier (2005), p. 555, no 603.
196See Steinmetz (2015). As this author points out, it is remarkable that Islamic bankers still
undergo a similar struggle in the present.

See also Eagleton and Williams (2007), p. 82.
197Bogaert et al. (2000), p. 77; Ferguson (2009), p. 35.

See further Evers (1999), p. 135; Wieviorka (2014), p. 24.
198Ferguson (2009), p. 37; Vandewalle (1976), p. 8.
99Evers (1999), p. 135; Wieviorka (2014), p. 24.

The Jewish community was for instance largely present in Venice where it formed the “ghetto
nuovo” and where Jews became important money handlers (which reflects in Shakespeare’s
famous play “The Merchant of Venice”) (see Ferguson 2009, p. 37).
20Ohttp://www.jlaw.com/Articles/ventureS.html.

Later on, this practice would inspire Christians to act accordingly (see further, at marg. 86 of
this chapter).
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Further Illustration 3.4: The Jewish Community in Middle Age’s
Prague

It should however be noted that there has not been one overall trend through-
out Europe regarding the development of the Jewish status in money
transactions.

It seems, for instance, that from the year 1000 A.D. a large settlement of
Jewish merchants located in Prague (alongside German and Italian
(“Romany”) merchants). This Jewish community in Prague soon enjoyed a
special relationship with the rulers, because said Jewish merchants were all
literate (as reading “The Book™, and teaching and learning from its content,
were part of Jewish religious life), and were usually considerably better at
mathematics and accounting than local notables. When silver mining started
in Bohemia (the Prague silver coin became a standard European currency in
the sixteenth century”’"), Jews got employed to structure these mining activ-
ities. Sought after, but at the same time feared, they were soon confined to a
local ghetto, but were at the same time granted protection (including access to
many professional activities) by said local rulers, in return for loyal service.

In this way, a subtle balance emerged between the Jews and the local
population (whereby it was, for instance, forbidden to hurt Jews or their
goods, because they fell under royal protection, and were even considered
as being “royal property”). Some cases nevertheless are known where the
monarch, in return for services from the local population, granted a temporary
permission to plunder the Jewish Ghetto.

The Jewish population group got legally emancipated under the rule of the
enlightened Joseph II (1741-1790), who was also a popular protector of the
Jewish community (see the name of the current Northern “quartier Jozefov™),
even though the administrative practice to complete the assimilation
(despised by many Jews, including Franz Kafka (1883-1924), but for other
reasons)>’” with the rest of the population, would still take many years.?"?

As already pointed out at marg. 83 of this chapter, also in the mutual relationship
between Christians, certain practices of emerging early capitalism204 started to
differ increasingly from the official viewpoints of the Catholic Church and its
scholars on the charging of interest.

Such (divergent) practices (especially in trade) would gradually prove stronger
than the traditional church doctrine itself.

210n the importance of silver coins throughout the Middle Ages, see Eagleton and Williams
(2007), pp. 78 a.f.

2028ee for further reading Michel (1998), p. 448.
203Michel (1998), p. 448; see also Casanova (2011), p. 468.
2%4Erom the eleventh to twelfth century to the early fourteenth century.
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As a result, numerous methods to circumvent the ecclesiastical interest prohibi-
tion emerged, among which the successful technique of (re)discounting letters of
exchange: the discount the endorsed of such a letter of exchange charged to the
endorser was hereby deemed to cover the risk involved (i.e. was economically equal
to the charging of interest).?*’

Moreover, the exchange technique which came into use in the thirteenth and
fourteenth century had as an additional feature that a refund could take place in a
different location using a different currency, other than where the exchange rela-
tionship was carried out (hence the name letter of “exchange”). As regards such
other currency, very often a lower exchange rate was used, which in turn also
resulted in a higher amount to be reimbursed (which, therefore, again implied a
disguised form of economic interest charging).?*®

Furthermore, relying on the exchange technique, a variety of payment and credit
mechanisms evolved which were increasingly used by clerics (among which popes
themselves) and not just by merchants.”’ In a similar way, the Church also allowed
the use of the “limited partnership”, which, from an economic point of view, had a
similar effect as actually charging interest.>*®

Hence, it has been held that already by the second half of the fifteenth century,
the clerical interest prohibition, although formally still applicable, had less and less
practical impact on society in general or on trade in particular. On the contrary,
clerical agencies, including certain popes, showed themselves to be more and more
in favour of an increase in money supply and thus encouraged the emerging
capitalist practices.

Indeed, in order to fund its countless (often megalomaniacal) projects, the
Church got in need of more and more money. Therefore, church authorities
increasingly turned to the (upcoming) bankers to get credit (at interest). There
would even be a moment where the Curia had pawned the Papal Crown to “the
bank of the Centruioni” in Genoa. This was later on returned when Lorenzo de
Medici was good enough to settle the underlying debt.>*”

Eventually (as further explained below in more detail; see further, at marg. 90 of
this chapter), it would be German bankers (such as the renowned Jacob Fugger)
who, profiting from the new protestant Christian doctrines, would completely
abandon church doctrine and commit themselves to bluntly lending against interest
charges (and by doing so, to a large extent, eventually would replace Jewish lenders
in the German territories, but also would clear the path for the breakthrough of
capitalism as the leading economic system).”'”

205Bogaert et al. (2000), p. 99.
See further Van Straaten (2002), p. 30; Polak (1928), p. 101.

206yan Straaten (2002), p- 30.
297V an Straaten (2002), p. 30.

208Bjeler (1961), p. 167.
See also Polak (1928), p. 101.

2098 chniirer (1949), p. 298.
219gee Steinmetz (2015).
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3.3.3.6 End of the Ecclesiastical Prohibition of Interest

3.3.3.6.1 Further Challenging the Ecclesiastical Prohibition of Interest
in Practice

Where initially the official classical Church doctrine continued to hold a ban on the
charging of interest as such, in the later Middle Ages, as a result of the
abovementioned evolving practices, a deterioration of the implementation of this
church ban would occur.

As a further result, during the course of the fifteenth and sixteenth century, the
theoretical debate itself also gradually shifted to the issue of the level of interest
rates used in practice and the need for legislation to limit these.?'" Although the
official church doctrine continued to condemn the charging of interest as such,
many catholic organizations (for example the University of Paris) and catholic
kings started to openly recognize the legitimacy of loans at (modest) interest
rates.?'”

A further deterioration of the classical ecclesiastical doctrine resulted from the
fact that, although usury and the expressing of any doubt about the correctness of
the ban on usury, continued to be seen by the Church as a form of heresy, very often
no actual prosecution policy was in place (for instance by the inquisition).

This resulted in a more practical approach in which those who were found guilty
of such an act of heresy, could still be considered sincere religious people by
literally paying for their sins by means of indulgences, such as the payment of a
contribution to the poor, or to a monastery or church.”'?

Some of these practices would add to the reasons for Luther’s denouncement, on
the 31° of October 1517, of his doctrine which would result into a real ecclesiastical
schism (shortly followed by a similar schism caused by King Henry VIII of
England), which in its turn would create a further breeding ground for emerging
capitalism.

3.3.3.6.2 Challenging the Ecclesiastical Prohibition of Interest in Rising
Protestantism

In protestant Europe, a crucial turn-around was caused”' by the ideas of Martin
Luther (1483—-1546) and, even more of John Calvin (1509-1564). The impact of

211yan Straaten (2002), pp. 48 a.f.
22Bjeler (1961), p. 167.
213Backhouse (2011), p. 128.

See further Van Straaten (2002), pp. 30-31; Downley (1979), pp. 360 and 362; Dowley
(2009), p. 106.

The authors of these diluted doctrines clearly missed the irony with which these doctrines are to
be seen in light of the radical principles which Christ, according to the Gospels, had set out
Himself.

2l4ywykes (2003), pp. 27-51.
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their teachings may even be considered extreme in light of the economic growth in
(certain regions of the current) Germany (sixteenth cerltury)215 and The Nether-
lands (seventeenth century, also known as “the golden age (of Holland)”.)216

Luther stated that the organization of a society based on the aforementioned
words of Jesus Christ (see above, at Sect. 3.3.2.2) was illusory.217 In particular, as
regards the interest-debate, Luther held that there is a need for a governmental
power making the repayment of credit enforceable (even when a real Christian is
not allowed to expect such repayment).

Graeber”'® illustrates this approach by Luther with a very notable quote from
one of Luther’s sermons from 1524 (entitled: “Von Kaufhandlung und Wucher”):

Christians are rare in this world; therefore the world needs a strict, hard, temporal govern-
ment that will compel and constrain the wicked not to rob and to return what they borrow,
even though a Christian ought not to demand it, or even hope to get it back. This is
necessary in order that the world not become a desert, peace may not perish, and trade
and society not be utterly destroyed; all of which would happen if we were to rule the world
according to the Gospel and not drive and compel the wicked by laws and the use of force,
to do what is right. (...) Let no one think that the world can be ruled without blood; the
sword of the ruler must be red and bloody; for the world will and must be evil, and the
sword is God’s rod and vengeance upon it.

These are obviously harsh words illustrating a complete reversal of Christ’s own
association of “merchants” and “(money) changers” (= the later bankers) with
“robbers” (see Matthew, 21:12—13). Even more, there is no longer any mention of
the “poor” and of “people in need”, but they are now called “the wicked”.*"”

This demeaning attitude towards the poor already to be observed in the teachings
of Luther is at present, and more than ever, reflected in certain contemporary
neo-liberal writings, for example those of Ayn Rand who has described the poor
in terms such as “incompetents” who are out to rob the competent (ergo the rich) of
their rightfully earned wealth (see further, at marg. 123 and 165 of this chapter), for
instance by means of tax systems to finance what she calls useless purposes, such as
public education and health and general social care.??® Especially in her book “The
virtue of Selfishness” Ayn Rand has magnified the abovementioned, in comparison

2For instance, the renowned German banker Fugger was among the first to apply practices of
usury on a large scale, which made him one of the most rich and influential bankers of all times.
(See Steinmetz 2015.)

215Bell (1996), pp. 287 a.f.; Galbraith (1987), p. 22.

27 Compare Beaumont (2010), p. 47, pointing out that this approach came dangerously close to
allowing people to choosing which parts of the message of Christ they want to obey.

28Graeber (2012), p. 321.

219The new Lutheran doctrine would, furthermore, no longer encourage to hide the sword, as those
who turn to the sword will be killed by it (see Matthew, 26: 52), but, on the contrary, stated that the
sword of the ruler should be red and bloody.

22Notwithstanding this utterly demeaning attitude towards, for instance, public health care
systems, when she got terminally ill herself, Ayn Rand, purportedly under the name of Ann
O’Connor, did not hesitate for a moment to make use of these “useless” public health care systems,
thus in her proper actions completely denouncing the content of the teachings she had spread
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still far more modest considerations of Luther, resulting in a complete inverse value
perception whereby absolute selfishness has been proclaimed to best serve the
general good.”?!

Questioning to what extent these Lutheran views can still be considered “Chris-
tian” is a topic further left to the domain of theological debate.***

Luther, who through his doctrines had closed behind him the door of the
Catholic Church, would at the same time open a new door in the world of ideas,
especially, through his opinion that the ideals of Christ (at an economic level) are
not feasible, making it possible to develop a doctrine which no longer was based on
a literal reading of the Gospels. This certainly contributed to the emergence of
capitalism, and moreover of economic doctrines presenting themselves as part of a
new and independent science freed from ecclesiastical dogma defending it.

For the sake of completeness, it needs however also to be mentioned that Luther
occasionally also took a stand against the greed of the rich, for instance against the
German banking family Fugger®**, but also against the mechanism of the charging
of interest in general.”** For that same reason, Tawney has argued that Luther’s
statements were often but temporary expressions of anger, and that it is very
difficult to recognize in them a truly coherent social economic doctrine.”*

Although Lutheran doctrine is by some considered revolutionary (or at least:
“reformatory”), this was definitely not (at least not always) the case for Luther’s
view on credit lending in general.

On the contrary, Luther’s views on loans and interest rather bear witness of an
extensive degree of conformism with the practices of the rich and powerful, and
moreover those who by means of (pre-)capitalist mechanisms, aimed to get richer
and more powerful (this, for instance, in strong contradiction to the doctrines
defended by Saint Thomas Aquinas, and definitely by Saint Francis of Assisi,
each of whom had, two centuries earlier, in their own way, still attempted to shield
Christian society from the devastating influences of the emerging (pre)capitalism of
their time).

during her life time (see http://boingboing.net/2011/01/28/ayn-rand-took-govern.html). As
Michael Ford has put it:

In the end, Miss Rand was a hypocrite but she could never be faulted for failing to act in her
own self-interest. (See Ford 2010-2011.)
2210n Ayn Rand, see also Ricard (2014), pp. 381 a.f.
222For instance, Vivekananda has argued that Protestantism has been characterized by a decline of
the spiritual dimension of the Christian belief, whereby the distinction between Protestants and
those following Auguste Comte or the agnostics who preach ethics without any religious dimen-
sion, has almost completely disappeared. (See Vivekananda 1989, pp. 29-100, especially p. 61.)
22Tawney (1944), pp. 82-83.
Z4Tawney (1944), p. 95.
22 Tawney (1944), p. 88.
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Needless to say that in today’s context, the approach displayed by Luther is
much in line with the one of “economic neo-liberalism” which similarly only
focuses on the interests of the rich and the powerful.

Shortly later, Calvin would completely reject the ecclesiastical prohibition of
interest, although he did advocate “moderate” interest rates (first of 5%, later of
6.667%)>*° anticipating (from a social angle) on the potential detrimental effects of
credit lending and interest charging. At the same time, Calvin preached that the
accumulation of wealth was indeed allowed for those who worked hard and
zealously, provided that such saved wealth would be reinvested in economic growth
and not be used for luxurious (meaning “sinful”’) expenditure.”*’

Over time, the Protestant Churches would come to an agreement that the
charging of a “reasonable” interest (of 5%) was acceptable (and not sinful).228

Given the content of the teachings of Luther and Calvin, it is no coincidence that
early capitalism first manifested within small sectarian communities supporting
their teaching5229, and later, on a larger scale, in territories which provided the best
breeding ground for protestant thinking, including certain German regions (six-
teenth century, under the influence of Luther), then Holland (seventeenth century,
as said also known as “the golden age of Holland”, under the influence of Calvin)
and finally the United Kingdom, where a proper “protestant” doctrine, namely
Anglicism, was introduced by King Henry VIIIL

Nor is it a coincidence that it was largely these regions/countries which, from
that moment on, started to develop into colonial powers in a pursuit to turn the rest
of the world (including all its wealth and people) into their economic exploration
areas. Later on, also the United States of America (originally as a vassal area of the
European powers, but after the American Independence (1775-1783), on its own
merit) would adopt these capitalist-protestant concepts.

Soon, under the influence of these protestant doctrines™ ", said pre-capitalist
practices would degenerate into one of the largest humanitarian dramas of the
(recent) history of the West, namely the re-introduction in the Western world of
slavery (see also further, at marg. 157 of this chapter).”*' According to certain
sources, already in the seventeenth century, slavery thus already met general
acceptance among certain early Protestant-Christian groupings (such as the
“Quakers” and the “Mennonites”>*?).

230

22Tawney (1944), pp. 81 a.f. and p. 120.
See further Bieler (1961), p. 168; Beaud (1994), p. 19.

22TBell (1996), p. 289; Weber (1967), p. 209.
228Graeber (2012), p. 322.

229Bell (1996), p. 290.

2308ee ¢.g. Stackhouse (2014), pp. 307-336.

231 For further reading, see Van Houtte (1953), pp. 147 a.f.; Van der Heijden (1926), pp. 260-262;
Jacobs (1996), pp. 31-46; Sée (1952), pp. 33, 55-56 and 63; Beaud (1994), p. 30; Van Houtte
(1942), p. 129.

232http://nl.wikipedia.org/wiki/S1avernij#Koloniale_en_postkoloniale_slavernij (last consulted on
November 25™ 2014); van Oudheusden (2012), p. 16.
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In this way, capitalism as an idea got first introduced through Protestantism,
albeit it would soon be emancipated from its “Christian” roots and in (secular)
economic liberalism meet a new ideological foundation even more fervently
defending its interests.

3.3.3.6.3 Erosion of the Religious Prohibition of Interest in the Official
Catholic Doctrine

As has been mentioned before, probably under the influence of their protestant
counterparts, around 1600, Catholic scholars also started to accept more and more
the notion of a “legitimate interest”: a low interest rate became gradually accepted
in cases where it was regarded as a compensation for the risk to the creditor and
provided that pricing was righteous, amongst others, in light of fair competition.**”

For instance in the Netherlands, Leonard Lessius (1554—1623) caused a reversal
by highlighting the businessman as an acceptable person and by introducing the
concept of the “fair lending contract”. Lessius a.o. held that, in some cases, the
charging of interest can be justified (because of “damage” suffered by the lender
due to the non-availability of his capital, profit loss and risk assessment).”>*

3.3.3.6.4 Further Erosion of the Ecclesiastical Interest Prohibition
in Modern Times

During the course of the seventeenth century, the debate regarding the charging of
interest would increasingly be taken out of its ethical-religious context, which
allowed forerunners of “economy” as an independent human science to raise their
voices ever more loudly.?’

This in its own turn led to an even further erosion of the ecclesiastical debate on
interest and opened new opportunities for regions and countries that had remained
“catholic” to approach the charging of interest as an approved method of enrich-
ment (whereas the former religious-ethical objections to this method of making the
rich richer “to the detriment of the poor” gradually faded out).

As a result, in commercial practice and faced with the pressures of economic
development, the interest clause would increasingly become more commonplace

. . . . . 23
even in Catholic regions, “usurious interest” however would not 6,

#3van Straaten (2002), pp. 40 a.f.

234yvan Liedekerke (1993), pp. 22-24.

In the context of this argument, it should however be noted that in case of a credit lending
stemming from money creation (a technique which emerged in this period), this argument hardly
makes sense (albeit the argument could imply that the lender concerned may be faced with the
necessity to take out credit himself in order to pay own outstanding debts, and will need to pay a
price for this).

Z3Jadlow (s.d.), pp. 1195-1200.

236yan Straaten (2002), pp. 59 a.f.
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Ultimately, in the era of the French Revolution, this evolution resulted in many
countries into legislation proclaiming the freedom of the interest clause (see, for
instance, in France already certain “revolutionary” legislation itself, such as a
Decree of the Constituent Assembly of the 3™ and the 12™ October 1789, and
later a Law of April 11" 1793).%%7

The French Code Civil of 1804 eventually copied this principle of freedom from
the interim law, but took into account possible limitations through secondary
legislation.”**

In most Western countries, such legal measures on the charging of interest
would, in the course of the nineteenth century, slowly disappear, resulting in a
complete liberalization of interest and credit.

Following the opportunities that already had been created by Protestantism, this
would contribute to the full development of an economic system based on capitalist
principles regarding loans (or credit) and interest charging. As a result, economic
processes got largely emancipated from classic-ethical concepts of Ancient Greece,
as well as those contained in the Gospels, which for centuries had managed to keep
said economic processes within reasonable boundaries.

It was a Scotsman, namely Adam Smith, who was among those who provided
the theoretical basis to this evolution, thus supplying the first elements for an
economic doctrine that would gradually evolve in a new global religion of “worship
of the mammon” (see further, under Sect. 3.4.2).

Further Illustration 3.5: Further Development of Interest Regulation

in Belgium

Driven by strong liberal ideas (with then Finance Minister Frére-Orban as one
of the main actors), a complete liberalization of interest and credit in Belgian
law was reached in 1865 (see the Law of May 5™ 1865 concerning the loan at
interest rateZ”), with a return to a (general) freedom of interest clause®’. It
should however be noted that the Belgian Penal Code kept foreseeing possi-
ble enforcement in case of abuse (for this, see article 494 of the Penal
Code).241 Since then, the article 1 of this Law of May 5™ 1865 states that

(continued)

Z7Del Marmol (1943), p. 75, no 43.

238 A (French) Law of September 3™ 1807 would impose a maximum interest of 5% in civil
matters, and of 6% in commercial matters (see the article 1 of this (former) Law of 3th September
1807: “L’intérét conventionnel ne pourra excéder, and matiére civile, cing pour cent, nu and
matiére de commerce, six pour cent; let out sans retenue.”). (See also Del Marmol 1943, p. 6, no
49; De Katholieke Encyclopaedie (1937). N.V. Uitgeversmij Joost v.d. Vondel, Amsterdam, under
the notion “rente”; Ripert 1951, p. 23.)

290fficial Gazette May 7™ 1865.

249De] Marmol (1943), p. 101; Van Houtte (1955), p. 231.

241Del Marmol (1943), pp. 101 af. See also De Katholiecke Encyclopaedie (1937).
N.V. Uitgeversmij Joost v.d. Vondel, Amsterdam, under “rente”.
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Further Illustration 3.5 (continued)

“contracting parties are free to agree on the amount of the conventional
interest rate.”

In the nineteenth century, a counterbalancing trend in Belgian jurisdiction
would emerge which defined conventional interest rates above moral accep-
tance (usury) as contrary to “good morality”.>*> Under the law of May Ist
1913, this approach was in part adopted into article 1154 of the Civil Code
dealing with “anatocism” (= the capitalization of interests).**’

Later, the interest clause for certain specific credits (e.g. consumer credit
and mortgage credit) became subject to mandatory rules still existing under
Belgian law.>**

3.3.3.7 The Last Convulsions of the Medieval Debate on Charging
Interest

3.3.3.7.1 Further Evolution of the Catholic Church Doctrine During
the Nineteenth Century and the First Half of the Twentieth
Century

Despite the previously mentioned switch towards a general acceptance of interest
charging in practice and in (secular) law, it would take the Catholic Church until
1838 to formally give up its fight against the charging of interest.”*’

This did not imply that the Catholic Church would give up its view about the
pursuit of wealth and money entirely, albeit this vision was reduced to a rejection

22Del Marmol (1943), pp. 393 af., no 384; De Katholicke Encyclopaedie (1937).
N.V. Uitgeversmij Joost v.d. Vondel, Amsterdam, under “rente”.

23Byttebier (1995), pp. 96-107.
244For further reading, see Steennoot and Dejonghe (2007), p. 424, no 854.
2%3Van Straaten (2002), p. 52.

The Church would however continue to condemn “usury”. In the already quoted “Compendium
of the Social Doctrine of the Church” of 2004 (at no 341), it is still held:

Although the quest for equitable profit is acceptable in economic and financial activity,
recourse to usury is to be morally condemned: “Those whose usurious and avaricious
dealings lead to the hunger and death of their brethren in the human family indirectly
commit homicide, which is imputable to them”. This condemnation extends also to
international economic relations, especially with regard to the situation in less advanced
countries, which must never be made to suffer “abusive if not usurious financial systems”.
More recently, the Magisterium used strong and clear words against this practice, which is
still tragically widespread, describing usury as “a scourge that is also a reality in our time
and that has a stranglehold on many peoples’ lives”. (See Pontifical Council for Justice and
Peace 2005, no 341.)

929
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(in general terms) of an “unbridled” pursuit of money (without interfering in the
interest policies of banking), and more specifically of the pursuit of profits as a life
goal in itself.**°

In 1891, Pope Leo XIII (reg. 1878—1903) released the Papal Encyclical “Rerum
Novarum” (“Oflabout new things™).**’

The main purpose of this Encyclical was to defend the rights of workers and to
preach a (more) righteous economic system based on Christian values (hereby
basically reinvigorating certain teachings of Saint Thomas Aquinas).**®

The Encyclical mainly focused on the situation of the working classes within
capitalism and defined, through a number of principles, the (still active) social
doctrine of the Catholic Church. This doctrine was later on clarified in several
further papal encyclicals and, in 2004, in the “Compendium of the Social Doctrine
of the Church” which was issued by the Pontifical Council for Justice and Peace®*.

Some of the concrete principles from the Encyclical “Rerum novarum’ are, inter
alia: the recognition of the right to an individual, fair wage®", the acceptance of the
right to (individual) property®' and the principle of “solidarity” with the weak.

24SFor the modern day vision of the Catholic Church, see Pontifical Council for Justice and Peace
(2005), no 323 a.f.

247 eo XIII (1891).
See also John Paul II (2005), pp. 123 a.f.; Dowley (2009), p. 151.

2%Dowley (2009), p. 151.

249Explicit reference to the words of Pope Leo XIII has hence been made in the introductory letter
to this Compendium of the Social Doctrine of the Church (see Pontifical Council for Justice and
Peace 2005).

2598ee under no 5 of the encyclical:

It is surely undeniable that, when a man engages in remunerative labor, the impelling
reason and motive of his work is to obtain property, and thereafter to hold it as his very own.
If one man hires out to another his strength or skill, he does so for the purpose of receiving
in return what is necessary for the satisfaction of his needs; he therefore expressly intends to
acquire a right full and real, not only to the remuneration, but also to the disposal of such
remuneration, just as he pleases. Thus, if he lives sparingly, saves money, and, for greater
security, invests his savings in land, the land, in such case, is only his wages under another
form; and, consequently, a working man’s little estate thus purchased should be as
completely at his full disposal as are the wages he receives for his labor. But it is precisely
in such power of disposal that ownership obtains, whether the property consist of land or
chattels. Socialists, therefore, by endeavoring to transfer the possessions of individuals to
the community at large, strike at the interests of every wage-earner, since they would
deprive him of the liberty of disposing of his wages, and thereby of all hope and possibility
of increasing his resources and of bettering his condition in life.

218ee under no 8 of the encyclical:

The fact that God has given the earth for the use and enjoyment of the whole human race
can in no way be a bar to the owning of private property. For God has granted the earth to
mankind in general, not in the sense that all without distinction can deal with it as they like,
but rather that no part of it was assigned to any one in particular, and that the limits of
private possession have been left to be fixed by man’s own industry, and by the laws of
individual races. Moreover, the earth, even though apportioned among private owners,
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Special attention was given to the so-called “duties” of the (Christian) employer.>>
Furthermore, both governmental intervention®> and the creation of employer
unions®>* were mentioned as legitimate instruments to pursue these goals.
Especially when comparing the Encyclical to the content of the Gospels itself,
one cannot ignore the general (somewhat superficial) wordings and its intent only to

ceases not thereby to minister to the needs of all, inasmuch as there is not one who does not
sustain life from what the land produces. Those who do not possess the soil contribute their
labor; hence, it may truly be said that all human subsistence is derived either from labor on
one’s own land, or from some toil, some calling, which is paid for either in the produce of
the land itself, or in that which is exchanged for what the land brings forth.

2528ee under no 20 of the encyclical:

The following duties bind the wealthy owner and the employer: not to look upon their work
people as their bondsmen, but to respect in every man his dignity as a person ennobled by
Christian character. They are reminded that, according to natural reason and Christian
philosophy, working for gain is creditable, not shameful, to a man, since it enables him to
earn an honorable livelihood; but to misuse men as though they were things in the pursuit of
gain, or to value them solely for their physical powers — that is truly shameful and inhuman.
Again justice demands that, in dealing with the working man, religion and the good of his
soul must be kept in mind. Hence, the employer is bound to see that the worker has time for
his religious duties; that he be not exposed to corrupting influences and dangerous occa-
sions; and that he be not led away to neglect his home and family, or to squander his
earnings. Furthermore, the employer must never tax his work people beyond their strength,
or employ them in work unsuited to their sex and age. His great and principal duty is to give
everyone what is just. Doubtless, before deciding whether wages axe fair, many things have
to be considered; but wealthy owners and all masters of labor should be mindful of this —
that to exercise pressure upon the indigent and the destitute for the sake of gain, and to
gather one’s profit out of the need of another, is condemned by all laws, human and divine.
To defraud any one of wages that are his due is a great crime which cries to the avenging
anger of Heaven. “Behold, the hire of the laborers... which by fraud has been kept back by
you, crieth; and the cry of them hath entered into the ears of the Lord of Sabaoth.” Lastly,
the rich must religiously refrain from cutting down the workmen’s earnings, whether by
force, by fraud, or by usurious dealing; and with all the greater reason because the laboring
man is, as a rule, weak and unprotected, and because his slender means should in proportion
to their scantiness be accounted sacred. Were these precepts carefully obeyed and followed
out, would they not be sufficient of themselves to keep under all strife and all its causes?
2538ee under no 32 of the encyclical:
The foremost duty, therefore, of the rulers of the State should be to make sure that the laws
and institutions, the general character and administration of the commonwealth, shall be
such as of themselves to realize public well-being and private prosperity. This is the proper
scope of wise statesmanship and is the work of the rulers.

234See under no 57 of the encyclical:

We may lay it down as a general and lasting law that working men’s associations should be
so organized and governed as to furnish the best and most suitable means for attaining what
is aimed at, that is to say, for helping each individual member to better his condition to the
utmost in body, soul, and property.
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soften the rough edges of capitalism, without aiming at replacing capitalism by a
system which would put the words of Jesus Christ truly in practice.

Later on, Pope Pius XI (ruling 1922—-1939 AD) would also assert the rights of the
working classes while attempting to encourage catholic social principles, in an
effort to overcome an alleged threat posed by communism. His fear of communism,
however, would at the same time blind him for the emergence of fascism in
Germany and Italy.*>>

In 1930, the Catholic theologian Potters>>® phrased the (Catholic) view on
capitalism as follows (freely translated from Dutch):

The vast effects of greed on society were very clearly initiated by the liberal mind, which
has inspired economy since the French revolution. Society has been completely disrupted
by the materialistic pursuit of profit, which rules the production and distribution of goods
without restriction. Since the last century, many things have improved (. . .), but today we
are still far from being free from that mammonistic spirit. There is nothing wrong in the
profit motive playing a role in the practice of national economy: God Himself has bestowed
selfishness upon human nature; if this self-interest is kept within acceptable limits, then it
has great potential to increase people’s prosperity. It is however exactly this limitation
which currently still leaves much to be desired. Instead of focusing on the general
prosperity of the people, their general wellbeing, economy has focused on profit for profit’s
sake. (...) In a word: nowadays limitless greed has caused society to fail in fulfilling the
calling which was given to it by God: i.e. to create general prosperity for the people as a
means for individuals to determine their final destination.

It is remarkable that in this vision of Potters, on one hand, it is clearly confirmed
that the unbridled pursuit of money and profit (= by Potters described as “the
mammonistic spirit”), can have a positive impact on the functioning of society>”’,
but, on the other hand, that the radical doctrine of Christ Himself seems to have
been tempered as a consequence of the Smithian view of economy (see further,
under Sect. 3.4.2). It has even been held that a catholic is allowed to be selfish to a
certain degree, because this is how God created human nature, as long as the
consequent greed is not unlimited. A similar “acceptable degree of selfishness” is
even considered to be beneficial to global economic progress.

Clearly this ecclesiastical treatise reflects some of the writings of Adam Smith,
with as unanswered (and probably rhetorical) question whether this approach would
have found grace in the eyes of Jesus Christ Himself.

In this regard, further reference can, for instance, be made to Pope John XXIII’s
encyclical “Pacem in Terris"*® (of April 11™ 1963), in which it has been held that
(under its point no 11): “Man has the right to live. He has the right to bodily integrity
and to the means necessary for the proper development of life, particularly food,
clothing, shelter, medical care, rest, and, finally, the necessary social services. In
consequence, he has the right to be looked after in the event of illhealth; disability

Spowley (2009), p. 151.

2%potters (1930), pp. 27-28.

27Bakan (2005), p. 259; Verhaeghe (2011), p. 52.
258John X111 (1963).
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stemming from his work; widowhood; old age; enforced unemployment; or whenever
through no fault of his own he is deprived of the means of livelihood.” On the
socioeconomic level, it is thus recognized that man has the right be to given the
opportunity to work, to take personal initiative, to private property, to just remuner-
ation for work effort, and to emigrate (see point no 18 a.f. of the said encyclical).
Taken together, this list of rights linked to reciprocal duties—and cemented together
by solidarity—Ilays out the preconditions for human flourishing.*””

Over the years, this ecclesiastical view on the pursuit of wealth and its social
implications would be generalized even more (see further, under Sect. 3.6.2.5.2).

Nevertheless, a remarkable viewpoint about social justice from about the same
period can be found in the Anglican world, more specifically with Charles Gore
(1853-1932), a renowned Anglican theologian (and bishop of his time).260

Based on an orthodox reading of the creed and on a literal interpretation of the
New Testament, Charles Gore came to the view that a Christian should above all
devote himself to “social justice” (which is clearly asserted in the written version of
one of Gore’s “Essex Hall”-speeches “Christianity applied to the life of men and of
nations™°" dating from 1920).7%>

In “Christianity applied to the life of men and of nations”, Charles Gore
advocated a fundamental reconsideration of different basic Christian values, includ-
ing charity, stemming from the conviction that Christ’s doctrine, above all, provides
guidance for every-day life (a belief that Gore expressed in the opinion that

‘

“religion, as Jesus sets it before men, is indisputably a manner of life — ‘a
way.””). Gore blamed modern society for not having striven to bring the word of
God truly to life, and that it even has accepted a widely spread violation of true
justice, for example by having agreed to the exploitation of the poor and by
approving “monstrous and unfounded” property rights which allow people to
ignore the wellbeing of society and to focus more on personal possessions than
on other people. Gore also blamed society for the fact that the systems it created,
such as housing and employment and education politics, in a fundamental way
ignore Christian ideals*®’. Hence, Gore argued for a fundamental turn-around in
society, where both the principles of capitalism, as well as those of socialism, were

2598achs et al. (2016), especially p. 13.
20Crosse (1932).

See further De Wit and Steenvoorde (2008), p. 239.
261See Gore (1920).

262De Wit and Steenvoorde (2008), p. 239.

263 On the largest scale we have ‘made the word of God of no effect by our tradition’; (. . .)we

have acquiesced in a widespread ignoring of the real meaning of justice; (...) we have
countenanced the exploitation of the weak, and a monstrous and groundless theory of the
rights of property which enabled men to ignore the welfare of the community, and to care
for property more than persons; and (...) our systems of housing, employment, and
education have ignored the indisputably Christian principle that every soul has in the
sight of God and of the church (when right-minded) an equal value, and the same really
divine claim to equal consideration.
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to be ignored. On the contrary, charity should become the leading principle of
societal organization®®*.

In his speech, Gore also took a stand against nationalism, racism and the
disregard for the position of women in society, viewpoints which are obviously

all still relevant to the present day.?®>

3.3.3.7.2 Outside of the Church

In the twentieth century (at least in Western and Western-inspired countries), the
trend of secularization of the economy in general and of the ethical reflection about
economic processes more specifically, has even furthermore continued. In this
evolution, the debate (or what was left of it) about the acceptability of (usurious)
interest mainly moved to the domain of economic science.

In the context of (pure theoretical) economic research, the central question
became whether interest is a natural or an economic category. In other words, the
question became whether interest plays a necessary role in every human society, or
whether it is tied to the capitalist economic models (implying that there is a
possibility that it may disappear in a future “non-capitalist” or in a “different
capitalist” society).?*®

Throughout this debate which henceforth became increasingly theoretical and
barely concerned the practice of (banking) interest (mechanisms) itself, the ethical
approach remained still to some extent in place.

Those who came to the conclusion that interest is a necessary economic function
were mainly economists who, following Eugen von Bohm-Bawerk (1851-1914)
who thoroughly researched this topic®®’, have assumed that the reason explaining
“interest” is the fact that a higher value is given to goods today (“actual goods”)
than to goods in the future (“future-goods”). This doctrine however admits that, by
accepting this, no answer is given to the question to whom the interest should go. In
this doctrine (be it on efficiency grounds), it is not to be excluded that society itself
would claim the interest, thus avoiding the emergence of a separate class of
capitalists.*®®

264 1 et it make ‘the old commandment’ to love one another once again ‘a new commandment,’
and let us give all men to understand that Christianity is a life before it is a theology’.
See also De Wit and Steenvoorde (2008), pp. 240-241.
*>Gore (1920).
266pe Katholieke Encyclopaedie (1937). N.V. Uitgeversmij Joost v.d. Vondel, Amsterdam, under
“rente”.
267See especially von Bohm-Bawerk (1912).
See also Vandewalle (1976), p. 116.

268De Katholieke Encyclopaedie (1937). N.V. Uitgeversmij Joost v.d. Vondel, Amsterdam, under
“rente”.
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Recently, this latter approach has started to resonate again in, for instance, the
(recent) debate advocating that income from capital (including income in the form
of interest) should be taxed (more highly). A similar taxability would indeed come
down to a method of allowing the community represented by the government to
acquire this income for itself (see especially the so-called “Tobin-tax™ debate®®”).

In the course of the further twentieth century, economists only sporadically
discussed the ethical problems of interest charging, albeit not with any less
enthusiasm.

J.M. Keynes for example*’"

made the following poignant statement:

the disquisitions of the schoolmen (on usury) were directed towards elucidation of a
formula which should allow the schedule of the marginal efficiency to be high, whilst
using rule and custom and the moral law to keep down the rate of interest, so that a wise
Government is concerned to curb it by statute and custom and even by invoking the
sanctions of the Moral Law.

JK. Galbraith®" expressed a similar idea:

Now, in the age of contentment, what economists call macroeconomic policy has come to
centre not on tax policy but on monetary policy — the mediating actions of the central bank,
in the United States the Federal Reserve System. Higher interest rates, it is hoped, will curb
inflation, in any case, they will not threaten men and women of good fortune. Those with
money to lend, the economically well-endowed rentier class, will thus be rewarded.

Even more, up until today, some philosophers and organizations (such as the
Canadian “Committee on monetary and economic reform’) have outed themselves
as strong opponents of charging interest. Reference can also be mate to, for
instance, Margrit Kennedy, a professor in Hanover who published her study
“Interest and Inflation Free Money” in 1995%"% in which she expresses her support
for a money compensation mechanism other than interest.””

3.3.3.8 Contemporary Lessons from the (Ecclesiastical) Interest Debate

The decline of the historical (clerical) interest debate nevertheless does not preclude
us, within the modern context, from drawing important lessons from the aforemen-
tioned historical perspective.”’*

In his aforementioned study “The interest debate in the West™”, van
Liedekerke sums up three types of argument against interest which, on further
reflection, already were brought up by the quoted ecclesiastical scholars:

269Schmidt (1999), pp. 105-114.

2701, Keynes (1935), p. 351.

271 Galbraith (1992), p. 43.

22K ennedy (1995), p. 144.
23http://kennedy-bibliothek.info/data/bibo/media/GeldbuchEnglisch.pdf.
274See also Stiglitz (2003), p. 81.

?Ivan Liedekerke (1993), pp. 20-22.
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i. Arguments of a “metaphysical” nature: the fact that money generates interest is
an unnatural phenomenon and a deterioration of an order of being created by
God (the divine order);

ii. The usurer exploits the needs of others and is therefore possessed of a sinful
virtue; judgment of the person leads to judgment of the practice (= the person
without virtue);

iii. Usury does not fit in terms of commutative justice (the unjust contract).

110 Other arguments stemming from the ancient debate on the charging of interest”’®
standing out (more than ever) in the contemporary context are:

i. Interest as unearned (or not earned through labor or efforts) income, is repre-
hensible as a pursuit per se (see council of Laterans of 1515);
It is remarkable that in his biography of Keynes, Skidelsky®’” has stated the
psycho-political dimension of this argument in Keynes’s works as follows:

Keynes’s sense that, at some level too deep to be captured by mathematics, “love of money”
as an end, not a means, is at the root of the world’s economic problem.

ii. Interest as an unjust redistribution of wealth: the rich get richer and the poor get
continuously poorer (see the earlier mentioned calculated examples by
M. Kennedy);
Empirical research from the past years seems increasingly to confirm this
observation (see further, under Sect. 3.4.8).
iii. Interest as a cause of economic instability;
Keynes”’® himself stated on this matter:

The rate of interest is not self-adjusting at the level best suited to the social advantage but
constantly tends to rise too high.

iv. Interest as a discounting of the future;

As an example, when it comes to the use of resources, a higher discounting
of the actual value (based on a high interest rate), will generate
overconsumption.””’

A further interesting consideration in this context is the fact that the financial
economy relates to the development of nature as compound interest does to
simple interest: a standing crop that is not harvested, will not necessarily
generate more harvest the following year.

Basically this last argument also blames an (essentially very unjust) breach
of the intergenerational solidarity which, as discussed further in the text, in the
context of the Czech phenomenological school (see further, at marg. 261 of this
chapter) resulting in Patocka’s writings, may be among the most essential
ethical achievements that Europe has offered the world since Plato and of

276Visser and McIntosch (1998), especially pp. 181-186.
277Skidelsky (1992), p. 454.

28Keynes (1935), p. 350.

2Pearce and Turner (1990).
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which the ongoing effects of the severe financial crisis of 2008 forms a striking
illustration.

Finally, Keynes showed himself to be a proponent of a general charging of low
interest in order (a) to enable debtors to pay their debts, (b) to ensure stability of the
economic agents and (c) to install a climate of economic activity.**

Keynes also indicated that low interest rates should be implemented in the
private and public sector, thus not only in the form of low interest rates which
central banks grant to private banks.”®'

3.4 Doctrines in Favour of Uncontrolled Wealth
Accumulation

3.4.1 The Decline of Altruism as an Underlying Ideal Within
Economic Doctrines

The altruistic viewpoints opposing uncontrolled wealth accumulation which are
expressed in the Gospel(s) of Christ (see above, at marg. 33—34 and 37-40 of this
chapter) no longer have a decisive influence on trade or finance in the present-day
secularized (Western) world.

To some degree, this may even be considered ironic.

Instead of ensuring that the teachings of Christ got applied in economic practice
by developing society models where wealth accumulation would, at least to some
extent, be kept within certain reasonable boundaries, and where the rich would be
encouraged to share their wealth as much as possible with less fortunate people,
Western (and Western-inspired) economies have over time taken a complete
opposite course, in spite of the Christian roots they are (or pretend to be) rooted in.

Although, as has been explained before (see under Sect. 3.3.3), during certain
periods in history, the Catholic Church attempted to somehow reduce uncontrolled
wealth accumulation of the richer classes (originally: nobility and clergy, later on:
traders and banker5282, and even more later on: industrialists and specialized
service providers) by means of the historical ecclesiastical doctrine which
prohibited the charging of interest, even this doctrine, notwithstanding the fact
that it was far less radical than the radical teachings of Christ Himself, has not been
able to avoid the pressure of an ever (and differently) changing practice in eco-
nomic life, whereby wealth accumulation gradually evolved into the leading soci-
etal principle.

280pettifor (2014).
21pettifor (2014).
*2Ferguson (1998), p. 17.
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As a result of this evolution, the dictate of uncontrolled selfishness which lies at
the basis of the capitalist economic system and which has driven a large part of
mankind towards unbridled greed nowadays prevails worldwide; on a global scale,
nearly every society model is exposed to its several devastating effects.

Paraphrasing Christ’s own words, capitalism thus presents itself mainly as an
orgiastic worship of the mammon®®®, rather than as an attempt to establish the
Kingdom of God on earth.

Otherwise put, capitalism does not at all aim to establish a reasonable level of
prosperity for all of mankind (so that all people have the opportunity to develop
their true destiny, which is, in Christian doctrine, subservience to God), but instead
is based on economic methods by means of which the “strong” within society
(i.e. those whose behaviour best mirrors the ideal capitalist image of an
uncontrolled egoism) can enrich themselves unlimitedly to the detriment of the
greater masses (i.e. those who agree less with the capitalist ideal of applying such
unbridled egoism).

Hereafter, it will be briefly explored how economic doctrine(s) originating form
the seventeenth century on has (have) succeeded in achieving this goal.

3.4.2 Ideological Foundation of the Selfish Economy

3.4.2.1 Economic Liberalism
3.4.2.1.1 Ethics of Liberal and Neo-liberal Thinking in General

It may be somewhat surprising that the aforementioned evolution towards a society
determined by an unbridled (socioeconomic) egoism, especially characterized by
an unlimited pursuit of wealth, found its first thorough ideological foundation in
some of the works of (enlightened) philosophers of the seventeenth and the eigh-
teenth centuries. Their doctrines did not only justify the ever more dominating
(economic and societal) processes which allowed a small part of mankind to acquire
huge wealth at the detriment of the rest of mankind, but moreover succeeded to lift
the principle of unbridled wealth accumulation to the level of the prevailing moral
target per se. 2

Z837Zuboff and Maxmin (2002), p. 33.

284Galbraith (1987), pp. 57 a.f.
See further Brook and Watkins (2012), p. 77:

All of this implies that money is a value only under certain circumstances. The same
reasons that lead a profit seeker to love earned money lead him to spurn unearned money,
money won in defiance of the need to produce. Whether the money is looted from
unsuspecting investors or mooched from overly generous relatives, the money does not
represent a productive achievement and does not go to fuel further productive
achievements.
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During this process of replacing (a.o. Christ’s) altruistic ideals by their opposite
principles of greed and egoism, the initial aim had been to apply the technique of
“rational thinking” to economic processes in an attempt to determine “natural laws”
explaining them.”®’

This search for a “rational” theory explaining economic phenomena would, after
taking some detours alongside economic doctrines such as “anti-mercantilism”
(e.g. Nicholas Barbon (1640-1698) and Sir Dudley North (1641-1691)), “neo-
mercantilism” (e.g. John Law (1671-1739) who advocated, inter alia, an extension
of the supply of money in order to combat high interest rates, and who therefore, to
a certain extent, could be considered as one of the first “monetarists” avant la
lettre), “cantillonism” (more specifically Richard Cantillon (1680-1734)) and “the
physiocrats” (e.g. Frangois Quesnay (1694—1774), the founder of the theory of
economic circulation), finally resulted in the doctrine of “economic liberalism”.**

The impact of “economic liberalism” on the ethics of economy itself, can hardly
be underestimated.

The reason hereof is that, since the emergence of economic liberalism, the
pursuit of uncontrolled wealth at any cost has become accepted to be “morally
correct” and even as the guiding principle of social, economic and overall societal
life itself.”*

In this development, dating back to Adam Smith himself, people behaving in
accordance with the teachings of “economic liberalism” (and later on: “economic
neo-liberalism”) are believed not to become rich by “stealing” from others, but by
increasing the size of the metaphorical “common pie” (of the world economy)
through their exceptional efforts.”*® “And” , to quote Harari’s (ironic) description of
the liberal and neo-liberal doctrines, “when the pie grows, everyone benefits. The
rich are accordingly the most useful and most benevolent people in society, because
they turn the wheels of growth for everyone’s advantage.”*™

Moreover, (neo-)liberal ideology also gave birth to a belief system validating the
accumulation of ever more riches and power in the hands of the rich and powerful
of the planet.*”

Z5Fox (2013), p. 382.
See further Vandewalle (1976), p. 27; Poma (2009), p. 73.

28V andewalle (1976), pp. 28—40; Beaud (1994), pp. 33 a.f.

28 Harari (2014), pp. 348-349. See also Chomsky (1999), pp. 25 a.f.
Z88Harari (2014), pp. 348-449; see also Beaud (1994), p. 93.
289Harari (2014), pp. 348-349. See also Galbraith (1983), pp. 110 a.f.

20Galbraith has in this regard pointed out that nothing has been so important in the defence of
modern enterprises and the power they represent, as the argument that their power does not exist,
but is the mere expression of the play of the free market, an argument that forms one of the
foundations of (neo-)liberal reasoning. By thus falsely representing economic reality, the most foul
abuses of power all have become justified as a result of the way the free market works and should
continue to work. And, still according to Galbraith, nothing is more serviceable to maintaining this
system than the resulting (and up to the present-day relentlessly ongoing) conditioning of the
young to that belief system (see Galbraith 1983, p. 120).
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Further Illustration 3.6: Tested Recipes for Baking the (Neo)

Liberal Pie

The French author Pascal Bruckner has convincingly argued that capitalism is
mainly about what one can “take from others*’! (especially in terms of
money and goods, but even in term as intangible items, such as work/labour,
job satisfaction and physical and mental health).

Also the French anthropologist Emmanuel Todd has expressed in a similar
way that the extreme wealth of the rich classes of this world is basically based
on systems of power, exploitation, exclusion and repression, a fact which in
most Western countries is still denied by the leading classes and the political
world (mainly) representing their interests.*”>

By means of some striking illustrations, capitalism has thrived by applying
different “theft mechanisms”, which all, at some moment in time or other,
surprisingly, continue to be accepted as legitimate by the legal systems of
most Western (or Western-inspired) capitalist countries.

Some of these mechanisms used to “bake the (neo)liberal pie” are as
follows:

(i) “Colonialism” and “imperialism” (whereby entire countries, and even
continents, and their populations have been robbed of their resources for
centuries””?)

(i) “slavery”, both in its narrow legal meaning, as well as in a wider
economic sense of the word (being equal to the deprivation of the
freedom and essential human dignity of large groups of people in
order to provide—taking into account the liberal law of the “Iron Law
of the Wages”—the cheapest possible labor forces in order to acquire
the greatest possible wealth for one’s self);

(iii) Pricing policy in North-South relations (i.e. a continuing type of robber
behaviour during the so-called post-colonial era, whereby producers of
numerous goods from poor countries are not paid a fair price for their
products***);

s

(continued)

21 Bruckner (2002), p. 27.
2928ee Todd (2015), p. 93 (also Todd 2015, p. 72):
Reste que le bien-étre de cette classe émane d’un systéme social non seulement égoiste,
mais hypocrite puisque ses représentations officielles nient les relations de force,
d’exploitation, d’exclusion et de répression.
See also Streeck (2015), pp. 87 a.f.
293Beaud (1994), pp. 137 a.f.; Lénine (1935); Pinxten and De Munter (2006), pp. 114 a.f.
28tiglitz (2006), p. 15.
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Further Illustration 3.6 (continued)

(iv) probably the largest and most systemically applied robber behaviour
ever: the (banking) interest mechanism in the framework of creating
new scriptural money based upon credit lending by private banks,
whereby the remainder of the economy is continuously deprived of a
major part of its created wealth in favour of the financial system (and the
few people on the planet controlling it), thus contributing to significant
difficulties (including poverty) for many economic agents and even
entire states.

As the bank interest mechanism lies at the foundation of capitalism, it
needs not surprise that, throughout the ages, the cycle of robbing the “com-
mon man’’ who actually enables the bank interest mechanism, has completely
gotten out of proportion.

The term “common man” as used here may refer to anyone who depends
on obtaining an income from labor for his subsistence and who is therefore, to
quote Linguet (see further, at marg. 276 of this chapter), “the hostage of the
free market” as, per definition, such a person does not have enough capital to
be “life annuitant” and to be able to live from income from capital acquired in
the past. Such a “common man” is, by definition, not part of the privileged
class of “life annuitants”>*>, but on the contrary has to work for the most part
of his life, mainly in order to make the latter ever more rich.

Firstly, “the common man” is obviously, in his capacity of credit taker,
victim of the banking interest mechanism. It is indeed the case that anyone
depending on a bank credit in order to meet basic needs in a broad sense (see
further, at marg. 129 of Chap. 4 of this book), e.g. the purchase of a house or a
car (in most cases needed “to go to work™), needs to be aware that, in some
cases: for the rest of his life, he will have to spend a large amount of his
income on bank interests while, at least for the bank, the efforts needed to
provide a bank credit probably represent the least intense labor thinkable, as a
credit (as discussed exhaustively in Chap. 2 of this book) leads to the creation
of money ex nihilo, and whereby production and other costs are extremely
low compared to the potential profits.

Secondly, if such a “common man” lives in a country where the govern-
ment has been drawn into financing its deficits through debt-related financing
techniques (which is actually the case for the majority of the Western world,
and for even a longer time, for almost all “poor countries’’) and where such
financing mainly is provided by the private financial sector, then this person
will also note that a substantial part of the tax skimming (of his income)

(continued)

293Compare Galbraith (1992), pp. 95-96.
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Further Illustration 3.6 (continued)

which he has to undergo for the majority of his life, is used to finance the
interests his country owes to the banking sector.

Thirdly, those who—especially in the post 2008 era—are young, will also
have to suffer and intergenerational disadvantage, due to the fact that taxes
paid today are to a large extent needed to cover the settlement of financial
debts made by governments from an earlier time period (both in capital, as in
interest).

After the (mega) bail-out efforts of 2008—2009 (but also previously in
history) that were required from governments worldwide in order to (referring
to the neo-liberal law of “privatization of gains and socialization of losses”),
take over the burden of the “catharsis” of the by “hubris” driven banking
sector, there are further more the (enormous) financial debts which govern-
ments were forced to make for this purpose (for instance, in Belgium, this is
deemed to account for an estimated 15% of the existing government debt).

By some, it has even been assumed that, on a global scale, governmental
debts have become so huge that it will probably be impossible to ever pay
them back, while in the meantime the interests of such debts continue to
burden the financial accounts of the countries concerned. (See further, under
Sect. 3.4.6.)

Fourthly, the “common man” is also victim of the robbing behaviour of
banks in his daily expenditure, since the interests owed by enterprises (pro-
ducing goods and services) for their own bank credit are part of production
costs, and therefore calculated into the sales prices the companies charge for
the goods or services they offer within economy.

And we have not yet considered the reduction in various social achieve-
ments which, under the rule of the doctrine of “economic neo-liberalism”, is
taking place at high speed since decades already and which particularly
impacts the younger generation much more than the older.

The worst part is that the banking sector and the policy makers of this
world seem to have been aware for a very long time of the inherently perverse
effects of the capitalist banking interest mechanism (and hence the capitalist
money creation mechanism), especially given the quotes referred to in marg.
3 of Chap. 1 of this book and in marg. 29 of Chap. 4 of this book, implying
that, if the quotes are entirely accurate, the capitalist banking system could to
some extent even be considered as an inexcusable, maliciously driven
robbery plan.

Taking these elements into consideration, one must be inclined to believe
that the philosophers quoted earlier in this book, such as Plato and Aristotle,
certain historical church elders, such as the Saints Ambrose and Augustine, as
well as the medieval Scholastics, such as Saint Thomas Aquinas, apparently

(continued)
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Further Illustration 3.6 (continued)

knew very well what they were doing when, through their writings and in
their sermons, they fought their historical battle against interest charging and
usury. (See above, under Sect. 3.3.3.)

After centuries of uncontrolled private banking greed, one can but wonder
whether the tide of this financial greed and its detrimental effects on the global
economy and society in general, can still be turned. Nevertheless, in the Chaps. 4
and 5 of this book, an attempt to do so will still be undertaken.

As mentioned before, the insight that economic (neo-)liberalism is based on an
inverse (ethical) value perception inevitably leads to the further realization that the
modern “homo neo-liberalis” adhering to this doctrine is not only led by motives
which are completely opposite to those of, for instance, Jesus Christ (namely by an
“unbridled selfishness” instead of a “radical altruism”), but at the same time
perfectly matches the type of person described by Aristotle as a virtueless “greedy
person” who is greedy because he takes more than is reasonable from others (see
above, at marg. 64—65 of this chapter), and is, by definition, in doing so, attributing
to the creation of an “unjust” world (see further, at marg. 271-272 of this chapter).

When, as will be attempted hereafter, evaluating economic liberal and
neo-liberal thinking, one should hence, above all, keep in mind that these doctrines
of economic liberalism and economic neo-liberalism have succeeded in raising to
an absolute virtue precisely what is inherently “virtueless” in Aristotelian thinking,
but, for instance, also in the Christian and the Buddhist tradition, namely “selfish-
ness”, “greed”, and “avarice”.

In this process of turning around basic life values, “economic liberalism” (which
later on in history evolved into “economic neo-liberalism”) has, over time, become
much more than a simple economic doctrine, but has turned into an overall
ideology—some have even stated: a new religion—dictating how people should
behave, how they should raise their children and even how they should think.*°

In this way, the (neo-)liberal belief system increasingly has shaped the (devel-
opment of) mankind’s identity; in addition, it has determined man’s relation
towards others and to the planet he lives on to become ever more influenced by
egoism, greed and selfishness.””’

2% Harari (2014), p. 351; Galbraith (1987), p. 64; Geysels (2014), p. 13.
See also the reflections of Mark Carney, Governor of the Bank of England, in Oxfam (2014),
p. 55:

Capitalism loses its sense of moderation when the belief in the power of the market enters
the realm of faith. Market fundamentalism — in the form of light-touch regulation, the belief
that bubbles cannot be identified and that markets always clear — contributed directly to the
financial crisis and the associated erosion of social capital.

27Verhaeghe (2011), p. 20.
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In this, the principle of economic growth is set to be the greatest good in a
religious system where justice, freedom and even happiness are, on a macro level,
all supposed to depend on such economic growth, and, on a micro-level, on
individual wealth accumulation and personal greed.””®

The ideological system originating from these (originally: “liberal” and later on:
“neo-liberal”) doctrines also laid the foundation for the large expansion of capital-
ism in the course of the eighteenth, nineteenth and twentieth centuries, whereby
merchants and industrialists, being the new privileged classes who were taking over
from the old nobility and clergy, later also the governments of countries adopting
capitalist economic thinking, and finally, often against its own interests, even the
general public of entire nations, have all, in their ever increasing unlimited pursuit
of money, been backed by economic (and in general social) theories based on this
attitude to life.”’

2%Harari (2014), p- 351. Compare Rand (2008).

Such a life vision could not be more contra-Christian—or should we say: “more contra-
Christ”—and “contra-Aristotelian” and, as will be indicated later, more contra-Buddhist (see
further, at marg. 289 a.f. of this chapter). It is therefore not a coincidence that, for instance, a
refined modern-day philosopher like Emmanuel Levinas has made his purpose in life the creation
of a philosophical system that turns the (neo-)liberal value scale around (with as a further merit
that this is accomplished in an abstract way and, keeping in mind the premises of the concerned
philosophical doctrine, without the need to spend much time explaining which particular doctrines
his own teachings are a reaction to) (see further, under Sect. 3.6.4.2.2).

2%In his masterpiece the novel “The Magic Mountain” (originally written in German, under the
title “Der Zauberberg”, and first published in 1924), widely recognized as one of the most
influential works of twentieth century German literature, Thomas Mann has explored this theme
in an unparalleled manner, especially in the notorious dialogues between Leo Naphta (loosely
based on the philosopher George Lukacs and hence mainly representing end defending the ideas of
Hegelian Marxism), and Lodovico Settembrini (mainly representing and defending the ideals of
the Schools of Enlightenment and of the values of the traditional Western society shaped by it).
Both characters’ opinions help shaping the world view of the antagonist character Hans Castorp
and hence, through Mann’s repeated invitation to learn from what Castorp experiences throughout
the novel, (hopefully) also that of the reader (compare https://en.wikipedia.org/wiki/The_Magic_
Mountain; last consulted on April 7% 2016).

In general, the novel “The Magic Mountain” bears witness of Thomas Mann’s (pessimistic)
re-examination of European bourgeois society and its values (as this society model has emerged
from the so-called “liberal” revolutions of the eighteenth and nineteenth century, including the
sources of the willful, perverse destructiveness displayed by the majority of civilized humanity)
(see https://en.wikipedia.org/wiki/The_Magic_Mountain; last consulted on April 7™ 2016), espe-
cially under the influence of the since then dominating economic system, namely capitalism (or in
present-day terminology: the free market system), and the ideologies which have assisted in
shaping it (especially “economic liberalism” and “economic neo-liberalism”).
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3.4.2.1.2 The Writings of Adam Smith, David Ricardo, Thomas Malthus
and John Stuart Mill

34.2.12.1 Inverse Value Perception as a Leading Principle in Adam Smith’s
Writings

The altruistically inspired economic vision of Christ would for the first time in
history (of the West) encounter a solidly based counterpart in the writings of the
Scottish moral philosopher Adam Smith (1723-1790).%%

In spite of starting, as Christ Himself, with a keen insight into human nature on
the question whether or not unbridled wealth accumulation should be deemed
permissible, Adam Smith preached a moral vision of life that is completely opposite
to the radical-altruistic vision of Christ.

In the approach of Adam Smith3m, it is stated, on different occasions and almost
in a paradoxical manner, that society’s interests are not best served by adhering to
an altruistic way of life, but rather by the development of an essentially selfish
lifestyle.

This doctrine holds that each individual (and by expansion: each “economic
agent”) should mainly (if not only) pursuit his own selfish interest(s), without even
questioning the impact of his behaviour on others. In the long term, and as if it were
guided by an “invisible hand”*%?, a society where every individual mainly looks
after himself is believed to evolve into a prosperous society which will optimally
accommodate the interests of all those who are part of it.**?

In this way of reversing moral values, the pursuit of selfishness even became
synonymous to serving the general good.***

This “invisible hand”-process is in this belief system even considered to be a
“law of nature” which is held to be the same in all times and places.**’

For the sake of comprehensiveness, it may be remarked that some authors have
indicated that the writings of Adam Smith himself are not as decisive on this “value
reversion” as is generally believed. It is hereby argued that mainly later authors
(in particular the neo-liberal authors mentioned below; see further, under Sect.
3.4.2.3) based themselves on a number of paragraphs from Adam Smith’s works in

30gee also Harari (2014), pp. 346-348, proclaiming the book “The Wealth of Nations” as
“probably the most important economics manifesto of all time”. See further Berend (2006),
p. 13; Whitney Hall (2013), p. 364.

3010r at least credited to him; see about this issue Achterhuis (2011), pp. 177 a.f.
302Which is why Smith’s doctrine is often referred to as the “invisible hand” theory.
303Compare Galbraith (1987), p. 64.
*%4See Galbraith (1983), p. 112.
The rich and the affluent do not speak in defense of their own good fortune; they speak as
the benign servitors of the common good. Some may even be embarrassed as to their

worldly reward, but they suffer it, nonetheless, as a service to the general well-being. (see
Galbraith 1996, p. 62).

*%5Vandewalle (1976), p. 40; Polak (1928), p. 239.
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order to elaborate on a new doctrine, namely “economic neo-liberalism”, which
holds that it is the greatest possible selfish economic behaviour that drives society to
the highest possible prosperity for everyone.>*®

Yuval Noah Harari has nevertheless remarked that the doctrine of Adam Smith
(and of his later adepts, especially the neo-liberals) may nowadays not seem very
original anymore, as in the meantime, we all have been living in a capitalist world
for such a long time and, as a consequence, we have become used to this kind of
reasoning, but that nevertheless, the teachings of Adam Smith that the fulfilment of
one’s selfish human urges best serves the interests of society as a whole is to be
considered as one of the most revolutionary ideas in human history.

Adam Smith in fact claimed that “greed” is a good thing, which in the actual
context of neo-liberal thinking translates into the so-called “greed is good” credo,
in other words into the idea that “selfishness” is good and that altruism is
detrimental.

It need therefore not surprise that the fervent neo-liberal author Ayn Rand
explicitly claims altruism to be “vicious”, and for example in her book “The virtue
of Selfishness”, she has exacerbated this discourse on the turn-around of values to its
fullest extent.>’

Mankind owes to this (neo-)liberal doctrine the opinion that the unbridled selfish
pursuit of wealth not only favours the individual who accumulates more wealth, but
everyone. This belief system lies hence at the very basis of the so-called “trickle-
down economics™, an approach which above all aims at “rationalizing” and
therefore justifying selfishness.

It does not come as a surprise that this belief system is not very different from the
way of reasoning by which, already during the lifetime of Adam Smith himself,
colonialism had before in history been justified by the colonial powers: these
colonial powers claimed that their empires were not enormous systems of exploi-
tation, but rather altruistic projects set up to raise the rest of the world to the level of
“civilization” obtained in Europe (an idea that, for instance, has been elaborated by

306 Achterhuis (2011), pp. 177 a.f.
See also Brook and Watkins (2012), pp. 9 a.f.

307Ayn Rand has for instance argued that

altruism holds death as its ultimate goal and standard of value — and it is logical that
renunciation, resignation, self-denial, and every other form of suffering, including self-
destruction are the virtues it advocates. (Rand 1992, p. 38).

According to this author, a so-called “altruistic” person shows the following characteristics: (/)
a low self-esteem; (2) a lack of esteem for other human beings; (3) a perception of life as being a
nightmare, i.e. a hostile happening where disasters occur all the time, and (4) a complete lack of
ethics (see Rand 1992, p. 49).

See also Rand (2008), p. 19; Rand (1982), p. 27; compare Szalavitz (2012), who herself has
observed that

to claim, as Rand does, that “altruistic morality” is a “disease” is to misrepresent reality.

308Bruckner (2002), p. 26.
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Rudyard Kipling in his famous poem “The White Man’s Burden: The United States
and The Philippine Islands”) (1899).

It may be clear that this attempt to present a positive image to colonialism is
nevertheless in clear contradiction to all facts*”” as is also the case for the present-
day (neo-)liberal belief systems themselves.

The legitimate critique of Galbraith against one of the main axioms of the
Smithian doctrine, namely the theory of the “invisible hand”, is that it is not really
empirically founded, but rather is “a tenure” and, consequently, basically a moral
system on its own, which—in a few words—indicates that nothing which happens
in the short term can be in conflict with the long term benefit, thus does not need any
steering or supporting hand from the government.*'”

This blind faith in the invisible powers of the free market is therefore also known
as the “laissez faire, laissez passer”-doctrine.’’' The continued adherence to this
idea, albeit its detrimental effects on the wellbeing of mankind and of the planet,
may moreover be explained by the fact that the freedom of industrialists and
enterprises to blindly pursue their own interests has in this belief system become
a matter of social principle.3 12 However, still according to Galbraith, this blind faith
in the powers of the free market can never contribute to maximizing efficiency
within society, but rather results in a dominance of processes whereby pointless
desires are created or stimulated, so that they can be satisfied later on (= the
so-called “production for production’s sake” and/or “‘consumption for consump-
tion’s sake”313). In this way, under capitalism, he who controls human lust (satis-
faction) also accumulates and gets to control wealth and power.>'*

3%Harari (2014), pp. 336-337.

319Galbraith (1992), p. 51.

Unless, again according to Galbraith, in case of the need for a bailout of a failing bank, or when
national defense is at stake, both being among the few situations in which economic liberalism and
economic neo-liberalism accept state intervention.

311 Galbraith (1992), pp. 51-52; Galbraith (1987), pp. 64 a.f.; Chomsky (1999), pp. 34 a.f. See also
Rand (1992), p. 37.

12Galbraith (1983), p. 117.

33 Galbraith (1970), p. 109.

Karl Marx has been one of the first to fight this intrinsic quality of capitalism. According to
Marx, the aim of society cannot be the production of things as an aim itself. What has been
neglected by even left-wing political parties such as socialist and communist parties, is that for
Marx, maximum production and maximum consumption should not be the unquestionable aims of
society. Society should be about the conquest of poverty and about putting an end to unjust levels
on inequality, not about production and consumption as a supreme end. (See Fromm 2013, p. 31.)

34Galbraith’s insight is remarkably in accordance with certain religious teachings.

For example, in Hinduism, it is believed that man is entrapped in the material world of sense
gratification which keeps him away from his reunion with God. The renowned spiritual leader
Prabhupada has expressed this as follows:

Therefore, this lust is the symbol of ignorance by which the living entity is kept within the
material world. While one enjoys sense gratification, it may be that there is some feeling of
happiness, but actually that so-called feeling of happiness is the ultimate enemy of the sense
enjoyer (see Bhaktivedanta Swami Prabhupada 1983, p. 186).
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Already in 1992, Galbraith expressed his concern that, under the wings of (neo)
liberal doctrine, mechanisms were developing (in particular on the financial mar-
kets) which not only “shape” the market, but also “afflict” and threaten to “destroy”
it (as one of the expressions of the so-called inherent self-destructive nature of
capitalism).*"”

3.4.2.1.2.2 Basic Dogmas of Adam Smith on the Issue of Wealth Accumulation
as Stated in Certain of His Works

Already in his (early) work “The Theory of Moral Sentiments” (1759)3'6, Adam
Smith expressed some of his aforementioned viewpoints, a.0. when he is writing
about a selfish land owner who, led by the invisible hand, and despite the self-
interest he aims for, ultimately still divides the harvest between the people he
employs:

It is to no purpose, that the proud and unfeeling landlord views his extensive fields, and
without a thought for the wants of his brethren, in imagination consumes himself the whole
harvest that grows upon them. The homely and vulgar proverb, that the eye is larger than
the belly, never was more fully verified than with regard to him. The capacity of his
stomach bears no proportion to the immensity of his desires, and will receive no more
than that of the meanest peasant. The rest he is obliged to distribute among those, who
prepare, in the nicest manner, that little which he himself makes use of, among those who fit
up the palace in which this little is to be consumed, among those who provide and keep in
order all the different baubles and trinkets, which are employed in the economy of
greatness; all of whom thus derive from his luxury and caprice, that share of the necessaries
of life, which they would in vain have expected from his humanity or his justice. The
produce of the soil maintains at all times nearly that number of inhabitants which it is
capable of maintaining. The rich only select from the heap what is most precious and
agreeable. They consume little more than the poor, and in spite of their natural selfishness
and rapacity, though they mean only their own convenience, though the sole end which they
propose from the labours of all the thousands whom they employ, be the gratification of
their own vain and insatiable desires, they divide with the poor the produce of all their
improvements. They are led by an invisible hand to make nearly the same distribution of the
necessaries of life, which would have been made, had the earth been divided into equal
portions among all its inhabitants, and thus without intending it, without knowing it,
advance the interest of the society, and afford means to the multiplication of the species.
When Providence divided the earth among a few lordly masters, it neither forgot nor
abandoned those who seemed to have been left out in the partition. These last two enjoy
their share of all that it produces. In what constitutes the real happiness of human life, they
are in no respect inferior to those who would seem so much above them. In ease of body and
peace of mind, all the different ranks of life are nearly upon a level, and the beggar, who
suns himself by the side of the highway, possesses that security which kings are fighting for.

35Galbraith (1992), pp. 61 a.f.

316part IV, Chapter 1, number 10 (see http://www.econlib.org/library/Smith/smMS4.html; 18"
December 2014; see also Smith (2005), p. 164.
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In other words, in this view (on which the theory of the “trickle-down-econom-
ics” is based), there is no need for a fair division of wealth as, in their efforts to
improve themselves, the rich are bound to set up systems which will divide the
necessary goods of life amongst the rest of the people. This process would in no
way be better if land would at the very start be divided in a fair way, implying that
out of self-interest, the rich will still contribute to the advancement of the global
society.?!’

A similar, well known passage, often quoted by neo-liberal authors, is from
Book I, Chapter II, paragraph 2 of Adam Smith’s most famous book “The Wealth of
Nations” (1776)*'3:

It is not from the benevolence of the butcher, the brewer or the baker, that we expect our
dinner, but from their regard to their own interest. We address ourselves, not to their
humanity but to their self-love, and never talk to them of our own necessities but of their
advantages. Nobody but a beggar chooses to depend chiefly upon the benevolence of his
fellow-citizens. Even a beggar does not depend on it entirely. The charity of well- disposed
people, indeed, supplies him with all the necessaries of life which he has occasion for, it
neither does nor can provide him with them as he has occasion for them. The greater part of
his occasional wants are supplied in the same manner as those of other people, by treaty, by
barter, and by purchase. With the money which one man gives him he purchases food. The
old cloaths which another bestows upon him he exchanges for other old cloaths which suit
him better, or for lodging, or for food, or for money, with which he can buy either food,
cloaths, or lodging, as he has occasion.

In addition, in various of the other books of “The Wealth of Nations” (1776), the
aforementioned idea is described in more detail, for example in Book I, Chapter 7,
titled: “of the natural market price of commodities”,>"® where Smith explains how
market mechanisms channel the greed of the individual into a system benefiting
everyone.

In Book IV, Chapter II, paragraph 5 of the same work, Smith further explains
that “every individual endeavours to employ his capital as near home as he can, and
consequently as much as he can in the support of domestic industry”>*° and that
such a preference works as an invisible benevolent hand for the benefit of the entire

society and from which, at the same time, all individuals benefit.

317Needless to say what sheer nonsense this starting point of the Smithian doctrine is, especially in
comparison with elaborated philosophical systems (such as those of Ancient Greek philosophers).
The success of this doctrine is therefore not to be attributed to its intrinsic coherence, but mainly to
the fact that it especially appealed to the rich and powerful within society who saw in it a
confirmation of their selfish behavior (in sharp contrast to, for instance, the classical catholic
doctrine of the ages before). Chomsky has in this regard argued that capitalism is based on (the)
bad ideas (of Adam Smith) which flourish because they are in the interest of powerful groups
(Chomsky 1999, p. 25).

318Smith (1979), pp. 26-27.

See also Galbraith (1987), p. 64.

319Smith (1979), pp. 72-81.
3208 mith (1979), p. 454.
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In paragraph 9 of the same Book IV, Chapter II’*! of “The Wealth of Nations”, it
is furthermore stated that:

By preferring the support of domestic to that of foreign industry, he intends only his own
security; and by directing that industry in such a manner as its produce may be of the
greatest value, he intends only his own gain, and he is in this, as in many other cases, led by
an invisible hand to promote an end which was no part of his intention. Nor is it always the
worse for the society that it was not part of it. By pursuing his own interest he frequently
promotes that of the society more effectually than when he really intends to promote it. I
have never known much good done by those who affected to trade for the public good. It is
an affectation, indeed, not very common among merchants, and very few words need be
employed in dissuading them from it.

In this way, economic motivation for Adam Smith centers on the role of self-
interest of the individual. It is, hence, especially the private and competitive pursuit
of once’s individual interests that causes economic welfare, thus best serving the
public good, rather than systems of collectivism.?*

Adam Smith also had his own ideas on the interest mechanism323, whereby he
described interest as a barometer for the profitability of business. This approach
states that only a (very) profitable enterprise will be willing to pay high interest
rates. This accordingly makes interest rates a suitable method to measure the
strength of the economy. This viewpoint of Smith’s is deemed to be a reaction to
the mercantilists®>* who had claimed the opposite, namely that it is the steering of
the amount of money which should determine interest rates.**’

It is, furthermore, not surprising that Adam Smith was also a strong advocate of
capital accumulation. In the Smithian philosophy, capital accumulation favours
production, increasing the rate of employment and, consequently, global economic
prosperity.**°

3.4.2.1.2.3 Evaluation of the Legacy of Adam Smith

Having addressed this topic before (see above, at marg. 122 of this chapter)’’, we

will leave the question open to what extent the aforementioned thoughts of Adam

3219 mith (1979), p. 456.

322See however Galbraith (1987), p. 64, further quoting Smith’s saying that
I'have never known much good done by those who affected to trade for the public good. It is
an affectation, indeed, not very common among merchants, and very few words need be
employed in dissuading them from it.

323Smith (1979), p. 72.

324Galbraith (1987), p. 37.

325vandewalle (1976), p. 42.

326See e.g. Book I, Chapter IX of “The Wealth of Nations” (Smith 1979, pp. 105 a.f.); see further
Vandewalle (1976), p. 43.

327Under reference to Achterhuis (2011), pp. 177 a.f.
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Smith are or are not detailed enough to be considered as an independent economic
doctrine on their own.**®

Whatever the outcome of the (ongoing) discussion (referred to at the previous
marg. 129 of this chapter) may be, Adam Smith can at the very least be considered
as one of the pioneers of economic theory having clearly elaborated a set of theories
about economic processes which were not determined by religious reasoning
(unless, as is argued at marg. 148 of this chapter, one would define Smith’s own
doctrine and the one of his later followers as a religion in themselves); as a result,
Smith’s theories have over time had a significant impact on the development of
capitalist economy (ies), and have, furthermore, undoubtedly contributed to the
genesis of economy as an independent science.’*’

As aresult, Smith, to a large extent, also contributed to the ever-declining impact
of the teachings of the Catholic Church on economic processes and, by extension,
on reflecting about such processes.

More than a century earlier, Luther and Calvin had already cleared the path for
the rise of an economy less and less impacted by the radical altruism defended in the
words of Jesus Christ (see above, under Sect. 3.3.2), however with the application
of their doctrine being limited to certain protestant regions.**°

Smith would complete this process of abandoning altruism as a guiding principle
of life by, in contrast to Luther and Calvin, developing a doctrine where there was
no longer any attempt at all to make it sound “Christian”, but where, on the
contrary, the choice of subjugation to “the mammon” (without using the word)
was proposed as a new ethical aspiration, ultimately resulting in the aforementioned
“greed is good”-principle becoming the new creed in the modern neo-liberal variant
of the Smithian doctrine.

This high level of secularization of the message of Smith clearly made it sound
very universal which probably helps explaining its global appeal.

Erich Fromm in this regard has pointed out the high level of “caesura” that has
manifested in society as a result. In medieval (religious) thinking, wealth was never
seen as a purpose in itself, but rather as a means to accomplish one’s life goal. The
purpose was life itself or, as the Catholic Church had put it, the salvation of man. In
this, economic actions, albeit considered “necessary”, were to be seen as mere
“external activities” which only made sense and only had value to the point where
they promoted life and life’s aim, namely human salvation.**'

328See also Galbraith (1987), p. 62:

Wealth of nations is a vast, disorderly treatise, rich in amusement and written in admirable
prose but, with the Bible and Marx’s Capital, one of the three books that the questionably
literate feel that they are allowed to cite without having read.

329Gee Stiglitz (2006), p. 68, qualifying the world of Adam Smith as “mythical”.
See further Polak (1928), p. 237.

30Fromm (1990), p. 83 (also: Fromm, p. 62).
See also Bell (1996), pp. 289-290.

31Eromm (1990), p- 83 (also: Fromm, pp. 60 a.f.).
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Fromm has in this way also pointed out that the perception of economic activity
and the pursuit of profit as a target in itself would have been as inappropriate to the
medieval thinker as the lack of such a perception would be to the contemporary
(neo-)liberal thinker.

According to de Jouvenel, this insight furthermore offers a striking contrast
between the clerical intelligentsia of the Middle Ages and the liberal intelligentsia
as of the eighteenth century (as revived by modern-day economic neoliberalism).
Medieval church thinkers centered their attention and their works on the poor and
the unfortunate. The Church was hereby deemed to be the protector of the poor and
to perform the functions which, at least in the Western world, after WO 1II, would
devolve on the welfare state: feeding the destitute, healing the sick, educating the
general public... All these services were free, provided out of the wealth shunted to
the Church through church taxes and huge gifts (often vigorously pressed for).
While the Church was forever thrusting the condition of the poor before the eyes of
the rich, it was also forever scolding the latter. The rich were not only urged to give,
but also urged to desist from their search for ever more wealth.

Still according to de Jouvenel, this negative, albeit somehow ambiguous attitude
towards the rich would drastically change after Smith. As a consequence of his
works, liberal scholars would take a far more favourable attitude towards worldly
riches. The pursuit of wealth became for them even the most noble of
undertakings.**?

In a similar way, Galbraith has argued that, on a broader economic and societal
plane, Adam Smith has thus succeeded in identifying the pursuit of economic self-
interest with the public good. According to Galbraith, Smith’s way of presenting
self-interest as a motivating force has thus been one of the most serviceable to
advocate industrial power and that no other means of justifying capitalist behaviour
has served for such a long time. Henceforth, commercial and industrial people need
no longer make offers to explain their selfish motives. On the contrary, virtue is in
advance given to any of their actions, however selfish, sordid or inspired by
personal greed their motivations and purposes are, by an overriding law of eco-
nomics to which they are wholly subject (just as all other economic agents).”*”

In other words, the main value reversal caused by Smith has probably been that
the pursuit of economic success, material profit and economic activities became
targets in themselves. Within such a (new) kind of society, man became bound by a
new duty, namely serving to contribute to the growth of the economic system,
amongst other things by accumulating capital (for oneself, or in most cases; for the
benefit of others, the capitalists). This also implied that man no longer had to aim to
improve his own life situation or happiness, but that he only exists to serve an

332de Jouvenel (1954), pp. 93123, especially pp. 106-107.
33Galbraith (1983), pp. 112-113.

It goes without much further saying that economic neo-liberalism has picked up on this idea,
resulting in the present-day societies where the (intrinsically perverse) idea that the pursuit of
selfish motivations equals serving the general good is hardly been questioned anymore.
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economic system. This insight is referred to as man being reduced to a symbolic
“cog in the capitalist machine”.>**

In the world’s happiness report of 2016, it has in this regard (under reference to
the works of Alasdair Maclntyre) been pointed out that this approach has in present-
day societies resulted in a so-called “emotivist culture”. The term “emotivism”
hereby refers to the doctrine that all evaluative judgments, and more specifically all
moral judgments, are nothing but expressions of preference, expressions of attitude
or feeling, insofar as they are moral or evaluative in character. In such an “emotivist
culture”, it is assumed that, as people cannot agree on values, (individual) rights
should have priority over the (common) good and the state must remain neutral
about the ends. On a socioeconomic level, this extreme individualistic view on life
fits with the character of the “homo economicus” who cares only about maximizing
his own selfish preferences in the narrowest possible sense, and who is unmotivated
by all notions of virtue, values, and purpose, but even so by the interests of others,
let alone the common good itself>*”. It also fits with the idea that social relationships
become manipulative as people show a preference for extrinsic goods like money,
power, and fame over intrinsic goods that are sought for their own sake. This
attitude towards life fits with a consumerist mentality without an acquisitive ceiling,
where desires can be molded, and where the “goods society” replaces the “good
society.”**® It furthermore fits with the reality that public debate is both rancorous
and unresolved, obsessed with scandal and celebrity. And it fits with the idea that
the dominant ideology of the age is self-absorbed and unreflective libertarianism.

Still according to the same world’s happiness report of 2016, a further key trait
of this “emotivist culture” is that it separates means from ends, and even turns
means into ends. As evidence, the world’s happiness report of 2016 invites to
consider the premium placed by modern society on “management”—a skill that
brackets all questions of purpose and value, and instead focuses exclusively on
technical efficiency and effectiveness. According to the report, it is especially this
mindset which helps explaining the divorce between ethics and economics. In this
view, economics is supposed to be “value-neutral”, which has the effect once again
of turning means—efficiency, economic growth and the striving for ever more
profits even if this requires sacrificing all other values, among which the preserva-
tion of society and civilization itself —into ends. In the end, politics too have above

334Fromm (1990), p. 83 (also: Fromm, pp. 60 a.f.).
Fromm has put is as follows:

This must not, however, becloud the insight into the fact that twentieth-century as well as
nineteenth-century Capitalism is based on the principle that is to be found in all class
societies: the use of man by man. (...) The fact remains the same, that a man, a living
human being, ceases to be an end in himself, and becomes the means for the economic
interests of another man, or himself, or of an impersonal giant, the economic machine.
(Fromm 1955, pp. 88-89).

335In an extreme version, the idea of the common good is even totally rejected, as had been done in
the works of numerous neo-liberal authors, such as Ayn Rand and Milton Friedman.

3368ee Galbraith (1996).
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all become about bureaucratic competence rather than about the common good™*’

(a fact of which any government aiming at implementing the ideals of economic
neo-liberalism bears witness).

As is the case with present-day neo-liberal writings, the works of Smith further-
more expressed a high level of distrust towards states to which, for example, the
least possible taxes are to be given®*®; Smith himself explicitly expressed the idea
that even large infrastructure works should be left to the private initiative (and
should therefore not be organized by government, and not even be financed by
public funds)**’. In addition, Smith also formulated the thought that the work of
civil servants (in organizing public life) is of no or little value.**’

These opinions of Smith (which, in the nineteenth century, would, amongst other
things, result in the so-called “free trade” movements which advocated the abol-
ishment of toll systems, free competition and, more generally, a limitation of state
intervention in economic life**"), still echo up to the present day in neo-liberal
thinking, in the context of which states and governments are generally perceived as
a “burden™*? (which is also expressed in the use of the denigrating word
“statism™>*%)>*,

This liberal/neo-liberal approach is, furthermore, without any doubt one of the
main reasons why rich people and large enterprises have, on a global scale,

337Sachs et al. (2016), especially pp. 9-10.
338Smith (1979), p. 724.

See also Van Houtte (1942), p. 181.
339Smith (1979), p. 724.

See also Van Houtte (1942), p. 181.
3400°Rourke (2007), p. 73.
3*1Galbraith (1987), pp. 68 a.f.; Van Houtte (1942), pp. 181 a.f.

Galbraith has summarized neo-liberal thinking on the role of states by holding that, in
accordance with neoliberal economic doctrine, states are only allowed to participate as follows
in economic life: (i) by arming themselves (thus: by buying on an as large as possible scale the
products of arms manufacturers); (ii) by subsidizing the agricultural sector, in addition to certain
big enterprises, and (ii7) by financing the mega bailouts of (failing) banks whenever necessary (see
Galbraith 1992, p. 45).
32Galbraith (1992), p. 25.

343Rand (2008), p. 95; Rand (1992), p. 37.

This explains the repulsion neo-liberals feel for both the person and the teachings of Keynes
(see Krugman 1994, p. 33).
344Gee also Friedman (1993), p. 18.

Chomsky speaks of the idea of “minimizing the state”,

that is, transferring decision-making power from the public arena to somewhere else: “to
the people,” in the rhetoric of power; to private tyrannies, in the real world. (See Chomsky
1999, p. 132.)
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throughout the ages become more and more tax aversive and evasive ® , which, as
they hold the power, in turn has escalated, worldwide, into totally unjust tax
systems>*°,

The same neo-liberal aversion towards states as a further example also explains
the (recent) appeal of so-called “public private financial techniques” whereby the
financing of infrastructure works is provided by the private sector which is willing
to do so in return for the future income it will generate from exploiting that
infrastructure (for example by means of a concession, or similar right). By thus
imposing future generations to the cost of actual infrastructure works, public private
co-operation techniques can be considered as modern expressions of the “laissez
faire”-doctrine contained in economic (neo-)liberalism, thus also attributing to
making the rich ever more rich to the detriment of the poor.

It therefore does not come as a surprise that, going back to this classical Smithian
aversion towards states and governments, as of the 1980s, neo-liberal doctrine has
aimed at reducing, as much as possible, the influence of the state in different areas
of the socioeconomic structure, hereby even throwing the social achievements of
doctrines such as “Keynesianism”, as much as possible, completely over board.>*’

In the United Kingdom, the “Thatcherist” regime in the period 1979-1990**® has
probably been one of the most characteristic examples hereof, having led, amongst
others, to a dismantling of different social care mechanisms (see further, under Sect.
3.4.2.3). Regretfully, since then, this example has, on a global scale, been followed
by more and more other countries (and even by supra-national entities).

In the wake of these efforts to implement neo-liberal doctrine, the authority of
states has world-wide been increasingly usurped by the powers of capitalism which
have, for example through the financing of election campaigns®*’ (often shaped by
the media®*"), acquired a much greater control over the exercise of power than can
be deemed legitimate from a democratic point of view (a characteristic of the
neo-liberal shaped world which Sachs has described as “corporate power trans-
late[d] into political power through campaign financing”>").

35Galbraith (1992), p. 27.

346Milton Friedman has further more argued:
I say that there is a reverse invisible hand: People who intend to serve only the public
interest are led by an invisible hand to serve private interest which was no part of their
intention. (Friedman 1993, p. 11).
See also Stiglitz (2012), pp. 71-73.

37Sterdyniak (2011), pp. 21-42, especially pp. 21 a.f.; Chomsky (1999), p. 132.

38Engelen (2011), pp. 22 a.f. See also Chomsky (1999), pp. 66 a.f., identifying Thatcher’s Britain
as a good choice to illustrate “free market gospel”. (Chomsky 1999, p. 67.)

349Ronse (1992), pp. 236-237.
350Ronse (1992), pp. 68 a.f.; Sachs (2011), pp. 136 a.f.
315achs (2011), p. 116.
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The processes of fiscal policy-making which, for example, have been
documented in detail by Oxfam>>? (but also by renowned authors such as Stiglitz
and Sachs) and which are mostly initiated by undemocratic methods of
“corporatocratic” policy making, are a striking example thereof (see further, at
marg. 208 of this chapter) (a characteristic of present-day societies which Sachs has
described as “political power translate[d] into further wealth through tax cuts,
deregulation, and sweetheart contracts between government and industry”>>>).

Sachs mentions four sectors with the largest lobbying power (in the USA, and
presumably also in the rest of the word) in this regard: (i) the defence industry>>*;
(i1) the financial (services) sector (with as the most striking example the mega
bailouts which this sector has obtained after the events of 2008); (iii) the oil
industry, and (iv) the health industry (more specifically the large pharmaceutical
companies).>”

This criticism most certainly also applies to the (inherently very technocratic)
functioning of the European Union®®, which has in this way been inventing and
implementing, without any meaningful input from or consideration for its citizens,
processes of so-called “liberalization” for decades. The latter has led to question-
able results in several domains of economic life, with as obvious examples the
financial sector (see the severe financial crisis of 2008) and the energy sector.”’ It
has in this regard also been held, for instance by Stiglitz, that the monetary system
of the European Union as such has “never [been] a very democratic project
[as most] of its members’ governments did not seek their people’s approval to
turn over their monetary sovereignty to the ECB.”>%®

Otherwise stated, Smith (and his later disciples) have succeeded in increasingly
undermining clerical-religious authority (which was one of the dominant powers in
the Middle Ages) and usurping governmental authority (which had mainly grown

more important in the New Times™>").

332Gee especially Oxfam (2014).

333Sachs (2011), pp. 116-117. See also Streeck (2015), p. 87.
354See especially Stiglitz and Bilmes (2008), p. 357.
335Sachs (2011), pp. 117-118.

336 Ash (1999), p. 367.

37"Menasse (2012), p. 82.

338 gtiglitz (2015).

See furthermore Todd (2015), p. 50 (also: Todd 2015, p. 45), having qualified the European
project as a “foolish” one and as an “economic failure”. Further in his book (p. 57), the author has
even referred to the installation of the euro as to the poisoning of democracy:

Le franc fort, la marche a 1’euro, I’euro realise, n’en finissent pas de torturer le corps social,
de gangréner la démocratie.
See also Pironet (2014), p. 3.

3%Mackenzie (2014), pp. 55-65.
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In the course of the nineteenth century, the void created in this way has been
filled by “large capital”, which contributed to shaping a world dominated by the
invisible powers of transnational and multinational corporations of all kinds.

Furthermore, an ever increasingly close association developed between those
who founded and ran the large commercial and industrial enterprises and the
banking and financial sector who supplied them with money for the creation or,
in some periods more often, the acquisition and restructuring of those
enterprises.”®’

Without considering the impact of their behaviour on the rest of mankind, large
enterprises have thus gradually subordinated the ins and outs of economy (including
social relations), but also the state power to organize society (ies), to the ever
increasing greed of their CEOs and underlying capital providers.

In recent literature, an appropriate term has been introduced for this in literature,
the so-called “Corporatocracy”, which Jeffrey Sachs, in his book “The Price of
Civilization: Reawakening American Virtue and Prosperity”>®', has defined as the
government system where powerful lobby groups from the private corporate sector
dominate the political agenda.*® Similarly, Sam Pizzigati speaks of “a government
that works only for the wealthy few”, further described by this author as a textbook
definition of plutocracy.>®

Further Illustration 3.7: Alien Et Seq

In recent times, many art forms (such as literature>** and film>®> ) have tried to
forecast the outlook of future societies dealing with (and suffering from) the
tyranny of a corporatist, or even corporatocratic, regime where no longer
democratically elected governments are in power, but the executives of large
enterprises. These future societies are in some cases characterized by a
disproportionate barbarism which the respective writers and movie makers

(continued)

360Galbraith (1983), p. 114.
3615achs (2011), p. 325.

325ee also Krugman (2008), p. 166.
363pizzigati (2012), p. 325.

3645ee e.g. the novel “Jennifer Government” of Max Barry, often mentioned in one breath with
“1984” by George Orwell and “Brave New World” by Aldous Huxley.
Max Barry has summarized the theme of his novel as follows:

The world is run by American corporations; there are no taxes; employees take the last
names of the companies they work for; the Police and the NRA are publicly-traded security
firms; the government can only investigate crimes it can bill for. (see Barry s.d.).

365See e.g. the movies “Blade Runner” (1982) and “RoboCop” (1987), the film series “Resident
evil” (2002-2012), as well as the Canadian tv-series “Continuum” (2012—present). More recent,
one can also point out the movie “Elysium” (2013).



135

166 3 The Debate About the Ethics of Money Pursuit

Further Illustration 3.7 (continued)

seem to believe may be the result of the future continuation of the underlying
principles of “economic neo-liberalism”.

A perhaps surprising example of this type of movies are the four main
movies from the famous “Alien”-cycle, more specifically (the unrivalled)
“Alien” (1979) by Ridley Scott, “Aliens” (1986) by James Cameron, “Alien
3” (1993) by David Fincher and “Alien Resurrection” (1997) by Jean-Pierre
Jeunet.

In this movie cycle, especially starting from the second movie “Aliens”, its
leading character Ripley (who in the last-mentioned movie “Alien Resurrec-
tion” was even raised from the dead, as she dies dramatically in “Alien 3” but,
through cloning technology, is revived at least as a clone in order to serve as
the protagonist of this fourth movie of the cycle)—performed by Sigourney
Weavor—is fighting a double battle. On one hand, she is fighting the known
Alien(s) themselves, but, on the other hand, she is also fighting the destruc-
tive powers of the (actually fictitious) “Weyland-Yutani” corporation which
even sees an opportunity for commercial profit in the indestructible nature of
the Aliens. Throughout the movies, the corporation attempts to catch such an
alien at any price (including the loss of countless human beings) in order to
exploit it in a commercial way. In “Alien Resurrection”, “United Systems
Military”—whereby it is not entirely clear to what extent this is a successor of
the “Weyland-Yutani” corporation itself, both companies being of the same
kind—even launches a breeding programme, with disastrous results.

Watching these movies closely, one will have the impression to what
extent it expresses a parody of the indestructible powers of the corporate
pursuit of money—and consequently of neo-liberal capitalism itself.

Notwithstanding the foregoing, probably one of the main revolutionary strength
of the works of Smith is mostly to be found in the fundamental turnaround of the
ethical perception of the economic processes they have caused.

In the Middle Ages, rich merchants and bankers, on the authority of the “Holy
Scripture™® itself**’, were still facing suspicious looks, as their wealth did not find
(complete) mercy in the clerical (Catholic) doctrine, and thus in God’s own eyes.

On the contrary, in the doctrine of Smith, these same merchants and bankers
were suddenly granted the status of the most beneficent and driving forces within
society.’®®

366But also on the authority of church elders who had dedicated themselves to its study, and of

several Saints who had claimed to live according to the values of poverty and charity according to
the Gospel.

367 Galbraith (1987), p. 64; Dowley (2009), p. 31.

368Galbraith (1987), p. 64.
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As a result, according to Galbraith, the ongoing success of Smith’s ideas
throughout the ages can mainly be attributed to their support of the activities,
motivations and working methods of the rich and powerful within society.>*

Most probably, this turnaround of the ethical perception of the unlimited pursuit
of wealth from “virtueless” (according to Aristotle) or “sinful” (according to the
medieval Catholic church) to “benevolent” or “salutary” (according to Smith and
the neo-liberals), has been the most significant impact of Smithian doctrine on
society, because it cleared the way for a selfish economy as it prevails today (and
more specifically since the influences of economic neo-liberalism which has further
extrapolated the concepts of Smith).*”"

In modern times, Smithian doctrine holding that merchants and the likes are to
be considered as the most benevolent force bringing prosperity to the whole of
society has, inter alia, been translated into the so-called “genius principle”,
described by Galbraith as the virtually blind adoration present-day society has for
the exceptional abilities of for example CEOs (of large enterprises) who are
believed to have exceptional talents of leadership and entrepreneurship.

This attitude is presently mainly found as regards CEOs of large enterprises who
first succeed in admiring themselves as genial superbeings, and later on are able to
convince a large enough part of society that such blind admiration is well deserved.
Hence, this genius principle provides for example the foundation for the paramount
differences in wages between, on one hand, a CEO, and, possibly, other members of
the senior management of any large enterprise and, on the other hand, the rest of the
workers such enterprise employs. It has to be remarked that this genius principle
also has played a major role as one of the causes of the severe financial crisis of
2008 (see further, at marg. 224 and 231 of this chapter).””"

34.2.1.24 Certain Other Liberal Economists

In addition to the writings of Adam Smith, those of David Ricardo (1772-1823)
also played an important role in the rise of the capitalist economy.?’*

In “The principles of political economy and taxation” (1817)*"3, Ricardo worked
out a model to explain international trade by means of the theory of “comparative

39Galbraith (1983), p. 113.

370See Galbraith (1987), pp. 64-65:
As the voice of Physiocracy still rings forth when farmers come together, so the beneficent
self-regard of the butcher, brewer or baker and the benign guidance of the invisible hand
live again when members of the United States Chamber of Commerce, the Business
Roundtable or, as this is written, the Cabinet of President Ronald Reagan gather for mutual
reinforcement, rhetorical and oratorical rejuvenation and the consideration of public policy
and action.

371 Galbraith (1987), p. 64.

372See also Galbraith (1987), pp. 74 a.f.

33Ricardo (1957), p. 300.
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advantages”. According to this doctrine, a country will always profit from special-
ization; for this reason, it is important for any economy to focus on creating
products which it specializes in and trading these to other economies.”’*

Furthermore, Ricardo investigated the relation between the size of “wages” as a
part of the cost price of a product, and the ultimate price of such a product. His
findings still form the foundation for the capitalist pursuit of keeping wages for
labor within restricted limits (= the so-called “Iron Law of Wages™"”), in order for
the return on capital investments to be maximized, an approach which, in extreme
contexts, has led to systems of real slavery (as, for instance, applied in the American
economy for a long period of time).*”®

Finally, Ricardo was also an important advocate of free trade.

The aforementioned classical pair of British economists can be completed with
the names of Thomas Malthus (1766—1834) and John Stuart Mill (1806-1873).

In “An Essay on the Principle of Population” (1798), Malthus stated the idea that
the growth of population will always be ahead of economic growth. In this doctrine,
it is held that population growth is “exponential”, while economic growth, more
specifically food production, is believed to be “linear” (which, inter alia, results in
the so-called “Malthusian ceiling” of maximum population growth within a given
territory). Given the fact that “natural restrictions” of population growth (such as
war, disease, and similar) do not form a sufficient compensation mechanism,
Malthus saw “moral restraint” (more precisely refraining from reproduction) as
the only solution for the threat of over-population.’”’

With some irony, Galbraith has consistently highlighted the practical method
which Malthus had proposed to turn “moral restraint” into practice, namely that,
during wedding ceremonies, priests should warn about the consequences of too
frequent sexual intercourse.’’®

John Stuart Mill furthermore highlighted the interconnectedness of the economic
theories with the importance of individual (private) property and (individual)
liberties.*””

374Galbraith (1987), p. 81; Galbraith (1977), p. 32; Berend (2006), p. 14; Vandewalle (1976),
p. 58; Polak (1928), pp. 270 a.f.

375 Allegedly thus named by Ferdinand Lassalle (1825-1864).

376Galbraith (1983), p. 116; Polak (1928), p. 272; Gide and Rist (1947), pp. 135 a.f.
See also Galbraith (1987), p. 84, having argued that:

(Ohis thought, as the Iron Law of the Wages, was to enter into a history extending far
beyond formal economics; it established that those who worked were meant to be poor and
were not to be rescued from their poverty by a compassionate state or employer or through
trade unions or by other action of their own.

37 Malthus (1968), p. 446.
See further Galbraith (1987), p. 77; Galbraith (1977), p. 32; Vandewalle (1976), p. 56;

Bernstein (2004), p. 13; Graff et al. (2014), p. 31; Polak (1928), p. 256; Gide and Rist (1947),
pp- 131 af.

378 Galbraith (1992), p. 79.
379Berend (2006), p. 14; Vandewalle (1976), p. 76.
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The importance Mill paid to “freedom” and “property rights” is still strongly
emphasized in the writings of many neo-liberal authors (see for instance in “The
Virtue of Selfishness” by Ayn Rand).

Mill was also one of the first authors to analyse the phenomenon of (financial)
crises. Remarkably, he mainly asserts speculative behaviour and a wrong (unbri-
dled) private banking credit policy>*" to be the main cause thereof.*®!

342125 Further Impact of the School of “Economic Liberalism”

Thanks to the writings of (early) liberal economists such as Smith, Ricardo,
Malthus and Stuart Mill, in addition to others here not further referred to, the
ideological foundation was laid for the development of capitalism®®* “pur sang”
(as an economic system freed from any ethical boundaries), whereby all other
values systematically got sacrificed to the individual pursuit of wealth and money
(hence the comparison with the adoration of the metaphorical “golden calf” referred
to in the Book of Exodus from the Bible (see Exodus, 32-35)).

As a result, during the nineteenth century, the world economy got gradually
dominated by the ideas of “economic liberalism”, which, mainly in the United
Kingdom (the main economic power at that time) and later in the United States of
America met extremely strong support’>>, although in the twentieth century a
temporary turnaround would take place, inter alia thanks to economists such as
Marx (in a radical way) and Keynes (in a more moderate way).384

380yandewalle (1976), p. 78; Gide and Rist (1947), pp. 390 a.f.
381 Ryrthermore Galbraith (1975), pp. 20 a.f.

32Berend (2006), p. 15; Graff, Kenwood and Lougheed (2014), p. 35; Chomsky (1999), pp. 25 a.f.

As mentioned before, Chomsky has in this regard argued that capitalism is based on (the) bad
ideas (of Adam Smith) which flourish because they are in the interest of powerful groups
(Chomsky 1999, p. 25).

33Vandewalle (1976), p. 55, pointing out that in some countries doctrines emerged which resisted
“(economic) liberalism”, such as, in France, “utopian socialism” (see further Vandewalle 1976,
pp. 65 a.f).

384As has thoroughly been argued in Chap. 2 of this book and as cannot be stressed enough, it is
hereby to be noted that the industrial revolution of the nineteenth century was preceded by the
financial revolution which already started at the end of the seventeenth century and which has
made the industrial revolution possible. As a result, up to the present day, “capitalism”—or in
present-day terms: the “free market-economy”—is basically a privately created money driven
economy.

The latter will further be addressed under Sect. 3.4.2.2 and under Sect. 3.4.5.

See also Ferguson (2009), pp. 53-54, quoting Smith who described the judicious operation of
banking, by substituting paper in the room of a great part of gold and silver as a “wagon-way”
through the air.
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Further Illustration 3.8: Smith Versus Dickens, Wilde, Stowe

and Douwes Dekker

It is not a coincidence that in the nineteenth century, especially in the United
Kingdom where capitalism was most successful (but also in other countries,
such as the United States of America and The Netherlands) important (literal)
authors have, in their time, indicted the “excesses” of the capitalist model.

In so doing they were, so to speak, providing a cultural antidote for the
cold selfishness advocated by early economists.

Not coincidentally, the neo-liberal author Ayn Rand has herself seen the
necessity to rage against these literary giants.”

Obviously there are the wonderful novels of Charles Dickens (1812—1870)
often developing characters representing a parody to capitalist thinking.**¢

From the numerous examples, we can call to mind Ebenezer Scrooge from
Dickens’ “A Christmas Carol”, the prototype of the perfect Smithian egoist
whose story is since then brought to us almost every year around Christmas,
almost as an ironic reminder to the fact that society could also have been
based upon a thought system totally opposed to Smithian thinking, namely
the teachings of Christ Himself. Famous is the reply Scrooge made when
asked to give a donation to charity, namely that he pays enough taxes to
finance, amongst others, prisons, and working houses for the poor: “Since
you ask me what I wish, gentlemen, that is my answer. I don’t make merry
myself at Christmas, and I can’t afford to make idle people merry. I help to
support the establishments I have mentioned — they cost enough; and those
who are badly off must go there.”

A similar literary masterpiece (however, less known) denouncing the
capitalist production processes is the fairy tale “The Young King” by another
giant of English literature, namely Oscar Wilde (1854—1900).

In said fairy tale, a dream makes a young crown prince aware of the
distressing situations caused by capitalist production processes. As a result,
on his coronation day, the young prince refuses to wear the royal robes and
garments which are a result of these capitalist production methods: “Take
these things away, and hide them from me. Though it be the day of my
coronation, I will not wear them. For on the loom of Sorrow, and by the
white hands of Pain, has this my robe been woven. There is Blood in the
heart of the ruby, and Death in the heart of the pearl.” Instead, he shows up
to his coronation ceremony dressed as a simple shepherd (‘“he opened a great
painted chest, and from it he took the leathern tunic and rough sheepskin
cloak that he had worn when he had watched on the hillside the shaggy

(continued)

385Rand (2008), p. 118.
386Sullivan (2010), p. 92.
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Further Illustration 3.8 (continued)

goats of the goatherd. These he put on, and in his hand he took his rude
shepherd’s staff”).

Arriving in this humble outfit at his coronation ceremony, he is severely
criticized by some representatives of the (capitalist) community, not in the
least the bishop leading the coronation ceremony, until at the end of the story,
when the reason why the young crown prince decided to dress as he did, is
revealed:

And lo! through the painted windows came the sunlight streaming upon him, and the
sunbeams wove round him a tissued robe that was fairer than the robe that had been
fashioned for his pleasure. The dead staff blossomed, and bare lilies that were whiter
than pearls. The dry thorn blossomed, and bare roses that were redder than rubies.
Whiter than fine pearls were the lilies, and their stems were of bright silver. Redder
than male rubies were the roses, and their leaves were of beaten gold.

He stood there in the raiment of a king, and the gates of the jewelled shrine flew
open, and from the crystal of the many-rayed monstrance shone a marvellous and
mystical light. He stood there in a king’s raiment, and the Glory of God filled the
place, and the saints in their carven niches seemed to move. In the fair raiment of a
king he stood before them, and the organ pealed out its music, and the trumpeters
blew upon their trumpets, and the singing boys sang.

And the people fell upon their knees in awe, and the nobles sheathed their swords
and did homage, and the Bishop’s face grew pale, and his hands trembled. ‘A greater
than I hath crowned thee,” he cried, and he knelt before him.

And the young King came down from the high altar, and passed home through
the midst of the people. But no man dared look upon his face, for it was like the face
of an angel.

From the richness of American literature, the (timeless) masterpiece
“Uncle Tom’s Cabin” by Harriet Beecher Stowe (1811-1896) stands out, an
unforgettable indictment of American slavery, but on the other hand also a
plea for its abolishment. In writing “Uncle Tom’s Cabin”, its author show-
cased herself as a so-called “abolitionist”. This caused the novel to appear as a
series in 1851 and 1852 in the abolitionist paper the ‘“National Era”. Since
then, the novel has again and again been (re)published (and translated in
many other languages, making it a worldwide bestseller). The book mainly
tells the story of the (dramatic) fate of a number of slaves on a plantation in
the American State of Kentucky (starring the unforgettable Eliza Harris and,
of course, Uncle Tom himself).387

(continued)

387https://en.wikipedia.org/wiki/Uncle_Tom.
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Further Illustration 3.8 (continued)

At a certain point in history, The Netherlands were also a large capitalist
colonial power. This led to a literary masterpiece in the Dutch language
which indicted the nineteenth century capitalism that arose from colonialism,
namely the Novel “Max Havelaar of De koffieveilingen der Nederlandse
Handelmaatschappij*>*® by Eduard Douwes Dekker (1820-1887)*%, the
latter being generally known under his alias “Multatuli”.

Through this novel (and through the rest of his works), Multatuli profiled
himself as a representative of physical scientific rationalism and of modern
self-consciousness, to which he added a new dimension, namely that of a
social engagement of a humanist seeking greater justice.>””

The novel “Max Havelaar” is to some extent autobiographical, but also
apologetic®®', and is an indictment of the colonial abuses in Dutch India
(Java), which Eduard Douwes Dekker had witnessed himself and against
which he had taken action in vain (among which practices whereby the
local population of Lebak was forced by native chiefs to supply cattle and
labor without receiving any payment in return).

That literature can indeed have a large social impact can be illustrated by
the fact that the novel “Max Havelaar” made such an impression on the Dutch
middle classes (up to that point not knowing more about India than that it was
the country of “surplus balances”) that it generated a movement striving for
social reform. Ultimately, this caused the second ministry Horbecke to adopt
major changes in Indian law in the period 1863—1866."

The reason why coffee production and trade play a central role in the novel
is that, based on the so-called “Cultural doctrine”, the local population of Java
was forced to organize itself in such a way that one fifth of the land was
reserved for growing products for the European market to be exported to
Europe by the “Dutch Trade Organization”, such as coffee, sugar, tea and
tobacco. The trade in coffee in particular generated huge profits at that time
due to the fact that the end prices to be paid by consumers were kept at a very
high level®”? (as is at present still the case).

The brilliant well-known story of “Saidja and Adinda”>** (a part of the
novel “Max Havelaar” which also stands on its own) is in principle an

(continued)

3885 pigt, pp. 69-84.

39See Spigt, pp. 69-84.

*0Spigt, pp. 69-84, especially p. 77.

31Stapert-Eggen (1981), pp. 5-6.

392yan Houtte (1955), p. 248.

393Stapert-Eggen (1981), p. 6; Van Houtte (1955), p. 248.
34See in the edition Havelaar (1981), pp. 205-222.
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Further Illustration 3.8 (continued)

indictment of the abuse of authority towards the population of a colonial
region. Another brilliant short story contained in the novel is that of “The
Japanese Stone Cutter”, bearing a wisdom which encourages an attitude of
contentment, rather than the pursuit of trying to fulfil ever-changing desires in
the hope of accomplishing a better life situation. This short story which is a
masterpiece of Dutch literature in its own right can, in terms of content, be
placed in addition to the novel “Siddhartha” by Hermann Hesse (1877—-1962),
Nobel prize winner for Literature in 1946. The inspiration in both stories
undoubtedly stems from Buddhist doctrines.

It is, however, especially the figure of coffee broker Batavus
Droogstoppel®®” (who, to some extent, could be considered as the Dutch
counterpart of Dickens’ Scrooge) which forms an immortal caricature of
the Dutch Calvinist entrepreneur scene. Throughout the novel, this character
who mainly comments on the report of the events that took place in Dutch
India as brought to us by Max Havelaar himself, is driven by a naive pedantic
and devout (Smithian) self-interest, half naive, half cunning, but in the end
indeed “knowingly” contributing to the prevailing colonial capitalist system
of oppression and exploitation, while at the same time cultivating a distorted
view of what is happening on the other side of the world™®.

3.4.2.2 Corrections to and a Critical Reflection on Capitalism After
WW I

3.4.2.2.1 Legislation Shaping the Welfare State

In the course of the twentieth century, many Western countries aimed for a number
of corrections to the unbridled functioning of “pure sang” capitalism.’”’

These efforts would especially take place starting with (and in response to) the
severe economic crisis at the end of the 1920s—beginning of the 1930s”® and were
brought along due to the impact of certain pressure groups (such as trade unions®*”),
as well as to new ideologies, such as socialism, and new doctrines in economic

3% Stapert-Eggen (1981), p. 6.

396See http://nl.wikipedia.org/wiki/Eduard_Douwes_Dekker (last consulted on November g™
2014); Stapert-Eggen (1981), pp. 5-6.

397 As this, to a large extent under the influence of “economic liberalism”, had emerged in the
eighteenth and nineteenth century.

*%Galbraith (1987), p. 210.
3 Turner (1973), pp. 101 a.f.; Simonet (1970), p. 41.
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thinking (for instance “Keynesianism™*°

economic policy making.*"!

According to certain authors, the changes were also made out of fear of com-
munism*** and under pressure of the cold war.**

The Belgian philosopher Jaap Kruithof has argued that this evolution of
correcting capitalism already came to an end in the 1970s.***

As aresult of the abovementioned influences, over the years, in many countries a
mixture of different protective legislations emerged, characterized by different
accents in different countries, which were, inter alia, aimed at protecting certain
other values (than the pursuit of money) against the impact of “pure sang”
capitalism.

For several Western countries, this led to an implementation of the “welfare
state”-model (at an economic level, often resulting in a so-called “mixed
economy”*%%).

Some obvious examples of such protective legislation are:

), all setting the scene for macro-

¢ The emergence of an anti-trust or competition law aiming at enabling a mini-
mum level of competition (thus limiting the creation of monopolies or
oligopolies);

¢ Labor law (especially aimed at protecting those who provide their labor to the
market);

» The further development, especially since the 1950s, of a social security system
(especially in Western European countries) as one of the main foundations of the
modern (at the time) welfare state*;

e The setup of public education systems;

« The enactment of legislation on environmental protection;

» The enactment of different (other) legislation for the protection of public health;

e Energy law (which however in the contemporary context, especially in the
European Union, to a large extent became mainly aimed at implementing the
neo-liberal principles themselves, rather than at the protection of energy con-
sumers or of the environment);

400gee especially Keynes (1935). See also Skidelsky (2010), especially pp. 55 a.f.
See furthermore Galbraith (1974); Galbraith (1975), pp. 216 a.f.; Hickson (2005), p. 35; Berend
(2006), pp. 42 af.; see also Kruithof (2000), p. 55; Eagleton and Williams (2007), p. 236.

“Olyandewalle (1976), p. 249.

402Harari (2014), pp. 347 af. See also Berend (2006), pp. 133 a.f.

403gee Stiglitz (2010), p. 197. See also Berend (2006), p. 233:
One of the most effective driving forces, however, was the emerging cold war end the
competition between capitalism and socialism. It was a complex confrontation, with a sharp
arms race and space race, but with an equally sharp growth race and welfare race.

404K ruithof (2000), p. 55. Compare Pizzigati (2012), p. 315.

405Baeck (1972), pp. 81 a.f.; see also Eyskens (1976).

40Berend (2006), p. 233.
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» The enactment of legislation regarding the access to information, data protection
and the protection of privacy;

For the sake of completeness, it should be noted that, besides legislation aimed at
protecting values other than the pursuit of money from the disastrous powers of
capitalism, especially since the 1980s, also much legislation emerged aimed pre-
cisely at supporting capitalism, among which legislation on “intellectual rights™*"’,
as well as most legislation of the past decades aiming at “liberalizing” or
“deregulating” markets.**®

Despite such “corrective legislation”, when considering the evolution of West-
ern economies during the nineteenth century and the twentieth century, the basic
assumption of capitalism that the unbridled pursuit of personal wealth which every
individual is allowed to (and, under liberal and neo-liberal economic doctrines,
preferably also should) surrender to, would hardly be questioned anymore in
Western (and Western-inspired) countries**, albeit thanks to the mentioned cor-
rective legislation, capitalism temporarily became a little more “humane’™*'°.

One of the main consequences of the increasing globalization of the world
economy having occurred during the past decades, has however been that, world-
wide, this type of “corrective legislation” has come under strong pressure.*'’

This has mainly been caused by the increased mobility of capital as an economic
production factor, which enables large enterprises to move production units (but for
instance also ‘“‘service centres”) in a reasonably simple way to other countries,
especially to countries where the “obstacles” caused by legislation aimed at
protecting other values than the unbridled pursuit of money are at their lowest
(a phenomenon which can be described as “a race to the bottom”).412

Some of these consequences of capitalism will be addressed in more detail later
in the text (see further, under Sect. 3.4.3).

407K ruithof (2000), p. 47.

408Compare Stiglitz (2006), p. 78.

409Berend (2006), pp. 133-189; Vandewalle (1976), pp. 97 a.f.
“19Berend (2006), p. 233; Servain-Schreiber (1973), pp. 235 a.f.

“Engelen (2011), p. 49; Sterdyniak (2011), pp. 2142, especially pp. 27 af.; Harvey
(2010), p. 131.

412K ruithof (2000), p. 57.
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3.4.2.2.2 Critical Voices of the 1970s

The severe economic crisis of the 1970s (as, inter alia, catalysed by a sudden
increase*'? in the price of certain resources, especially crude oil*'*) created some
room for further reflection and for critical views on the classical Smithian
doctrines.*"

Initially mainly young people started protesting against the excesses of the
capitalist society which they considered too materialistic.*'® Also, certain aca-
demics took a more critical attitude towards capitalism, followed by numerous
other people who were willing to reflect more deeply on the future of the planet in
general, and of the human race in particular.

This even led to “think tanks” which, amongst other things, pointed out the
incompatibility of an unbridled pursuit of ever more wealth (and the unbridled
economic growth it requires) with the (natural) limits of the resources of the planet.
Such thinks tanks strongly warned about the effects of an economic system solely
based on a unitary value (namely the unbridled pursuit of money) on general human
welfare*!”.

Furthermore, a stronger awareness arose about the relationship between the
North and the South, as one of the effects of capitalism is (has been) that it led to
an ever-increasing structural poverty in many (Southern) countries (see further,
under Sect. 3.4.8).

All of these influences caused a greater awareness about the importance of other
values, such as the protection of the environment and the protection of minorities
(for instance immigrants)*'®, albeit one could point out that this greater awareness
has to a large extent remained theoretical and so far has not had a fundamental
impact on the basic organization of the world economy itself.

A leading illustration of the abovementioned has without any doubt been the
creation of the renowned (and still active) think tank “(the) Club of Rome”.*!?

Founded in 1968 as an informal association of independent executives from
political life, corporations and science, the Club of Rome still exist, up until today,

“13This itself has been a process which fully takes into account the capitalist thinking of the

(residents of the) petroleum producing countries, namely their own unbridled money pursuit, and
not the interests of mankind as a whole. Surprisingly, traditional capitalist countries (among which
the Northern American and West European countries) have been witnessed to criticize the rise of
oil prices, albeit such rise has been fully in line with the premises of capitalist thinking itself.
“14Poma (1976), pp. 23 a.f.

*SHoefnagels (1975), pp. 11 a.f.; Turner (1973), pp. 161 a.f.

4168ervain-Schreiber (1973), p. 55.

“Johnson (2014), pp. 79-103; Hoefnagels (1975), p. 12.

418Krugman (2008), p. 133; see also Hoefnagels (1975), p. 16.

419 ww.clubofrome.org
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as a think tank that, from a holistic view on the world, strives for a higher and
sustainable well-being of the planet and mankind.**

Also worth mentioning has been the establishment of “Greenpeace” (1971),
“one of the largest and most well-known environmental organizations in the
world which is globally and in an independent way, campaigning to change
attitudes and actions and to protect the environment and promote peace” **!

3.4.2.3 Economic Neo-liberalism
3.4.2.3.1 The “Philosophy” of Economic Neo-liberalism

In spite of the merits of the initiatives mentioned under Sect. 3.4.2.2, and in spite of
the efforts of numerous renowned economists**?, philosophers*** and “religious”
ethicists*** (see also under Sect. 3.6), who all have, at the least, called for a
reduction of certain of the detrimental effects of capitalism, they would, neither
nationally, nor internationally have a significant impact on the policies of (Western
and Western-inspired) capitalist countries, and they certainly did not succeed in
limiting the dominance of the unbridled pursuit of money on which these have
remained based.

On the contrary, especially during the last decades of the twentieth century, any
form of willingness towards a more critical self-reflection about the capitalist
economic systems would encounter, in the neo-liberal doctrine(s), an academic,
economic-philosophical and above all policy-making opponent without parallel.**>

The main philosophy which aimed at silencing any criticism of capitalism has
indeed been so-called “(economic) neo-liberalism”, which, especially since the
1980s (although the foundation for the neo-liberal philosophy was already built

429The website of the Club of Rome mentions the following mission statement:

to identify the most crucial problems which will determine the future of humanity through
integrated and forward-looking analysis; to evaluate alternative scenarios for the future and
to assess risks, choices and opportunities; to develop and propose practical solutions to the
challenges identified; to communicate the new insights and knowledge derived from this
analysis to decision-makers in the public and private sectors and also to the general public
and to stimulate public debate and effective action to improve the prospects for the future
(see http://www.clubofrome.org/?p=324; last consulted on September 15" 2014).

42'http://www.greenpeace.org/belgium/nl/wie—zijn—we/geschiedenis/ (last consulted on October
29" 2014).

422For instance, besides Keynes himself, one should mention John Kenneth Galbraith and, more
recently, Paul Krugman and Joseph Stiglitz.

423For instance, in Belgium Jaap Kruithof, and in France Emmanuel Levinas and Michel Foucault.

424 Among which the different consecutive popes, in addition to religious leaders of other spiritual
traditions, such as, for instance, the (deceased) Hinduistic leader A. C. Bhaktivedanta Swami
Prabhupada and the Buddhist leader the Dalai Lama.

4251 es Economistes atterés (2011), p. 27. See also Streeck (2015), p. 92.
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before), succeeded in convincing a great deal of public leaders, in addition to a large
part of public opinion, that capitalism (since then usually referred to as “the free
market(s)-system”) should function as unhindered by state or other influences as
possible.

As already mentioned before, an extreme example of this neo-liberal philosophy
can be found in the writings of Ayn Rand, author of, inter alia, the novel “Atlas
shrugged”, but who also wrote non-fiction and whose works “The Virtue of Self-
ishness”**° and “Capitalism: the unknown ideal”427, from the 1960s on, have
attempted (and, to a large extent, succeeded) at raising the worship of selfishness
to an ethical system. In this way, the works of Rand strongly contributed to a
turnaround in the value perception which presently rules economic thinking and
acting, but to a large extent also general societal functioning.**®

In this neo-liberal setup, “selfishness” was elevated to the leading moral objec-
tive, while at the same time altruism (which, until the late Middle Ages and
especially under the influence of Catholic doctrine, had at least on a theoretical
level been the dominant moral value) got degraded to a morally condemnable
behaviour (as is clearly demonstrated by the content, but even by the mere title of
Rand’s book “The virtue of selfishness™).**

426Rand (1992).

427Rand (2008); Rand (1982), pp. 27 a.f., where Rand has argued that altruism serves as a tool for
the rationalization of all kinds of abuses, going from mass slaughters in Sovjet Russia to legalized
looting in the welfare state.

4283ee e.g. Rand (1982), p. 27, where Rand has a.o. criticized what she calls “legalized looting in
the welfare state”, and Rand (1982), p. 83, where she has described altruism as the poison of death
in the blood of western civilization.

As has been mentioned before, Ayn Rand did however not succeed at upholding the moral
standards she had set out in her own writings. When near the end of her life, Ayn Rand got struck
by cancer (purportedly) due to the fact that she was a heavy smoker throughout her life,
(purportedly) under the name of Ann O’Connor, she did not hesitate for a moment to make use
of these “useless” public health care systems, thus in her proper actions completely denouncing the
content of the teachings she had spread during her life time (see Ford 2010-2011). As Michael
Ford has put it:

In the end, Miss Rand was a hypocrite but she could never be faulted for failing to act in her
own self-interest. (Ford 2010-2011).

429 An example of the impact of neo-liberal philosophy on economy has been the fact that the
writings of Ayn Rand are believed to have strongly influenced numerous American policy makers,
such as Alan Greenspan, former president of the American “Federal Reserve” with the longest
period in office (see further, at marg. 147 of this chapter). (On the influence Ayn Rand had on
Greenspan, but for instance also on former President Ronald Reagan; see Ricard 2014, p. 382.)
Greenspan’s monetary policy (and consequently the monetary climate he created of “too-easy
money creation” based on “too-easy credit lending”) was strongly influenced by neo-liberal
authors the likes of Rand herself, and in this sense has undoubtedly contributed to the severe
financial-economic crisis of 2008. (See Krugman 2009, p. 144, who held: “And in fact, the Fed
chairman holds what I believe is a unique record among central bankers: he presided over not
one but two enormous asset bubbles, first in stocks, then in housing.” See further also Szalavitz
2012, who has pointed out that “Atlas Shrugged counts many politicians as admirers, perhaps
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In addition, famous academic institutions, such as “F. A. Hayek’s Mont Pelerin
Society”*°, and later the “Chicago School of Economics™" established by Frank
Knight (1885-1972), helped substantively shaping neo-liberal economic thinking
and, moreover, succeeded in convincing an important group of economists (with, as
the name suggests, a strong concentration at the University of Chicago’s faculty of
economy).

Amongst other things, neo-liberal thinking strongly opposed to Keynesian
philosophy (but obviously also the writings of Galbraith), and above all presented
itself as the advocate of the free market economy*’?, extrapolating classical
Smithian philosophy up to the level of practically all domains of macro-economy
and societal organization.**

A number of concrete measures the neo-liberal schools promoted (which have
been implemented in the 1980s and 1990s, and later on up to the present day, by
numerous neo-liberal governments), were, amongst others: the privatization of
government-owned companies™®*; the deregulation of the economy®’; the
de-liberalization of trade and industry**®; significant tax reductions favouring the
rich and the powerful, in addition to the enterprises these owned; monetarist
measures aimed at combatting inflation (even if they cause an increase in unem-
ployment); strong union regulation; a reduction in public spending (including
spending on social services); a reduction in the overall role of the government; an
expansion of the role of international markets, and the elimination of any true
monitoring of global money and capital streams.**’

most notably Republican vice presidential candidate, Paul Ryan, who cites the book as one of his
main inspirations for entering politics and is known to give Rand’s books frequently to his
interns.”) On the influence of Rand on Ryan, see also Ricard (2014), p. 382.

Apparently, Ms. Rand was well aware of her influence of numerous (American) policy makers,
where she for instance, spoke of the three “A’s” having determined the history of Philosophy,
namely Aristotle, Saint Augustine and herself... (see Ricard 2014, p. 382).

See further also Morris (2009), pp. 77 a.f.
“3%https://www.montpelerin.org/montpelerin/mpsHayek.html (last consulted on October 29"
2014).

See especially Hayek (2001) (the first edition being of 1944).
Blgee e.g. Friedman and Schwartz (1963), p. 860; Stigler (1961), pp. 213-225; Becker (1971),
p- 178; Coase (1937), pp. 386—405; Posner (1973), p. 415.
32K rugman (1994), pp. 23 a.f., referring to “the attack on Keynes”.

See also Rand (2008), p. 18.

4338ee Clune (2013); Chomsky (1999), pp. 37 a.f.

434Bakan (2005), p. 117.
Compare Oxfam (2014), p. 18.

435K rugman (2009), p. 65.
43%0xfam (2014), p. 55.
“TSteger (2013), p. 42; Sterdyniak (2011), pp. 21-42, especially 28; Kruithof (2000), pp. 57 a.f.
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It is hereby important to note the central focus the “Chicago School” (and similar
economic theories) attributed to so-called “monetarism”, inter alia through the
works of Milton Friedman (1912-2006)**® and Don Patinkin (1922-1995)*° which
emphasized the role of the money and capital markets in economic life. Among
other things, they considered central banking as a steering mechanism within the
monetary economy which should conduct a policy aimed at keeping the money
supply in line with economic growth.** Especially as of the 1990s, this would
degenerate into an era of a(n) (unbridled) credit economy, notoriously within the
policy sphere of the Federal Reserve under its former President Greenspan (see also
under Sect. 2.6.3 of Chap. 2 of this book, and under Sect. 3.4.5).

Based on a “destructive state philosophy”**!, these kinds of measures would in
reality above all lead to a reduction and even a dismantling of states (in the implicit
logic that anything that can be profitable should be taken away from the state) (=
so-called “privatization of gains”)***, with, as mentioned earlier (see under Sect.
3.4.2.3), as earliest and probably most extreme examples of such neo-liberal
regimes, the Reagan administration in the USA and the Thatcher regime in the
United Kingdom (both having dominated public policy of the 1980s).

3.4.2.3.2 The Implementation of Neo-liberal Philosophy in Practice

It is probably not a coincidence that, already in the 1980s, the philosophy of
economic neo-liberalism first was adopted by the United Kingdom (so-called
“Thatcherism”) and the United States of America (so-called “Reaganomics”), as
both these countries, being two of the major economic powers of that time, had
always been very much in favour of capitalism, at the same time showing a great
reluctance to take steps in the direction of a “mixed economy”.*** As a result, the
open invitation of the neo-liberal economists to purify capitalism from the (sup-
posed) harmful effects of such a mixed economy model, was in these countries
received with open arms.

Government was hereby no longer seen as the answer to social injustice, but as
the main cause of declining economics, hence the perceived need to diminish its
influence as much as possible.***

438Gee for instance Friedman (2002) (the first edition being of 1962).
See also Krugman (1994), pp. 34 a.f.

“39vandewalle (1976), p. 345.

4“OGalbraith speaks of “the monetary illusion” (see Galbraith 1974, pp. 187-197; see also
Galbraith 1992, pp. 88 a.f.).

441K ruithof (2000), p. 58.

42K ruithof (2012), pp. 70-77, especially p. 73.

43Van Oudheusden (2012), p. 132; Chomsky (1999), pp. 65 a.f.
“4Galbraith (1994), p. 215.
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In both countries, this would lead to an excessive implementation of neo-liberal
philosophy, which would consequently have an inspirational effect on the rest of
the world. Eventually, especially during the 1990s, this caused world trade and
finances (the movement of both capital and payment transactions) themselves to be
aligned with neo-liberal philosophy.

As a result, the 1980s have been characterized as “a time of accumulating
problems that would become serious and painful in the following decade”** and,
by extension, up to the present day, of which the severe monetary and financial
crisis of 2008 and its aftermath continue to bear witness.

One of the central measures of American Government under Ronald Reagan
(1981-1989) has been so-called “consumerism”;** another such central measure
consisted in adopting “deregulation” and “liberalization” as the guiding principles
of public (economic) policy.**’

The implementation of the doctrine of “consumerism” in the USA especially
attempted to challenge an earlier economic crisis which had particularly impacted
the American economy, by stimulating demand. In order to accomplish this goal,
consumerism paved the way for an excessive deregulation of the financial sector,
coupled with an unprecedented boost of all kinds of (consumer) credit mechanisms.

It needs not much further proof that this policy has played a major role in the
advance of the so-called “credit economy” (itself having been one of the main
causes of the monetary and financial crisis of 2008).***

A further mechanism by which economic neo-liberalism was implemented and
through which the Ronald Reagan-administration has tried to boost American
economy, consisted of a substantially increase of the public expenditure on
arms**”; Galbraith has in this regard pointed out that, according to the philosophy
of economic neo-liberalism, arms expenditure is one of the few areas in which a
state is allowed to be active (along with subsidizing the agricultural sector, in
addition to big enterprises and bailouts of large banks).**°

*3Galbraith (1994), p. 219.
46K rugman (1994), p. 157. See also Galbraith (1987), p. 176.
447Galbraith (1994), p. 196.

448Steger (2013), p. 40; Lloyd (2012), p. 374; Harari (2014), p. 388; Bruckner (2002), pp. 20-21;
Sterdyniak (2011), pp. 21-42, especially p. 27; Pesendorfer (2012), pp. 414-434; Streeck
(2015), p. 87.

“9Galbraith (1992), p. 122.

439Galbraith (1992), p. 122; Galbraith (1996), pp. 50-51, where it has been brought forward that

in the American experience certain government expenditures remain outside the public
anxiety about the deficit, those for the military (.. .) being the impressive case. Those for the
poor most definitively not.

See furthermore Van Oudheusden (2012), p. 133; Foucault (2008), p. 241. See also Foucault
(2013), pp. 189 a.f.
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After 4 years of Jimmy Carter’s peace-loving regime (1977-1981)*", the
Reagan administration thus made its only (inconsistent) use of Keynesian philos-
ophy (i.e. stimulating the economy through government expenditure). Needless to
say, this led to a vast increase in US arms expenditure (which mainly has benefited
rich arms producers).*>>

Galbraith has pointed out that since the Reagan era, arms expenses are one of the
few examples of government expenditure that the American rich and middle classes
agree a state may carry out*>. The resulting large entanglement of political power
and weapons industry has since then only become ever more important.*>* This
most likely also helps explaining why the USA have been so eager to get involved
in so many armed conflicts all over the world during the past decades.

Being a good student of the neo-liberal school, the Reagan administration also
carried out a number of “tax- shifts” mainly benefiting the rich and the powerful in
society.*>

Further inspired by the spirit of consumerism the Reagan administration was
promoting, the rich layers of the American population began an enormous and
never-in-history-seen-before expenditure of the money that was saved through
these tax cuts, in a movement which Tom Ronse has indicated as “an ever growing
obscene orgy of consumption”. So-called “created wants” especially hit young
people, turning them into a very vulnerable population group for marketing pur-
poses based upon the use of any conceivable idea which any scientific discipline has
to offer (see for instance the creation of worldwide “consumer communities”, a
technique which is often applied by the pop industry*®, and, by extension, by the
entertainment industry in general®’, but also by big enterprises*® in several other
domains of economic life).45 ?

Following this American trend, the entire “globalized” world would later on be
more and more dragged into an unseen “hyper commercialism”, an ever increasing
degree of “consumption for consumption’s sake” influenced by the media (in order

“1Galbraith (1994), p. 194.

432Ronse (1992), p. 74. See already Galbraith (1960), p. 19, furthermore already pointing out:
So our economy is thought to prosper only by the manufacture of instruments of destruc-
tion. Such an economy is unlikely to enjoy high prestige in the world; it is far more likely to
repel than to attract. (Galbraith 1960, p. 20).

453Galbraith (1992), p. 25.

4548achs (2011), pp. 117 a.f. See also earlier Galbraith (1992), pp. 25 a.f.

4558ee Galbraith (1992), p. 27; Galbraith (1994), p. 252.
See also Pizzigati (2012), pp. 316-317; Subhuti (2011), p. 174.

430Obviously, numerous examples hereof are thinkable, in many cases also illustrating the
importance of social media.

“37In some cases even having led to real “subcultures” (such as the fans of the Star Wars movies or
the Star trek tv-series and movies).

438With typical examples in the computer and software industry.
“*Harari (2014), p. 408.
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to continue the sale of products resulting from the “production for production’s
sat/’ce”).‘“’0

Said fiscal deregulation of the Reagan-administration (for instance through
securitization techniques; see further, at marg. 182 of this chapter) also allowed
public and private debt to go viral, which by some has been indicated as one of the
main causes for the severe financial crisis of 2008.*°!

Against the hope of the Reagan administration, a consequence of the develop-
ments triggered by the aforementioned neo-liberal measures has however not been
that an increase in domestic production occurred which in its own turn would have
stimulated (American) economy, but, on the contrary, that a substantial increase in
imports took place: in the Reagan era, between 1982 and 1989, the USA are said to
have consumed for a value of 800 billion USD more than they produced.*®*

In the course of the next years (from the 1990s up to today), this trend has only
continued (entailing disastrous consequences for the American economy, proof of
which is the fact that the American national debt in 2014 stood at +18 trillion USD,
or over 104% of American GDP and in 2016, at more than 19 trillion USD; see
further the Tables 3.1, 3.2, 3.3, and 3.4 “Debts in a number of countries”, at marg.
202 of this chapter).

Another consequence of the abovementioned neo-liberal policy measures has
been that all layers of society—enterprises, consumers and governments—mas-
sively started to take up credit “as if it were never to be paid back” ‘*** As said
before, this set the scene for the contemporary still continuing “credit economy”
(see also further, under Sect. 3.4.5).

It has been a real disaster that the money created from these massive credit
operations was not invested in new production or in infrastructure, but mainly in
even further consumption, making the USA even more dependent on import*®*, an
effect which in the 1990s would be even more reinforced, especially after the
techniques of liberalization and deregulation which, during the 1980s, had been
aimed at reducing the role of government in countries like the United Kingdom and
the United Stated of America themselves, were copied by many other countries and
regions (including Belgium and the European Union in general), and also got
implemented in the context of the new architecture of global free trade and global

469gachs (2011), pp. 144 a.f., referring to
the marriage between mass media and hypercommercialism.

See also De Ruyver (1969).

4lgubhuti (2011), p. 174:
Let’s not forget Reagan’s lasting gift to the American people: fiscal deregulation that
allowed public and private debt to go viral, eventually triggering the worst financial crisis
since the Great Depression.

462Ronse (1992), p. 74.

463K rugman (1994), p. 157; Ronse (1992), p. 74.

464Ronse (1992), p. 74.
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free traffic of payment and capital; this has ultimately led to the USA being forced
to step down from their leading position in the world economy to the benefit of
China, which, according to some sources*®®, has become the leading economic
power as of 2014.

At the same time, the Reagan administration dismantled several social care
systems, among which (public) education and medical care,*®® where as a side
thought one may wonder whether the increasing violence in American schools (see
for example the Columbine*®” and similar tragedies) and, later on, in American
society in general, are not an expression of this downward spiral in the context of
investments in education and similar social care mechanisms.*®®

In parallel with this American version of neo-liberal policy making, under the
regime of Reagan’s close friend and kindred soul Margaret Thatcher, in the United
Kingdom of the 1980s, neo-liberal doctrines were also applied in a policy mainly
aimed at reducing social care mechanisms, as well as privatizing numerous gov-
ernmental institutions and services*®. This would mainly result in a dismantling of
the state in the United Kingdom (of which the effects still are felt). (See for the
impact hereof further, at marg. 174 of this chapter.)

3.4.3 Further Characteristics of the “Selfish Economies”
Based on (Neo) Liberal Doctrines

3.4.3.1 The Sacrifice of All Other Values to the Unbridled Pursuit
of Money

3.4.3.1.1 Depreciation of Labour

34.3.1.1.1 The Facts

In a theoretical infinite world characterized by an infinite supply of means, easily
available and as easily accessible to everyone (as in the mythical earth paradise on
earth described in the Bible, where everything which is produced by earth is
bestowed upon man (see Genesis, 1:28-30)), the theories of Smith (and his later
disciples), perhaps, could make sense to some extent.*’’

However, in a world which, by definition, is limited, where, as is premised by
economic science471, any means are likewise scarce, and where, moreover, life

463Van der Borght (2014), p. 2.

465Galbraith (1992), pp. 49-50. See also Ronse (1992), pp. 154 a.f.
467Cullen (2009), p. 417. See also Klebold (2016).

468Galbraith (1992), p. 49.

469K rugman (1994), p. 172 a.f.

470 Achterhuis (1988), p. 37.

“T"Mankiw (2011), p. 4.
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necessities can only be obtained through (someone else’s) hard labour, the appli-
cation of Smithian doctrine, whether or not correctly understood, has in practice,
over a period of about two centuries (and differently from its own predictions)
mainly resulted in an economic order which does not inspire feelings of pride or
contentment about its inherent justice, but only presents itself as a system where the
“law of the jungle” prevails.

Yuval Noah Harari has rightly remarked that (neo-)Smithian doctrine may sound
“bulletproof in theory”, but that “in practice the bullets get through all too
easily”

Harari illustrates his viewpoint with the historical example of slave trade in the
period from the sixteenth to the nineteenth century, which he rightly calls a
humanitarian disaster. The author convincingly argues that this slavery was not
caused by the tyranny of kings or by racist ideologists, but rather by the
uncontrolled implementation of the free market mechanism itself.*”

Nonetheless, the neo-liberal credo remains “Greed is good” , even when it can be
strongly questioned that it is, as claimed by neo-liberal schools, the case for
everyone. “Greed” is in the best case (sometimes) “good” for its practitioners, but
seldom for their victims.*”*

In case one would be inclined to continue the debate on this topic, one should
furthermore consider the disastrous impact colonialism in general, and slave trade
in particular, have had on the harrowing developments on the African continent as
they are at present still being felt*’>, but also the continuous problems as a result of

“THarari (2014), p. 368.
“THarari (2014), pp. 368-369.

From the sixteenth to the nineteenth centuries, about 10 million African slaves were
imported to America. About 70 per cent of them worked on the sugar plantations. Labor
conditions were abominable. Most slaves lived a short and miserable life, and millions
more died during wars waged to capture slaves or during the long voyage from inner Africa
to the shores of America. All this so that Europeans could enjoy their sweet tea and candy —
and sugar barons enjoy huge profits. The slave trade was not controlled by any state or
government. It was a purely economic enterprise, organized and financed by the free market
according to the laws of supply and demand. Private slave trading companies sold shares on
the Amsterdam, London and Paris stock exchanges. Middle-class Europeans looking for a
good investment bought these shares. Relying on this money, the companies bought ships,
hired sailors and soldiers, purchased slaves in Africa, and transported them to America.
There they sold the slaves to the plantation owners, using the proceeds to purchase
plantation products such as sugar, cocoa, coffee, tobacco, cotton and rum. They returned
to Europe, sold the sugar and cotton for a good price, and then sailed back to Africa for
another round. Throughout the eighteenth century the yield on slave-trade investments was
about 6 per cent a year — they were extremely profitable, as any modern consultant would be
quick to admit (Harari 2014, pp. 369-370).

474See the past statement of former Californian governor Gray Davis in reaction to the Enron-
crisis: “Someone at Enron should go to jail,” Davis said. “Purposely putting people’s lives in
Jjeopardy in the name of greed is inexcusable.”** (See Leopold 2002.)

4T Beaud (1994), pp. 137 a.f.

157



158

159

186 3 The Debate About the Ethics of Money Pursuit

the ever difficult integration of the descendants of earlier African slaves within
American society permits to put a serious question mark behind the aforementioned
neo-liberal credo.

One should hereby furthermore bear in mind that, in spite of slavery (in its strict
legal sense) having been abolished in most countries in the world, there are still
numerous mechanisms of social economic slavery flourishing in many countries
(see also the Further Illustrations 3.9 and 3.13), further illustrating that, although
capitalist principles have evolved over time in a more and more subtle form, their
basic content has to a large extent remained identical to the ones of 200 years
ago. 470

Harari himself has anticipated possible criticisms of his argument about slavery
where he points out that one should “remember that the Atlantic slave trade was not
a single aberration in an otherwise spotless record.”*"’

By way of a further example of the horrors of capitalist practices, Harari refers to
the so-called “humanitarian” economic actions, at the end of the nineteenth century,
of King Leopold II of Belgium in Congo, which are estimated by some to have
resulted in over ten million lethal victims, a number far exceeding that of the Jewish
victims of the Holocaust.*”®

In its more contemporary context, capitalism has mainly led to an unseen
“deployment” (not to say: “downgrade”) of human labor (force) into capitalist
production and trade processes, mainly aimed at making a small minority of people
extremely rich (especially the people behind big enterprises or, in terms of company
law: the shareholders, the directors and the CEOs of big companies) at the detriment
of the majority of other people they exploit.

Erich Fromm has linked this phenomenon to the inherent turnaround of values
which has been caused by the capitalistic system: within capitalism, labor (thus:
“human beings”) is (are) completely subservient to capital (or: the “economic
processes”). Man, a living creature, is hereby downgraded to a device with a
purpose: to substantiate, in the most effective way, the unbridled pursuit of a
corporation’s profit (or, ultimately, the pursuit of profit by the corporations’ capital
providers).*””

In hierarchical terms, capital (and its objectives) have hereby been put on a much
higher level than labor (thus: “human beings themselves™),**" an approach which
meanwhile has globally determined all conceivable interhuman relations whereby

“T®Murray and Bonneville (2010), p. 193.
“T"Harari (2014), p. 370.
“"8Harari (2014), p. 371; Van Houtte (1955), pp. 165 a.f.

479Fromm (1955), pp. 88-89. See also Marcuse (1962), pp. 89 a.f.; Marcuse (1964), pp. 306 a.f. (dealing
with “labor” as a commodity serving the interests of “capital”).

“8OFromm (1955), p. 90.
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these two value scales, namely profit pursuit and valuing human life itself, contin-
uously collide.*®!

At present, more than ever in history, the principle remains that any “unpleasant
work” (especially so-called “hard and/or dirty labour™), is increasingly gravitated to
the poorer classes of society. The idea is that the most repulsive possible work
should be done by the poor at the lowest possible wages, whereby the workers
performing this type of hard and/or degrading work need to be replenished over and
over again.

It is exactly this negative attitude towards “labour” and those performing it
(determined by liberal and neo-liberal principles themselves) which, in the period
after world war II, lies at the basis of the massive import of foreign labor forces into
West European countries (entailing the well-known integration problems many
such countries keep facing today)*®, as well as, more recently and in the context
of the working of the European Union, the massive “import” of cheap labor forces
from former Eastern European countries (under the pretext of the “free traffic of
persons” guaranteed by the European Treaties).

In this (neo-)liberal vision, human labor has gradually been reduced mainly to a
(mere) cost factor for the companies exploiting it, and consequently ensuring it is
obtained as cheaply as possible*®* (in application of Ricardo’s “Iron Law of the
Wages”*®). Indeed, the higher the remuneration on labour, the lower the remaining
profit left for the company exploiting it (and, ultimately, for the providers of risk
capital of such company).**¢

“81Eromm (1955), p. 90:

Capital, the dead past, employs labor — the living vitality and power of the present. In the
capitalistic hierarchy of values, capital stands higher than labor, amassed things higher than
the manifestation of life. Capital employs labor, and not labor capital. The person who owns
capital commands the person who “only” owns his life, human skill, vitality and creative
productivity. “Things” are higher than men. The conflict between capital and labor is much
more than the conflict between two classes, more than their fight for a greater share of the
social product. It is the conflict between two principles of value: that between the world of
things, and their amassment, and the world of life and its productivity.

“82Galbraith (1992), p. 33. See also Krugman (1998), p. 15.
“83Galbraith (1992), p. 34.
484Gee the remark of Guess (2003):

Capitalism is not for the faint of heart. It is a system of supply and demand that reduces real
workingmen and workingwomen into graphs and equations subject to “aggregate” obser-
vations devoid of any real human factors.

“85Galbraith (1987), p. 84 a.f.

“8SFoucault (2008), p. 219 a.f. (see also Foucault 2013, p. 290).

These theoretical arguments have recently been confirmed by empirical research undertaken in
a 2016-study of Oxfam entitled “An economy for the 1%. How privilege and power in the economy
drive extreme inequality and how this can be stopped”. It more precisely appears from this study
that one of the key trends underlying the extremely huge concentration of wealth and incomes
which has been occurring on a global scale during the past years (see further, at Sect. 3.4.8) has
precisely been the increasing return to capital versus labor, hence the ever more strict application
of the classic liberal “ Iron Law of the Wages”. The quoted study of Oxfam reports that in 2015, in
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By contributing to this system (and even more, up till the present day, by
continuing to do so), working classes themselves are said to have become the
architects of their own misery.*®” According to Marcuse, each individual being a
part of this capitalist system is thus paying the price by having to sacrifice his time,
his consciousness and his dreams; moreover, civilization itself is paying by having
sacrificed its own promises of liberty, justice, and peace for all.**®

Only the awareness that “the working classes” in a broad sense of the wor
also need some elementary level of purchasing power in order to be able to acquire
the products from capitalist production, at least in some territories, causes an
obstacle to reduce their (net) wages to an ever lower minimum.

According to Michel Foucault, this awareness expresses the neo-liberal idea that
“inequality is equal for all”, so that the government of a country does not need to
take a role in achieving a true levelling of economic wealth. On the contrary, the
only thing authorities should, in accordance with the theories of economic
neo-liberalism, strive for is that a part of the over-capacity of the purchasing
power available to the rich are transferred to those living in rich countries who
find themselves in a situation of under-consumption (for example those perma-
nently unfit for work, or by unforeseen circumstances unable to work). The only
type of “social” policy that is, hence, considered to be acceptable under the
neo-liberal approach is, otherwise put, one which contributes to economic growth
on its own turn (especially by stimulating consumption).**°

At present, this approach is in many (Western) countries, especially those
suffocating under “right wing governments”, translated into a public policy stim-
ulating consumer credit (in a broad sense of the word), as this both stimulates
consumption and provides for a further opportunity of making profits to the banks
(and their underlying shareholders).

489
d

almost all rich countries and in most developing countries, the share of national income going to
workers has been falling. This implies that, as predicted by the abovementioned authors criticizing
economic (neo-)liberalism, on a global scale, the working classes are capturing less and less of the
gains from growth, which is in sheer contradiction with the so-called “trickle-down-economics”
theory upheld by economic neo-liberalism. In contrast, the owners of capital have seen their capital
consistently grow (through interest payments, dividends, or retained profits) faster than the rate the
economy has been growing (indicating that also the existing wealth is more and more shifting
towards the rich). Tax avoidance by the owners of capital, and governments reducing taxes on
capital gains are reported to have further added to these returns. (See Oxfam 2016, p. 4.)
“87Galbraith (1983), p. 116.
Compare Marcuse (1962), p. 83:

The economic and political incorporation of the individuals into the hierarchical system of
labor is accompanied by an instinctual process in which the human objects of domination
reproduce their own repression.

“8Marcuse (1962), p. 91.

“89Whereby this reference applies to all people who depend on providing labor to meet their life’s
needs, implying that also (small) independent professionals, and owners of small companies may
be considered as a part of these “working classes”.

“PFoucault (2008), pp. 198 a.f. and 205 (see also Foucault 2013, pp. 192-193).
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Fromm has rightly explained these characteristics of capitalism (or: “free market
economies”) further by arguing that the subordination (one could say: the degra-
dation) of (personal) life as a means to reach economic targets, touches the very
foundations of capitalist production, whereby the accumulation of capital and/or the
distribution of profits to capital providers has become the main, not to say the only,
task and target of economic activity. As a result, working classes (which form the
majority of mankind) have become engaged in the capitalist production process for
the benefit of (someone else’s) profit, in many cases a profit which is not meant to be
spent, but is meant to serve as a new capital investment (or, at present, as saving
reserves to be parked in tax havens). Reinvested capital in its turn needs to generate
new profits (through the use of other man’s labor force). In their turn, these new
profits again need to be re-invested (preferably by incorporating shareholdings in
existing enterprises in tax havens) and this circular movement needs to continue
infinitely (taking into account the underlying aim for the economy to grow
continuously).**!

Although Fromm acknowledges that this indeed has contributed to a certain
level of material prosperity for a part of mankind (but not for all people), at the same
time he points out that this has occurred at the cost of a fundamental “dehumani-
zation” of (working) man who has thus been degraded to the status of “an eternal
slave” of the capitalist machinery and who only exists to fulfil impersonal and
non-personal goals, thus becoming filled with a sense of utter emptiness and
meaninglessness.*">

According to Fromm, the term “labor market” alone summarizes the entire
tragedy of the fate which has befallen mankind since the rise of capitalism: just
as (the capital provider of) a corporation buys resources, it (he) is also buying
someone else’s ability to work in order to enlist it into the economic production
process of said corporation (= “labor as merchandise”**?). This has even allowed
capitalism to succeed in convincing practically every human being taking part in its
processes, of the fact that humans exist only to provide labor (a reality which, in
economic science, is also expressed by indicating “labour” as a so-called “produc-
tion factor™).***

The interaction between humans is in this way “reduced” (not to say:
“degraded”) to mere economic relations which are entirely mechanical and the
result of which can only be a large degree of alienation, in a society where

“lFromm (1990), p. 87 (also: Fromm, pp. 64 a.f.).

See also Pinxten (2014), p. 13; Bruckner (2016), pp. 229 a.f.
*92Eromm (1990), p- 87 (also: Fromm, pp. 64-65).

Compare Marcuse (1962), p. 95:

The theory of alienation demonstrated the fact that man does not realize himself in his
labor, that his life has become an instrument of labor, that his work and its products have
assumed a form and power independent of him as an individual.

493Fromm (1955), p. 88 (speaking of “the use of man by man™).
494 Fromm (1955), p. 88 a.f.; Foucault (2008), p. 220.
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everything can be purchased and sold, including and above all someone else’s or
one’s own labour.**?

In this, the implication of the so-called “free labor contract” is that as a result
labor produces and perpetuates its own exploitation. Consequently; the economic
forces of capitalism, left to their devices, inherently lead to enslavement, poverty
and the intensity of class conflict. Hence, the truth of the freedom to enter into a
labor contract results in its negation of becoming enslaved and exploited.**®

The result of this dehumanization process is that the majority of human beings
have been reduced to “hunted” and “perplexed” individuals*’’, in today’s (West-
ern) society (ies) witnessed, for example, by an increasing number of depressions,
burn-outs and similar pathologies resulting from the exploitation of human beings
by their rich and powerful fellow human beings.*”®

In addition to Erich Fromm, other authors of (relatively) recent times have
expressed similar thoughts. For instance, Herbert Marcuse has in his own works
expressed the idea that capitalism implies an “actual negation of life”, whereby the
underlying motive for any economic action has taken the form of the fear for
starvation of the dispossessed.*”’

From one’s history classes, anyone will probably still remember the harrowing
situation of the working classes in Europe and the USA during the nineteenth
century, till far in the twentieth century.””

This insight brought Michel Beaud to the viewpoint that, during the nineteenth
century, industrial capitalism mainly developed, both in Europe as in the USA,
thanks to a cruel exploitation of the working classes in the leading industries of that
period, among which the textile, metal and mining industries.>!

495Fromm (1990), p- 92 (also: Fromm, pp. 71-72).
“Marcuse (1964), p. 309.
“7Fromm (1990), p. 91 (also: Fromm, p. 72).

4%8See Ricard (2014), pp. 416 a.f.
Erich Fromm has based this insight on his understanding of the teachings of Karl Marx:

Marx’s central criticism of capitalism is not the injustice in the distribution of wealth; it is
the perversion of labor into forced, alienated, meaningless labor, hence the transformation
of man into a “crippled monstrosity”. (Fromm 2013 (1% edition of 1961), p. 34.)

“PMarcuse (1962), pp. 71 a.f. See also Marcuse (1964), pp. 300 a.f.

5%Harari (2014), p. 371 and pp. 382 a.f.; Becket (2014), pp. 136 a.f.
See also Erich Fomm:

The most characteristic element of nineteenth-century Capitalism was first of all, ruthless
exploitation of the worker; it was believed to be a natural or social law that hundreds of
thousands of workers were living at the point of starvation. The owner of capital was
supposed to be morally right if, in the pursuit of profit, he exploited to the maximum the
labor he hired. There was hardly any sense of human solidarity between the owner of
capital and his workers. The law of the economic jungle was supreme. All the restrictive
ideas of previous centuries were left behind. (Fromm 1955, p. 82).

See furthermore Ashton (1954), pp. 127-159.
S01Beaud (1994), p. 131.
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However, also in the modern context, the aforementioned vision on labor as a
mere production factor is, at least in extreme cases, still characterized by harrowing
abuses, for example the use of young children in capitalist production and trade
processes’ "2, mostly at poverty wages, which still takes place in many countries in
the world.

Even in traditionally rich countries, the “Iron Law of the Wages” is more current
than ever in many a debate or reformation process presently taking place. As a
result, the globalization of the world economy has an ever increasing catalyzing
impact on the worldwide reduction of measures of protecting labor (and people
providing labor), in addition to other social protection structures.

Further Illustration 3.9: Child Labor and Child Slavery in the Twenty-
First Century

Until the present day, child labor and even slavery remain a crucial social
economic problem in many poor countries.*?

A study conducted in 1998 showed that (at that time) 95% of child labor
was situated in Asia, Latin-America and Africa,5 94 but also that in Europe and
the United States of America (with, for example, hundreds of thousands of
children engaged in agriculture), the plague of child labor and child slavery
had not been exterminated at all.’*

This study demonstrates that “the life of about two hundred million
children all over the world (. ..) is ruled by the hard mechanisms of child
labor. Often they are paid handouts, are exploited in a disgraceful way and
are thrown away when they have no more value. Most children do not have
a choice. They live in communities afflicted by poverty, they have no social
security, they have unemployed parents and they cannot go to school as the
government has not invested enough in education. Children — sometimes
starting at the age of three to four years — perform any kind of labor: rug
hooking, sewing shoes, mining, carrying stones, serve and sell. Countless
children are also daily forced to work in the sex industry. Child labor is
characterized by low wages, long hours and dangerous and unhealthy
working conditions. Very often there is no pay or care. Thousands of
children are being kidnapped and sold to spend the rest of their lives as
slaves. They are continuously maltreated and abused.””"°

The fact that, since the date of said quoted study, not much has changed
can apparently be illustrated by a mixture of press releases easily to be found

(continued)

3028ee e.g. Hutt (1954), pp. 160-188.

503Gee Murray and Bonneville (2010), p. 193; see also Groenink et al. (1998), p. 280.
3%4Groenink et al. (1998), p. 7.

393Groenink et al. (1998), pp. 12—13.

5%Groenink et al. (1998), p. 12.
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Further Illustration 3.9 (continued)

on the World Wide Web, indicating that even today, shameless cases of child
exploitation are still taking place.

A harrowing example thereof concerns child labor, and even contempo-
rary forms of slavery, in the West-African cocoa cultivation (see Further
Ilustration 3.13).5%7

A second sector where child labor and slavery are prominent is gold
mining:

The United Nations’ International Labor Organization estimates that as many a

million children between ages 5 and 17 work in the small-scaled gold mines of

Africa for as little as $2 a day. In the African Sahel, a semiarid region that stretches

from the Atlantic Ocean to the Red Sea across parts of Mali, Ghana, Burkina Faso,

and Niger, 30-50% of small-scale mine workers are children, according to ILO
estimates.”*®

In addition, the modern clothing industry still actively uses capitalist
practices of exploitation of cheap labor. This is indicated by a shocking
press release of October 30™ 2014, whereby young Cambodian women
have even held that they would rather work in prostitution than in the clothing
industry as the former offers them a greater chance to provide subsistence for
themselves and their families.”"

34.3.1.1.2 The Ethical Debate

Social misbehavior such as child labor and slavery, however (morally) condem-
nable, is nevertheless—and by some neo-liberal authors even in an explicit way—
perfectly validated by the economic theories going back to Adam Smith.>'®

An entrepreneur practicing such uninhibited exploitation of other people’s labor
(among which child labor, slavery, the re-allocation of factories to countries with
cheaper work forces,...), but also a policy maker who advocates the dismantling of
legislation aimed at protecting labor or laborers, is indeed behaving as the perfect
Smithian egoist (or: “homo neo-liberalis”) who only looks for his personal interests

307See Child labor and Slavery in the Chocolate Industry. http://www.foodispower.org/slavery-
chocolate/. Last consulted on February 28" 2016. See also McKenzie and Swails (2012), raising
the question: “How many people in America know that all this chocolate they are eating —
candies and all of those wonderful chocolates — is being produced by terrible child labor?”
508See Price (2013).

3095ee Nog liever werken in prostitutie dan in kledingfabriek (incl. video). (http://www.zita.be/
nieuws/bizar/3579765_nog-liever-werken-in-prostitutie-dan-in-kledingfabriek.html?
hkey=0c771ffda5ea7807bab353fce9826df2). Last consulted on February 28" 2016.

519gee however Rand (2008), p- 118, especially blaming nineteenth century novelists for what she
describes as a misconception of reality.
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and has no regard for the effect of his actions on the rest of society and especially on
the poor and deprived.

In order to justify such social misconduct, classic economic liberalism has even
dared to argue that it is thanks to the efforts of people who shamelessly exploit
others that the latter still have jobs and, hence, receive a salary to provide for their
livelihood. Even in cases in which the latter is hardly the case, such as in situations
of modern-day slavery and child work, economic (neo-)liberalism nevertheless
argues that it is better for such people to have a poor wage, than to have no wage
at all, thus implying that people who are exploited by capitalist practices should
above all be grateful for such exploitation and should stop complaining about it.

Precisely this way of reasoning lies at the very core of the so-called “trickle-
down-economics” theory.

In his work “Des embellissements de la ville de Cachemire”, the renowned
French eighteenth century philosopher Voltaire (1694-1778) raised the following
question’'":

Quoi! depuis que vous étes €tablis en corps de peuple, vous n’avez pas encore trouvé le
secret d’obliger tous les riches a faire travailler tous les pauvres!

According to Michel Beaud, the secret Voltaire is referring to is obviously the
capitalist system itself, which enables the rich to force the poor to work longer,
harder and more, in order to get richer themselves.”'?

It should be admitted that societies from ancient history even had a much simpler
and cheaper (albeit even more inhumane) solution for the dilemma of accessing
labor as cheaply as possible, namely slavery.

As aresult, in the economies of Ancient Greece and of the Roman Empire, labor
was mainly performed by slaves.”"?

Consequently, it has hardly been a coincidence that the rise of capitalism in the
United States of America in the seventeenth century went hand in hand with the
re-introduction of slavery, albeit the working conditions in European workshops of
that time (and later: in industrial factories) were hardly any better.

Since then, the battle of ideas going on in numerous Western countries on topics
such as the scale of the wages, working times, retirement age,. . ., often under the
argument that (big) enterprises have to be able to safeguard their competitive
position on the market, is to be placed in its historical perspective that whoever
wants to become rich in a capitalist manner, has always aimed at doing so by, as

shamelessly as possible, exploiting other people’s labor power”'*.

S'Beuchot (1830), p. 356.

512Beaud (1994), p. 76.

S13Galbraith (1987), p. 9.

S¥Eromm (2013) (1 edition of 1961), p. 47:
The entrepreneur accedes to the most depraved fancies of his neighbor, plays the role of
pander between him and his needs, awakens unhealthy appetites in him, and watches for
every weakness in order, later, to claim the remuneration of this labor of love. The man who

has thus become subject to his alienated needs is a “mentally and physically dehumanized
being” (.. .).
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As argued before (see above, at marg. 137 of this chapter), this translates into a
classic economic law known as “the law of Ricardo on wages” or “the Iron Law of
the Wages™'".

By more contemporary neo-liberal authors such as, for instance, Brook and
Watkins, the classic capitalist approach referred to under the previous marg.
163 of this chapter is still being defended in our times, a.o. by referring to the
theory of “voluntary association”, basically holding that anyone who is exploited
undergoes such a fate out of his own free will:

When Wal-Mart employees agree to work for nine dollars an hour, that is voluntary
association — they are free to look for higher pay elsewhere.'®

One should hereby bear in mind that the capital providers of “Wal-Mart™'” are
by far one of the richest families in the world (see Further Illustration 3.25,
mentioning that in the Forbes ranking for 2014, Christy Walton was in 8th position,
Jim Walton in 9th, and Alice Walton in 10th position; in the Forbes 2015-ranking,
Christy Walton and Jim Walton managed to keep their place, albeit Alice Walton
had “fallen back” to the 11th place”'®); the sum of their respective assets would, by
far, put them in first place in this ranking, with an estimated joint fortune of over
115 billion USD.

When evaluating the type of argumentation developed by Brook and Watkins,
one should furthermore bear in mind that, most likely dating back to the works of
John Stuart Mill (see above, at marg. 138 of this chapter), neo-liberal authors
consider the principles of “individual property” and “individual freedom” almost
as sacred’'”, and consistently try and justify all excesses of capitalism by referring
to this type of abstract concepts of societal organization; for instance, Ayn Rand
herself has vigorously defended the doctrine of the “voluntary association” as being
the sole principle that may determine human relations.”*°

We will not offer ourselves an opinion on the question whether said neo-liberal
authors would go as far as holding that the theory of “voluntary association” also
applies to the phenomenon of, for instance, African child slaves.

To our opinion, in the present-day neo-liberal world which after centuries of
shameless exposition to capitalist practices is characterized by vast inequalities and,
consequently, also by vast unequal opportunities and where mainly the living and
social conditions in which a person is born determine his chances in life, the appeal
to abstract concepts such as the “voluntary association” theory makes no sense
whatsoever, unless for those who consider society as no more than a gathering of

313Galbraith (1987), p. 84.

318Brook and Watkins (2012), p. 127.

517See furthermore Stiglitz (2006), p. 192.
51blhttp://www.forbes.com/billionaires/list/Z/#version:static; last consulted on January 22" 2016.

S19As explained before, this dates back to the works of the classic liberal author John Stuart Mill
(see above, at marg. 138 of this chapter).

320See Rand (2008), p. 11; Rand (1992), p. 114.
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competing selfish individualists in a process where he who is already the strongest
(in terms of wealth, connections, power, prestige, etc.) to begin with, will and
should always end up becoming even stronger to the detriment of the poorer and
weaker.”?!

It is nevertheless this kind of unbridled selfishness and individualism which
neo-liberal authors continue to outline as the leading principles of societal organi-
zation 22 (which explains, to a large extent, the disastrous outlook of the current
world economy and its social order).

Ayn Rand’* has even dared to argue that the aforementioned abuses, such as
child labor, are not at all the result of processes of capitalism (but, for instance in the
case of child labor, to parents forcing their children to work>**) and that economic
neo-liberalism has not caused such abuses, but has on the contrary contributed to
preventing them.

The same author, furthermore, has held that (at least historical) child labor has
not been as problematic as pictured, using different arguments such as: the fact that
it is parents who force their children to work; that the work these children do is easy
work (namely: passively observing a machine, without doing anything else, except
replacing a broken cable from time to time), and that, through such child labor, the
prosperity of the family the children belong to increases. . .>%

34.3.1.1.3 Illustration: Remuneration Practices of CEO’s and the Likes

A further striking illustration of how the unbridled pursuit of money principle keeps
challenging one’s imagination and which up to day keeps prevailing within West-
ern (and Western inspired) economies is the large difference in, on one hand, the
remunerations that are paid to CEOs (and similar executive positions) and capital
providers of (large) enterprises, and, on the other hand, the remuneration paid to the
rest of the people employed by such enterprises (“the large working masses™). ¢

With regard to 2014 CEO remuneration in its broad sense (thus including, for
instance, payment in shares and share options and bonuses, in addition to a fixed
salary) within Europe, the United Kingdom showed itself the leading country: large
corporations with a balance total of over 5 billion euro were reported to pay their CEOs
on average 4.7 million euro per year. The second place in this 2014-ranking was taken
by Germany, with an average of 3.1 million 