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PREFACE 

The 2000s were an extraordinary period for finance in terms of prices, profits, and volume of 
transactions, but also in terms of influence and arrogance. By the middle of the decade a 
vast  bubble  had  been  inflated  in  the  US  and  the  UK,  the  bursting  of  which  could  not  be  
reliably timed but whose aftermath was likely to be devastating. Trivial as this point might 
seem in 2013, it was almost impossible to convey it at the time to specialists and students of 
finance, and even to activists and socialists. Public perceptions were dominated by the so-
called expert skills of the financial system in ‘slicing and dicing’ risk, and by the putative 
wisdom  of  the  ‘Great  Moderation’  in  inflation  policy.  Structural  crises  were  a  thing  of  the  
past,  or  of  the  developing  world,  not  of  mature  countries,  where  institutions  were  strong  
and economists well trained. It seemed that finance had discovered the perpetuum mobile 
of profit making. 

By the middle of the first decade of the new century, it was also apparent that the 
processes under way amounted to more than financial excess. The bubble reflected 
profound changes in the conduct of non-financial enterprises, banks, and households. After 
years of financial ascendancy, the agents of capitalist accumulation assigned to financial 
operations a weight that was historically unprecedented. Finance was pivotal to profit 
making and to organizing everyday life, but also to determining economic policy as a whole. 
Mature capitalism had become financialized. 

This  book  was  initially  conceived  in  that  context,  and  its  aim  was  to  analyse  the  
ascendancy of finance and the concomitant financialization of capitalism. By bringing to bear 
previous work on money and finance, the intention was to develop a theoretical analysis of 
financialization with clear Marxist characteristics. It was to be a book that would draw on 
Anglo-Saxon political economy and Japanese Uno Marxism, while being familiar with 
mainstream theory of money and finance. It would thus contribute to filling the hole still 
gaping in political economy in this field. 

As is often the case with plans of this sort, reality intervened. In August 2007 the US 
money market had a heart attack, and in August–September 2008 the global financial 
system had a near-death experience. The bubble had indeed burst and a catastrophe was in 
the offing. The destructive influence of finance on the rest of the economy had become 
evident, as had the role of the state in supporting and promoting financialization. More than 
that, however, it soon became clear that this was a structural crisis that would not go away 
quickly. The bursting of the bubble had ushered in a crisis of financialization that cast fresh 
light on the historic transformation of mature capitalism during the preceding decades. It 
became necessary to re-examine the underlying tendencies of financialization, focusing in 
particular on the sources of financial profit. The book would have to be delayed. 
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And then in 2010–2012 the crisis took an even more dangerous turn. States had become 
perilously exposed to debt because recession had reduced tax revenues, while rescuing 
finance had imposed fresh costs on the exchequer. A bubble inflated by private capital had 
resulted in a crisis of public finance. Rising state indebtedness created turmoil of 
extraordinary ferocity in the eurozone, bringing into sharp relief the split between core and 
periphery, pushing several peripheral countries toward default, and threatening a break-up 
of  the  monetary  union.  The  spectre  of  a  gigantic  crisis  hung  over  the  world  economy.  It  
became clear that financialization would have to be rethought still further in view of its 
monetary dimension, particularly the precariousness of its domestic and international 
monetary underpinnings. 

The crisis was far from over at the time of writing this book. However, the temptation had 
to be resisted to delay publication still further in the expectation that other important 
features of financialization would emerge. It was time to submit to the public sphere the 
analysis of the structural and historical content of financialization, even if that meant trying 
to hit a moving target. The monetary and financial aspects of the transformation of 
capitalism during the last four decades have been increasingly discussed by political 
economy, particularly its Marxist strain. This book has a distinctive argument to make 
regarding financialization, including particularly the predatory and expropriating character of 
financial profit and its implications for social stratification. Light could thus be shed on the 
tendency to crisis that has characterized financialization since its inception. 

In  offering  thanks  for  help  with  preparing  this  book,  I  must  first  acknowledge  that  too  
many debts are owed to too many people to thank them all by name. Still, Makoto Itoh must 
be thanked personally, not so much for helping directly but for his unstinting intellectual 
support over many years. If only other senior political economists shared his generosity of 
spirit. I must also thank Tomohiko Sekine for sparing the time to discuss with me difficult 
issues of capitalist accumulation on several occasions. The finer points of Unoist Marxism 
were far easier to grasp with such teachers. Thanks should also be addressed to many other 
Japanese political economists who have been friends, colleagues and interlocutors to me 
over long years. Iroiro to osewa ni narimashite, hontou ni arigatou gozaimashita. 

It is also necessary to thank members of Research on Money and Finance to whom I owe 
intellectual and practical debts. RMF came to life when the bubble of the 2000s burst, and I 
am proud to say that its input in international debate has been significant. Back in 2010, it 
was impossible to imagine the full extent of the storm hitting Europe, but we gave a good 
account of ourselves despite having very few resources. Without the lively spirit of inquiry of 
RMF members, the analysis of financialization would have been much harder to undertake. 
In this respect I should single out Iren Levina whose persistent intellectual curiosity and 
facility with data helped shape the arguments of this book. Special thanks are also due to 
Eugenia Pires, Jeff Powell, Juan Painceira and Jo Michell for help with the bibliography and 
the data despite heavy pressures of life and work. 
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One of the few positive outcomes of financialization has been the resurgence of Marxist 
analysis of money and finance. It is not so long ago that these issues were a minority pursuit 
among Marxist political economists, particularly in the Anglo-Saxon tradition. Things are now 
very different as a new generation is entering the lists. Things are still more different as 
activists  and socialists  have come to realize the specific  gravity  of  finance in contemporary 
capitalism. There are growing political and social demands for an effective response to the 
disasters created by financialization. This book is intended as a theoretical contribution to 
the debate in the hope that it would also contribute to confronting financialization in 
practice. The opposition to contemporary capitalism will only gain if Marxist theory 
continues its resurgence. 

London 

January 2013 
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Part 1 FINANCIALIZATION: THEORETICAL ANALYSIS AND HISTORICAL PRECEDENTS

 

1. INTRODUCTION: THE RISE AND RISE OF FINANCE 

A peculiar crisis 

In the summer of 2007 several mature capitalist economies entered a period of instability of 
historic proportions. The first intimations of economic malfunctioning had appeared in the 
US  in  the  summer  of  2006,  as  the  housing  market  started  to  fall,  demand  weakened,  and  
profitability  took  a  turn  for  the  worse.  But  actual  crisis  conditions  emerged  only  in  August  
2007, after a spasm had traversed the international money markets, making liquidity hard to 
obtain among banks. During the following twelve months, financial conditions became 
progressively worse, while production, consumption, and trade essentially marked time. And 
then, in August–September 2008, a ferocious financial storm broke out: international banks 
failed, credit disappeared, and money became almost impossible to obtain on a private 
basis. 

Collapse of much of the US financial system, and by extension much of global finance, was 
avoided only through state intervention supplying banks with liquidity and capital, all drawn 
from public resources. Nonetheless, the world economy entered a sharp recession in 2008–
2009, at the end of which conditions of rapid accumulation failed to be restored across 
developed countries. On the contrary, the tightness of public revenue due to recession, as 
well as the public expenditures required to rescue finance and forestall economic collapse, 
created large fiscal deficits in several countries. 

The result was the emergence of a crisis of public debt after 2010, which assumed a 
particularly severe form in Europe. The crisis of public debt has had two implications, both 
pregnant with risks for capitalist accumulation across the world. First, it has menaced banks 
holding the public bonds of states that have had difficulties in meeting their obligations; 
hence, the crisis has threatened to return to the financial system whence it has emanated. 
Second, and far more dangerously, the crisis of public debt has directly affected the cohesion 
of the European Monetary Union. If the common currency created by the European Union 
collapsed, it is likely that there would be an unprecedented global disturbance. 

The crisis of the 2000s will prove fertile ground for economic historians for decades to 
come with regard to both its causes and consequences. However, the crisis has already had 
one definite outcome: it has finally lifted the curtain on the transformation of mature and 
developing capitalist economies during the last three decades, confirming the pivotal role of 
finance, both domestically and internationally. Financial capital permeates economic 
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activity, and interacts with financial markets in ways capable of generating enormous profits 
but also precipitating global crises. In terms that will be used throughout this book, 
contemporary capitalism is ‘financialized’ and the turmoil commencing in 2007 is a crisis of 
‘financialization’. 

The economic processes – and the social relations – characteristic of financialization 
represent a milestone in the development of capitalism. The catalyst of crisis in 2007 was 
speculative mortgage lending to the poorest workers in the US during the 2000s, the loans 
being subsequently traded in ‘securitized’ form in global financial markets. It is hard to 
exaggerate what an extraordinary fact this is. Under conditions of classical, nineteenth-
century capitalism it would have been unthinkable for a global disruption of accumulation to 
materialize because of debts incurred by workers, including the poorest. But this is precisely 
what has happened under conditions of financialized capitalism, an economic and social 
system that is much more sophisticated than its nineteenth-century predecessor. 

Financialization has emerged gradually during recent decades, and its content and 
implications are the focus of this book. To be sure, capitalist economies are continually 
restructured due to pressures of competition and to the underlying drive to maintain 
profitability. However, some transformations have a distinctive historical significance, and 
financialization is one of those. The change that has taken place in mature capitalist 
economies and societies since the late 1970s requires appropriate attention to be paid to 
finance. Consider the following features of financialization to substantiate this claim. 

Context and structural aspects of financialization 

Mature capitalism has been historically marked by deep transformations of economy and 
society. Toward the end of the nineteenth century, for instance, there emerged new 
methods of production in heavy industry, accompanied by the rise of monopolistic, joint-
stock enterprises. The change coincided with a long depression, 1873–96, and led to a 
rebalancing of global productive power away from Britain and toward the US and Germany. 
Similarly, at the end of the Second World War, mass consumption emerged across several 
developed countries based on methods of mass production. A long boom occurred, lasting 
until 1973–74, during which production became increasingly dominated by transnational 
monopolistic enterprises, while finance operated under a system of controls domestically 
and internationally. For nearly three decades, the US was the dominant economic force in 
global production and trade. 

The transformation represented by financialization is of a similar order of importance. 
Since the 1970s, there have been profound changes in production methods deriving from 
information and telecommunications technologies. Transnational enterprises have become 
dominant over global production and international trade. The centre of gravity of global 
productive capacity has partly shifted from mature economies in the West toward rising 
economies in the East, primarily China. Meanwhile, the institutional framework of capitalist 
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activity has been altered as deregulation has prevailed in important markets, above all, for 
labour and finance. Throughout this period, accumulation has lacked dynamism in mature 
countries, inequality was exacerbated, and crises have become sharper and more frequent. 

The most striking feature of the period, however, has been the rise of finance, the start of 
which can be usefully placed in the late 1970s. The financial sector had become 
progressively larger in the 1950s and 1960s, while still operating within the regulatory 
framework characteristic of the long post-war boom. However, even by the late 1970s, the 
domestic and international importance of finance remained modest. The three decades that 
followed have witnessed unprecedented expansion of financial activities, rapid growth of 
financial profits, permeation of economy and society by financial relations, and domination 
of economic policy by the concerns of the financial sector. At the same time, the productive 
sector in mature countries has exhibited mediocre growth performance, profit rates have 
remained below the levels of the 1950s and 1960s, unemployment has generally risen and 
become persistent, and real wages have shown no tendency to rise in a sustained manner. 
An asymmetry has emerged between the sphere of production and the ballooning sphere of 
circulation. 

The rise of finance has been predicated on a radical alteration of the monetary framework 
of capitalist accumulation, both internationally and domestically. International monetary 
conditions have been stamped by the collapse of the Bretton Woods Agreement in 1971–73. 
Bretton Woods had enforced the convertibility of the US dollar into gold at $35 to the ounce, 
thus fixing exchange rates during the long boom. Its collapse led to the gradual emergence 
of alternative international monetary arrangements based on the US dollar functioning as 
inconvertible quasi-world-money. The new arrangements have generated considerable 
instability of exchange and interest rates, thereby spurring the growth of international 
financial markets. Growth of international capital flows during the same period, partly in 
response to exchange and interest rate instability, has led to financialization in developing 
countries. Domestic monetary conditions, in contrast, have been marked by the steady 
accumulation of power by central banks as controllers of credit money backed by the state. 
Central banks have emerged as the dominant public institution of financialization, the 
defender of the interests of the financial sector. 

The ascendancy of central banks is hardly surprising, since financialization in general 
would have been impossible without active and continuous intervention by the state. 
Financialization has depended on the state to deregulate the financial system with regard to 
prices, quantities, functions and cross-border flows of capital. Equally, financialization has 
depended on the state to regulate the adequacy of own capital, the management of risk, 
and the rules of competition among financial institutions. Even more decisively, 
financialization has depended on the state to intervene periodically to underwrite the 
solvency of banks, to provide extraordinary liquidity and to guarantee the deposits of the 
public with banks. 
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Ultimately, however, the rise of finance has resulted from changes deep within capitalist 
accumulation. Three characteristic tendencies of accumulation in mature countries have 
shaped financialization as a structural transformation of contemporary capitalism. First, non-
financial enterprises have become increasingly involved in financial processes on an 
independent basis, often undertaking financial market transactions on own account. The 
financialization of industrial and commercial enterprises has affected their profitability, 
internal organization, and investment outlook. Non-financial enterprises have become 
relatively more remote from banks and other financial institutions. Second, banks have 
focused on transacting in open financial markets with the aim of making profits through 
financial trading rather than through outright borrowing and lending. At the same time 
banks have turned toward individual and household income as a source of profit, often 
combining trading in open markets with lending to households, or collecting household 
savings. Third, individuals and households have come increasingly to rely on the formal 
financial system to facilitate access to vital goods and services, including housing, education, 
health, and transport. The savings of households and individuals have also been increasingly 
mobilized by the formal financial system. 

The transformation of the conduct of non-financial enterprises, banks and households 
constitutes the basis of financialization. Examining these relations theoretically and 
empirically, and thus establishing the deeper content of financialized capitalism, is the main 
task of this book. The concepts and methods deployed for the purpose derive from Marxist 
political  economy.  To  summarize,  the  capitalist  economy  is  treated  as  a  structured  whole  
that comprises different spheres of activity – namely production, circulation, and 
distribution – among which production is dominant. Both production and circulation possess 
their own internal logic, even though the two spheres are inextricably linked. Production 
creates value; its motive is profit (surplus value) deriving from the exploitation of labour; its 
aim is the accumulation of capital. Circulation does not create value; it results in profits, but 
these derive mostly – though not exclusively – from redistributing surplus value. Finance is a 
part of circulation, but also possesses mechanisms standing aside commodity trading and its 
corresponding flows of money. The traded object of finance is loanable money capital, the 
cornerstone of capitalist credit. Production, circulation and distribution give rise to class 
relations, pivoting on the ownership of the means of production, but also determined by the 
appropriation of profits. 

Financialization reflects a growing asymmetry between production and circulation – 
particularly  the  financial  component  of  the  latter  –  during  the  last  three  decades.  The  
asymmetry  has  arisen  as  the  financial  conduct  of  non-financial  enterprises,  banks  and  
households has gradually changed, thus fostering a range of aggregate phenomena of 
financialization. A telling aspect of the transformation has been the rise of profits accruing 
through financial transactions, including new forms of profit that could even be unrelated to 
surplus value. This process is summed up as ‘financial expropriation’ in subsequent chapters. 
New social layers have emerged as financial profit has burgeoned. 
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Financial markets and banks 

It might seem paradoxical at first sight to associate financialization with the conduct of 
banks, given that the rise of finance has had far more extravagant aspects. Financialization, 
for  instance,  appears  to  relate  more  to  the  global  spread  of  financial  markets,  the  
proliferation of traded financial instruments, and the emergence of novel, market-related 
financial transactions, rather than to the behaviour of banks. Compared to the expanding 
and rapidly changing world of financial markets, banks seem old-fashioned and even staid. 
And yet, as is shown in the rest of the book, banks have been a decisive factor in the 
financialization of capitalism. Banks remain the cornerstone of contemporary finance and 
several of the most visible market-related features of financialization emanate from banks. It 
is not accidental that the crisis of financialization in the late 2000s has revolved around 
banks rather than other financial institutions. 

To establish the importance of banks in the course of financialization consider some 
general features of the derivatives markets, arguably the most prominent financial markets 
of recent years.1 Simply  put,  a  derivative  is  a  contract  that  establishes  a  claim  on  an  
underlying  asset  –  or  on  the  cash  value  of  that  asset  –  which  must  be  executed  at  some  
definite point in the future. The underlying asset could be a commodity, such as wheat; or 
another financial asset, such as a bond; or a financial price, for example the value of a 
currency; or even an entirely non-economic entity like the weather. The units of the 
underlying asset stated on the contract and multiplied by the spot price define the notional 
value of the derivative. Historically, derivatives have been associated with agricultural 
production: a forward or a futures contract would specify the quantity and price of an 
agricultural commodity that would be delivered at a definite point in the future. A forward 
contract would be a private agreement between two parties agreeing to trade some specific 
output at a certain price and time (e.g., the wheat produced by one of the contracting 
parties); a futures contract would also be a private agreement between two parties but the 
commodity traded would be generic (e.g., any wheat of a certain type and quality). 

Capitalist farmers could use derivatives to hedge against unforeseen fluctuations in the 
price of output. In addition to hedging, derivatives could also be used to speculate on the 
future movement of prices, or to arbitrage among different markets exhibiting unwarranted 
price divergences in the underlying asset. Thus, the standard way of introducing derivatives 
in textbooks is as instruments that make for hedging, speculation or arbitrage among market 
traders.2 Derivatives markets are typically perceived as spontaneously emerging entities 
which supplement the services offered by the markets in underlying assets, and hence 
improve the efficiency of the capitalist economy. 

Even with this simple definition of derivatives, a key distinction is apparent – one between 
a contract that meets the specific conditions of two counterparties (a forward) and a 
contract  that  is  more  generic  and  could  be  traded  freely  in  open  markets  (a  future).  The  
former is similar to an over-the-counter derivative, the latter to an exchange-traded 
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derivative. They represent two different ways of undertaking the trading process – the 
forward depends on the specific decisions of the trading parties, the future depends on the 
impersonal and ‘third’ institution of the ‘exchange’ which organizes the trading. The 
‘exchange’ standardizes futures contracts, steps between buyers and sellers to clear 
purchases and sales by the counterparties and, critically, demands a daily ‘margin’ in cash as 
protection from failure to meet contracted obligations at maturity. 

The most important development in the evolution of derivatives trading in recent years 
has been the move to cash settlement of the contract, thus freeing the counterparties from 
the need to deliver the underlying asset.3 On this basis, derivatives have become essentially 
a punt on the future direction of the price of the underlying asset that is subsequently 
settled in cash. Consequently, the trading of derivatives has come to include underlying 
assets that could never be delivered, such as a stock market index. In effect, the derivative 
has become what could be called a contract-for-differences – an agreement between buyer 
and seller to exchange the difference between the current value of a share, currency, 
commodity,  or  index and its  value at  maturity  of  the contract.  If  the difference is  positive,  
the seller pays the buyer; if it is negative, the buyer is the one who loses money. Profit, in 
this context, depends on the difference between a fixed financial parameter and its 
uncertain value in the future.4 

Spurred by cash settlement, the growth of derivatives markets in the years of 
financialization has been breathtaking: from practical irrelevance in the 1980s, their notional 
sum in 2011 was in the vicinity of 700 trillion US dollars for over-the-counter and probably a 
similar sum for exchange-traded derivatives.5 Yet, at the core of the enormously expanded 
derivatives markets lie a few international banks, which have also been one of the driving 
forces of financialization. Banks are the pillar of contemporary derivatives markets both as 
market-makers – as agents who stand ready to buy and sell at all times – and as organizers 
of the basic structure of derivatives markets, as is shown in the following section.6 

Expanding derivatives markets, dominant banks 

At the end of 2010 both exchange-traded (ETD) and over-the-counter (OTC) derivatives 
markets had become enormous, as is shown in table 1. 

TABLE 1 Derivatives markets and global output, US $tn, end of 2010 

Indicator US $ Stock/flow 

Global GDP 63 tn/annum Flow 

Global stock market capitalization 55 tn Stock 

OTC notional outstanding 601 tn Stock 
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OTC IR and FX turnover 4.5 tn/day Flow 

ETD turnover 8.1 tn/day Flow 

ETD outstanding 83 tn Stock 

 

Source: Adapted from Lindo (2013); IMF (2011); BIS (2010b, 2011) 

Indicators of the size of derivatives markets are difficult to construct and even more 
difficult to compare against other magnitudes.7Table  1 measures the size of derivatives 
markets in terms of the notional outstanding amounts for both over-the-counter and 
exchange-traded derivatives, the former being much greater than the latter mostly because 
the ‘exchange’ regularly terminates offsetting trades, while termination does not generally 
take place in the over-the-counter market. The table also shows turnover, which is a further 
indicator of the size and the importance of these markets. Turnover in the over-the-counter 
market is shown only in terms of interest-rate (IR) and foreign-exchange (FX) derivatives 
because of data availability. For comparison the table also shows global GDP as well as global 
stock market capitalization. 

It is apparent that notional and turnover figures in derivatives markets absolutely dwarf 
the rest, even bearing in mind that some indexes are of stocks while others are of flows and 
cannot be compared directly. The exceptional magnitude of the derivatives markets is the 
result of astounding growth during the last two decades. The rate of growth for the over-
the-counter market, in particular, has been startling: from the end of the 1980s to the end of 
the 2000s the notional outstanding appears to have doubled every two or three years for 
most of the period. 

Consider now the role of banks in these enormous markets. The importance of banks is 
most apparent in the over-the-counter market, which naturally lacks the organizing role 
played by the ‘exchange’ in the exchange-traded market. Banks function as market-makers, 
that is, as agents that stand ready to buy and sell in the over-the-counter market; they are 
the dealers that are integral to market functioning. Banks also provide the necessary market 
infrastructure through vital market institutions such as the International Swaps and 
Derivatives Association (ISDA). Table  2 classifies  over-the-counter  transactions  in  terms  of  
the counterparties, which are split into dealer banks, other financial institutions, and non-
financial customers.8 

TABLE 2 Over-the-counter derivative nominal outstanding amount by counterparty, US $tn, 
June 2011 
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Source: Adapted from Lindo (2013); BIS (2011). Approximately US $50tn is not allocated either because it refers to commodity derivatives, 
or because it represents adjustments in BIS statistics. 

In practice, over-the-counter derivatives function as banking instruments. Almost a third 
of the trading in over-the-counter derivatives in 2011 took place in dealer-to-dealer 
transactions, while all transactions had at least one dealer bank as a counterparty. There 
were, perhaps, seventy sizeable dealer banks in about twenty countries transacting with 
many thousands of end users of derivatives; indeed, concentration appears to have been 
even greater than that, and perhaps fifteen to twenty dealers controlled the overwhelming 
bulk of over-the-counter trading across the world.9 These dealers were large global banks 
that were also fundamental to financialization. The same banks were among the largest 
participants in the exchange-traded markets, though data is hard to obtain for the latter. 
There is no doubt, however, that the large dealer banks were heavily involved in the 
management of the ‘exchanges’, including determination of risk management procedures 
and ‘margin’ levels. 

Given the dominant presence of banks in the derivatives markets, it is hardly surprising 
that banks have encouraged the broadening of derivatives trading to include underlying 
assets with which they are most familiar – financial securities. Table 2 shows that less that 
10 percent of over-the-counter transactions actually involved non-financial enterprises: the 
great bulk comprised transactions that took place among financial institutions, and thus 
referred  mostly  to  financial  derivatives.  In  fact,  growth  in  the  derivatives  markets  has  
generally been dominated by interest-rate and foreign-exchange derivatives; since the early 
2000s  the  strongest  growth  has  been  in  credit  default  swaps  (CDS),  which  are  briefly  
discussed in Part III of this book.10 

The price of financial derivatives depends, among other factors, on the rate of interest, 
and the rate that is typically used to value most financial derivatives is the London Interbank 
Offered Rate (LIBOR). The LIBOR is determined by a committee comprising several of the 
banks that dominate the derivatives markets; its determination involves the simple 
averaging of interest rates (excluding outliers) submitted by LIBOR committee banks daily. 
These  are  rates  at  which  the  LIBOR  banks  think  that  they  can  borrow  from  each  other,  
although no LIBOR bank is obliged to undertake borrowing at the submitted rate. The LIBOR 
acts  as  a  rate  of  interest  that  determines  the  value  of  derivatives,  but  it  is  not  a  rate  of  
interest  in  the  normal  sense  since  no  actual  transactions  need  to  take  place  at  the  rates  
declared by the committee banks. 
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In short, the banks that dominate derivatives trading are also the banks that set the 
interest rate at which derivatives are traded and valued, although the banks are not obliged 
to trade at the declared rate. No wonder, then, that one of the most egregious scandals of 
financialization appears to be the manipulation of the LIBOR by large dealer banks, a matter 
which has been under police investigation since 2010. The problem is not a few ‘rotten 
apples’ amidst the LIBOR committee, criminally colluding with each other and with brokers 
to influence the LIBOR. Rather, a deeply flawed structure has allowed dealer banks to 
dominate derivatives markets while effectively manipulating the terms of derivatives 
trading.11 

Banks are at the heart of the derivatives markets which have been such a prominent 
feature of financialization. Derivatives markets rely on banks, in particular on the price-
making skills and general organizational capabilities of banks. Indeed, banks are so dominant 
in derivatives markets that they are even capable of manipulating the key rate on the basis 
of which derivatives prices are formed. The vast growth of derivatives markets reflects in 
part  the  turn  of  banks  toward  trading  in  open  financial  markets,  which  is  one  of  the  
fundamental tendencies of financialization. In sum, at the root of financialization lie the vast 
banks of mature and other economies. The theoretical and empirical analysis of 
financialization in the rest of this book, therefore, focuses on banks as well as non-financial 
enterprises and households. 

Organizing the analysis 

Part  I of  this  book  lays  out  the  broad  parameters  of  financialization  and  develops  an  
appropriate theoretical framework for its analysis by drawing on Marxist political economy. 
Specifically, Chapter 1 introduces the topic, following which Chapter 2 reviews the literature 
on  financialization  by  going  back  to  Paul  Sweezy,  Harry  Magdoff  and  the  Monthly Review 
current as well as discussing other Marxist approaches, including Giovanni Arrighi, and the 
French Regulation School. The literature reviewed also covers post-Keynesian, sociological 
and  political  approaches  to  financialization.  The  aim  of  the  review  is  to  substantiate  a  
theoretical approach to financialization, also outlined in Chapter 2, which focuses on the 
previously mentioned fundamental tendencies – namely the involvement of non-financial 
enterprises in financial transactions, the turn of banks toward trading in open markets and 
transacting with households, and the increasing implication of households in the operations 
of the formal financial system. 

Chapter 3 then considers the historical antecedents of financialization by discussing the 
first major period of financial ascendancy in mature capitalism which took place in the late 
nineteenth and early twentieth century. To be precise, Chapter 3 examines the classical 
Marxist  literature  on  finance  capital  and  imperialism  that  emerged  at  the  turn  of  the  
twentieth century. Drawing on the work of Rudolf Hilferding, it is argued that the premises 
and method of classical Marxist theory are capable of sustaining the analysis of 
contemporary financialization. Some of the concepts deployed in the older Marxist debates, 
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including that of finance capital, are not directly applicable to current conditions, but the 
analytical approach of classical Marxism remains of decisive importance. 

On this basis, Part II develops the analysis of financialized capitalism both theoretically 
and empirically. Chapter 4 discusses the monetary basis of financialization in line with the 
distinctive feature of Marxist political economy to treat the theory of money as a foundation 
for the theory of credit and finance. Particular attention is paid to the evolution of the form 
of money in the course of financialization, including the emergence of electronic money. The 
dominant contemporary form of money is credit money that also incorporates fiat money 
issued by the state; this form of money is the basis for the ascendancy of central banks in 
financialized capitalism. Chapter 4 also pays close attention to the peculiar form taken by 
world money in conditions of financialized capitalism, exemplified, above all, by the US 
dollar. 

Chapter 5 considers capitalist finance from first principles by examining the relationship of 
borrower to lender, the concept of loanable capital, the character of banking capital, and the 
structure and role of the financial system in capitalist accumulation. The approach to finance 
adopted  in  this  book  draws  on  three  strands  of  economic  thought:  classical  Marxism,  
contemporary Anglo-Saxon political economy, and Japanese Marxism. 

Chapter 6 then turns to the problem of financial profit. This form of profit has grown 
enormously in the years of financialization, but it has not been explicitly analysed by Marxist 
or other political economy. Drawing on Hilferding’s notion of ‘founder’s profit’ the chapter 
shows that financial profit derives primarily from surplus value but could also originate in 
any  money  flow  or  stock  associated  with  finance.  In  this  vein,  financial  profit  could  arise  
from financial expropriation relating to households but also to holders of loanable capital in 
general. More broadly, it is argued that financial profit reflects the ancient predatory 
dimension of finance which, far from disappearing, has been re-strengthened in financialized 
capitalism. 

Part III subsequently turns to empirical and historical analysis of financialization, above all, 
to its emergence, characteristic features, tendency to crisis and reliance on state 
intervention. Chapter 7 lays out the historical terrain of financialization by reviewing 
literature and empirical evidence on the transformation of capitalist economies since the 
1970s. The focus is exclusively on the domestic economies of the US, Japan, Germany and 
the UK, a group of countries that also allows for conclusions to be drawn regarding the 
traditional distinction between capital market–based and bank-based financial systems. 
Particular attention is paid to productivity, profitability, and inequality, as well as to the role 
of the state in supporting financialization, above all, through the central bank. 

Chapter 8 examines more closely the financialization of productive capital and the 
financialization of household income in light of the transformation of banks. Empirical 
evidence is mobilized to demonstrate the changing relations among industrial and 
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commercial capital, banks, and households in financialized capitalism. It is further shown 
that the sources of profitability have changed, shifting toward the sphere of circulation and 
raising the prominence of financial profit. Finance has been able to extract profits directly 
and systematically from salaries and wages, thus shaping financial expropriation. Finally, the 
extension of financialization to developing countries is also briefly considered in the context 
of international capital flows and the entry of foreign banks into developing countries. The 
result has been a different form of financialization in developing countries, subordinate to 
that in mature countries. 

On this basis, Chapter 9 considers to the tendency to crisis that has marked 
financialization. It is shown that a pure financial bubble occurred in 2001–2007, with limited 
impact on real accumulation. Growing personal indebtedness and the extraction of 
investment banking profits characterized the bubble. Moreover, the crisis that broke out in 
2007 represents a systemic failure of private banking in terms of liquidity, solvency, 
information gathering and risk management. Potentially the most serious twist in the crisis, 
however, has been the threat to the European Monetary Union once public finance had 
come under pressure. Financialization in Europe has entailed the introduction of the euro as 
a competitor to the dollar for the role of world money. The result has been the emergence 
of a division between core and periphery in the eurozone – the latter bearing the brunt of 
the crisis. If default and exit from the eurozone occurred for peripheral states, the monetary 
union would receive a body blow with severe implications for financialization across the 
world. 

Finally, Chapter 10 considers the regulation of finance and the role of state intervention in 
the course of financialization. Finance was systemically regulated in the 1950s, 1960s and 
much of the 1970s in terms of prices, quantities and functions of the financial institutions, 
but these regulations were lifted in the years that followed. Extensive re-regulation of 
finance has taken place in the decades of financialization, but it has been regulation of 
financial institutions rather than of the financial system as a whole. Regulation has generally 
focused on the liability side of the balance sheet, particularly on the own capital of banks, 
typified by the three Basel Accords. This mode of regulation has manifestly failed to protect 
banks  and  to  prevent  instability.  Still,  state  intervention  in  the  form  of  liquidity  provision,  
deposit guarantees and implicit guarantees of the solvency of financial institutions has 
prevented a generalized collapse of finance in the late 2000s. The crisis and the failure of 
existing regulation have posed afresh the issue of reintroducing systemic regulation of 
finance as well as re-establishing public banks as a foundation for contemporary finance. 
With transparency and democratic accountability, public intervention in the realm of finance 
could begin to turn the tide against financialization. 

1 Derivatives are also discussed in subsequent chapters but mostly in the context of the crisis of the 2000s and 
not in and of themselves. There is scarce theoretical and empirical work on derivatives in the tradition of 
political economy, including Edward LiPuma and Benjamin Lee, ‘Financial Derivatives and the Rise of 
Circulation’, Economy and Society 34:3,  2005;  Dick  Bryan  and  Michael  Rafferty,  Capitalism with Derivatives, 
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Basingstoke: Palgrave Macmillan, 2006; Duncan Wigan, ‘Financialisation and Derivatives: Constructing an 
Artifice of Indifference’, Competition and Change 13:2, 2009; some of this work will be discussed in subsequent 
parts of this book. Jan Toporowski’s work in the post-Keynesian and Kaleckian tradition has analysed 
derivatives as an integral element of the financial inflation of the period (The End of Finance, London: 
Routledge, 2000). Among economic sociologists Donald MacKenzie has shed light on risk management, 
valuation theory, and derivatives as instruments boosting exchangeability (An Engine, Not a Camera, 
Cambridge,  MA:  MIT,  2006;  see  also  Donald  MacKenzie  and Yuval  Millo,  ‘Constructing  a  Market,  Performing  
Theory’, American Journal of Sociology 109:1, 2003). 

2 Shelagh Heffernan, Modern Banking in Theory and Practice, New York: Wiley, 1996. 

3 MacKenzie, An Engine, Not a Camera. 

4 Toporowski, The End of Finance, p. 96. 

5 Bank for International Settlements (BIS), ‘Triennial Central Bank Survey of Foreign Exchange and Derivatives 
Market Activity in 2010 – Final Results’, December 2010; and BIS, ‘Semiannual OTC Derivatives Statistics at End-
June 2011’, 2011. 

6 This fundamental point is developed with exemplary acuity by Duncan Lindo, ‘Political Economy of Financial 
Derivatives: The Role and Evolution of Banking’, unpublished PhD dissertation, School of Oriental and African 
Studies, University of London, 2013. 

7 Ibid., for a discussion of the figures, the nature of the data and the problems involved. 

8 Ibid., for further discussion of methodology and data. 

9 Ibid. 

10 Note that the term ‘financialization’ has been increasingly deployed in relation to global commodities 
markets, including agricultural commodities (for instance, Annastiina Silvennoinen and Susan Thorp, 
‘Financialization, Crisis and Commodity Correlation Dynamics’, Research Paper 267, Quantitative Finance 
Research Centre, University of Technology Sydney, 2010). The meaning of financialization is quite vague in this 
context, but it seems to refer to the extraordinary weight of financial institutions using speculative derivatives 
strategies in commodities markets. By implication, price distortions have emerged as commodities futures 
prices became increasingly correlated with capital market indexes and other financial asset prices (Ke Tang and 
Wei Xiong, ‘Index Investment and Financialization of Commodities’, Princeton University, March 2011; David 
Biccheti and Nicolas Maystre, ‘The Synchronized and Long-Lasting Structural Change on Commodity Markets’, 
MPRA  Paper  No.  37486,  UNCTAD,  2012).  In  ‘financialized’  commodities  markets  prices  tend  to  reflect  the  
profit-making activities of financial institutions and other derivatives players, rather than underlying ‘real’ 
factors. 

11 For an outstanding analysis of the processes involved – of ‘endogenous deception’ emerging as banks make 
LIBOR bids  on  the  basis  of  what  they  expect  other  banks  to  bid  –  see  Alexis  Stenfors,  ‘LIBOR as  a  Keynesian  
Beauty Contest: A Process of Endogenous Deception’, Discussion Paper no. 40, Research on Money and 
Finance, 2012; and Alexis Stenfors, ‘LIBOR Games: Means, Opportunities and Incentives to Deceive’, Discussion 
Paper No. 39, Research on Money and Finance, 2012. 
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2. ANALYSING FINANCIALIZATION: LITERATURE AND THEORY 

The term ‘financialization’ has been widely deployed in political economy, sociology, 
geography, political science, and increasingly in popular debate, since the late 1990s. Its 
prominence evidently reflects the ascendancy of finance for more than three decades. And 
yet, there is no universally accepted notion of financialization within social science; the term 
might be increasingly used, but its meaning remains elusive. 

In this respect, financialization is reminiscent of ‘globalization’, another term that began 
life modestly in the 1990s but has subsequently had a meteoric career in academic and 
popular discourse. Broadly speaking, globalization refers to the growth of the world market, 
the expansion of international financial markets, the increasing interpenetration of 
economies via foreign direct investment, the rise of global flows of lending, and a host of 
related phenomena in the world market during the last three decades. Nonetheless, the 
content of globalization has never been precisely defined, even though the term has been 
widely deployed in the realm of political theory, international relations, cultural theory, and 
so on.1 

It would facilitate discussion of financialization in the rest of this chapter if three broad 
points  regarding  its  relation  to  globalization  were  established  at  the  outset.  First,  the  
concept of globalization has emerged outside the broad terrain of Marxist political economy 
and was initially viewed with considerable scepticism by Marxist theorists.2Financialization, 
in contrast, has Marxist origins and its birthmarks have remained evident even when the 
term has been deployed by different intellectual traditions, as is shown below. 

Second, despite its enormous general popularity, globalization has never gained more 
than limited acceptability within mainstream economics. Similarly, financialization has so far 
made negligible inroads into mainstream economics. This is perhaps not surprising given 
that the dominant paradigm of neoclassical economics remains extremely conservative in 
approach, outlook and methods. Both globalization and financialization are by nature 
systemic concepts that do not easily admit of technical formalization within the framework 
of individual rational choice, which is the preferred method of neoclassicism. 

Third and perhaps most important, several key features of globalization relate to finance, 
including flows of lending becoming global, financial institutions engaging in global 
operations, and capital markets attaining global reach. At the core of the period of 
globalization can be found the ascendancy of finance, i.e., exactly the phenomenon that 
financialization aims to capture. Interestingly enough, financialization admits of a far more 
precise  theoretical  definition  than  globalization,  as  is  shown  in  the  rest  of  this  book.  The  



 20 

deeper character of the transformation of capitalism during the last three and more decades 
can be more easily captured by focusing on financialization rather than globalization. 

Note, finally, that there is also a positive side to the lack of a generally agreed theoretical 
content for financialization in the literature. For, by exploring the differences among the 
various approaches to financialization, light can be thrown on the multiple aspects of 
financial ascendancy, as well as on the evolution of finance in recent decades. Reviewing the 
relevant literature in the rest of this chapter provides the foundations for a theory of 
financialization from the perspective of political economy. 

Thus the following section considers several approaches to financialization and the 
general rise of finance, on the basis of which a theoretical view of financialization drawn on 
Marxist political economy is put forth on this page, this page. To be more specific, and as 
was already mentioned in Chapter 1, financialization amounts to a systemic transformation 
of advanced capitalist economies pivoting on changes in the underlying conduct of non-
financial enterprises, banks, and households. First, non-financial enterprises have become 
broadly involved in the realm of finance, often undertaking financial transactions 
independently. Financialization represents the opening of more space between non-financial 
enterprises and banks, with a lessening of mutual dependence among the two. Second, 
banks have directed their activities toward trading in open financial markets and dealing 
with households. Third, individuals and households have become heavily implicated in 
finance in terms of both borrowing (such as for housing and general consumption) and 
holding assets (such as for pensions and insurance). In chapters 7 and 8, this theoretical 
argument is considered in further detail and submitted to empirical investigation. 

Roots in Marxist political economy 

The concept of financialization is closely associated with Marxist political economy, whether 
implicitly or explicitly, as even a cursory glance at the literature would reveal. First, it hints at 
an epochal change of capitalism, and the latter has traditionally invited Marxist analysis. 
Second, it suggests systemic, or aggregate, transformation of economy and society, which 
has similarly attracted Marxist interest. Third – and here things become much more complex 
– it carries a whiff of disapproval by tacitly suggesting a problematic relationship between 
finance and the rest of the economy. This is, again, broadly consistent with Marxist 
theoretical predilections, but considerable care is required not to lapse into treating finance 
as a parasitical or speculative set of activities, thus assigning to financialization a purely 
pathological character that would be misleading. 

Monthly Review and the absorption of surplus 

Close association of financialization with Marxism goes back at least to the insights advanced 
by the current of Monthly Review.3 For these Marxist authors, financialization is a 
characteristic trend of mature capitalism ultimately deriving from the production of a 
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‘surplus’ that cannot easily be absorbed. Paul Baran and Paul Sweezy in Monopoly Capital, 
the work that is the theoretical cornerstone of the current, argued that as capitalism 
matures it becomes dominated by monopolies.4 Under conditions of monopoly capitalism, 
the exploitation of labour results in an ever-expanding surplus of value. An intractable 
problem is thus created because the surplus cannot be easily re-absorbed through 
consumption and investment by the productive sector, or via wasteful activities associated 
with sales, or even through state spending, including for armaments. 

The  idea  of  problematic  ‘surplus  absorption’  is  clearly  related  to  the  more  standard  
Marxist  theory of  the tendency of  the rate of  profit  to fall  as  a  result  of  rising productivity  
and technical progress, but there are also important differences. The tendency of the rate of 
profit to fall, as proposed by Marx, contains both a secular and a cyclical aspect; equally, for 
Marx,  there  are  (‘countervailing’)  tendencies  that  raise  the  rate  of  profit  operating  as  
necessarily and automatically as the tendencies that depress the rate of profit.5 The 
capitalist economy is thus caught in the ceaseless swing of a pendulum that moves between 
high and low profitability for reasons arising from the intrinsic nature of production, 
circulation and distribution. 

In contrast, surplus absorption is a tide that flows but rarely ebbs: the normal state of the 
monopolistic capitalist economy is to be overwhelmed by surplus.6 It follows that methods 
must emerge through which the surplus would be absorbed, either in production or in 
consumption, because it would otherwise lead to stagnation of the productive sector. For 
this reason, monopoly capitalism is characterized by unproductive consumption, including 
advertising, military expenditure, and even pure waste, that absorb the surplus.7 This 
argument has evident affinities with the Keynesian analysis of deficient aggregate demand, 
as has been openly acknowledged by Baran and Sweezy.8 

From the perspective of Monthly Review, the theory of surplus absorption offers a ready 
explanation for the epochal events of the mid-1970s and the subsequent emergence of 
financialization: by the 1970s, surplus absorption had become problematic, crisis had burst 
out, and the spectre of stagnation hung over mature capitalist countries. As a result, capital 
began  to  search  for  refuge  in  the  sphere  of  circulation  and,  above  all,  in  the  speculative  
activities  of  finance.  Financialization  has  emerged  as  a  decisive  way  of  absorbing  the  
investible surplus that inundated the sphere of production by chanelling it to the realm of 
finance.  More  broadly,  financialization  is  one  of  three  epochal  trends  of  capitalist  
accumulation in the twentieth century, together with the slowing down of the rate of 
growth and the rise of monopolistic multinational corporations.9 

The approach of Monthly Review to financialization has several remarkable strengths. The 
expectation that the structure of mature capitalist economies would shift in favour of 
finance in the final decades of the twentieth century was strikingly prescient, particularly in 
view of the relative absence of financial analysis in Sweezy’s work, or in the output of the 
current as a whole.10 Equally  striking  is  the  attempt  to  connect  financialization  to  an  
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underlying malaise of the capitalist economy, which Monthly Review has claimed to be the 
failure of surplus absorption. Finally, Monthly Review has presented financialization as flight, 
or escape by capital from the malfunctioning productive sector. This particular aspect of 
Monthly Review’s formulation of financialization can be found in several other approaches, 
irrespective of whether the latter accept ‘surplus absorption’. 

However, Monthly Review has not fully examined the causes of financialization at the level 
of capitalist enterprises and financial institutions, other than to develop the well-established 
Marxist argument of monopolization. The closest that the Monthly Review current has come 
to specifying the changing financial conduct of productive capital has been to argue that 
financial asset prices tend to become inflated as non-financial enterprises direct surplus to 
finance, thus creating a speculative environment.11 Yet,  if  non-financial  capital  has  indeed  
been seeking escape from stagnation by engaging in the speculative activities of finance, it 
follows that industrialists, merchants and bankers must have had economic reasons to 
change their conduct, which have to be specified accordingly. The tendency toward 
monopolization is important in this regard, but also far too general to account for the 
specific character of the financial transformation commencing in the 1970s. 

Monthly Review has broken an innovative path by claiming that financialization reflects an 
epochal shift in the balance between the spheres of production and circulation, in favour of 
the latter. This is an appropriate point of departure for a theory of financialization. The next 
step, however, ought to be an analysis of the altered conduct of the agents of the capitalist 
economy – productive capitalists, bankers, and workers – which has produced the changed 
balance between the two spheres. For, if financialization is not explicitly related to the 
operations of the fundamental agents of the capitalist economy, its content will remain 
unclear. Unfortunately, the output of the Monthly Review current  does  not  offer  the  
requisite analysis, and the same holds for other Marxist work that treats financialization as 
the flight of capital from a stagnating productive sector. For this reason, the examination of 
non-financial enterprises, banks and households takes up much of the rest of this book. 

Arrighi and the epochal trajectory of capitalism 

The epochal aspect of financialization is even more prominent in the work of Giovanni 
Arrighi, which also has strong affinities with Marxist political economy. The original insight in 
connection with Arrighi’s theory, however, goes back to Fernand Braudel’s analysis of the 
longue durée of  capitalism.  In  the  second  volume  of  Civilization and Capitalism, Braudel 
proposed a pattern of recurrent historical rise of finance based mostly on examining the 
expansion of capitalist world trade since the early modern era.12 On  each  occasion  that  
finance has emerged as the ascendant capitalist activity, the ‘sign of autumn’ has marked the 
state power that took the lead in financial development. From this perspective, the 
financialization of a social formation is an omen of its decline. 
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In his Long Twentieth Century, Arrighi adopted Braudel’s insight on the recurrent rise of 
finance, turning it into an argument about the financialization of contemporary capitalism. 
Arrighi’s true interest, nonetheless, lay in elaborating a theory of historical hegemony in the 
evolution of capitalism, as is apparent from his last major work, Adam Smith in Beijing, in 
which discussion of financialization plays only a marginal role. In the Long Twentieth Century, 
Arrighi claimed that the capitalist world economy tends to contain a hegemonic power that 
evolves in a cyclical pattern. Hegemonic powers succeed each other as their prowess in 
production and trade declines, while the sphere of finance grows. Financialization thus 
represents autumn in the cyclical trajectory of a particular hegemonic power. The historical 
path of hegemony has traversed Genoa, the Netherlands, Britain and the US.13 On each 
occasion the newly dominant power has emerged partly through availing itself of the 
financial resources of the declining – and financializing – hegemon. In this light, 
contemporary financialization, including the global crisis that began in 2007, are aspects of 
the long-term decline of US hegemony. 

A degree of caution is necessary at this juncture, particularly in view of the discussion of 
world money and the world market in the present and subsequent chapters of this book. 
Braudel’s work, whence Arrighi’s insight originates, is on a gigantic scale, casting light on the 
evolution of capitalism over several centuries and outlining networks of trade across 
continents. However, from the perspective of theoretical political economy, global 
commerce is one thing, the world market quite another. International commercial 
transactions are a feature of capitalism from its inception since capital is inherently 
international. But the world market as a set of institutions, mechanisms, practices, and 
customs is a creation of industrial, commercial and financial capitals which have become 
dominant in their respective national economies. The logic of theoretical analysis ought to 
run  from  the  national  economy  to  the  world  market  and  not  vice  versa.  This  is  without  
denying that the tendencies emanating from the world market could decisively impact on 
the national economy, as is shown in subsequent chapters. 

The point is far from trivial or abstruse, and has a direct bearing on the analysis of 
financialization.  For  Marxist  political  economy,  the  world  market  is  the  outcome  of  
interactions among advanced capitalist enterprises but also among capitalist states. It 
retains a strongly anarchical element despite the systematic presence of states capable of 
acting as coordinating forces within their respective national economies. The true 
coordinating presence in the world market is world money. However, the manner in which 
world money acts as coordinating force in the world market depends on the form that world 
money takes. A characteristic feature of the world market in the twentieth century has been 
the emergence of non-metallic (and inconvertible) world money issued by particular nation 
states. Financialization is inherently bound up with the US dollar operating as the dominant 
form of world money since the 1970s. 
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With these provisos in mind, two analytically important points stand out in Arrighi’s 
theory. The first is the association of financialization with declining productive vigour and 
thus waning hegemonic power. Arrighi’s theoretical point of departure is different from 
Sweezy and Baran’s ‘absorption of surplus’, but the outcome is similar: the productive sector 
has lost the fire to accumulate as financialization has burgeoned. The epochal turn of the 
capitalist economy toward finance reflects a malaise in the realm of accumulation, while at 
the same time exacerbating the weakness of production and trade. 

The  second  point  –  and  again  similarly  to  Monthly  Review  – is  that  Arrighi’s  analysis  of  
financialization encourages attention to be paid to the returns to capitalist activity: 
financialization is reflected in high profits from financial transactions compared to other 
activities.14 Arrighi’s work does not clearly spell out the mechanisms and patterns through 
which profit derives from finance, but has motivated the path-breaking empirical studies by 
Greta Krippner.15 In Capitalizing on Crisis Krippner is reluctant to treat financialization as an 
epochal transformation of capitalism, preferring to focus specifically on the rise of finance in 
the US, which she associates with the response of the state to crisis conditions in the 1970s 
and 1980s. The innovative aspect of her work, however, is explicitly to link financialization to 
the growing weight of financial profit, including for the non-financial sector. Her work is the 
first systematic attempt to give empirical content to the claim by Monthly Review, Arrighi 
and others that financialization is about capital seeking profits in the realm of finance. 

It is important, therefore, to draw attention to a theoretical issue regarding financial 
profit, which is further discussed in Chapter 6 of this book. The category of financial profit is 
hard to establish, both conceptually and empirically: it is not an accident that the concept 
barely exists either in classical political economy, or in Marxist economics. The source of 
financial  profit  in  terms of  the aggregate flows of  value in a  capitalist  economy is  far  from 
obvious once theoretical analysis moves beyond the simple statement that a ‘surplus’ is 
available which seeks investment in finance. To demonstrate both the nature and the 
sources of financial profit, it is necessary theoretically to examine the activities of non-
financial corporations, banks and individuals – precisely the agents whose conduct defines 
financialization. Much of the rest of this book is concerned with this task. 

The last point to mention is that Arrighi’s theory of financialization suffers from the 
intractable problem of identifying a replacement for the current hegemon, the US. In the 
Epilogue to The Long Twentieth Century Arrighi suggested that Japan might play this role; in 
Adam Smith in Beijing,  he  has  indicated  that  China  might  inherit  the  mantle.16 However, 
neither suggestion works particularly well from the perspective of Arrighi’s theory of 
financialization. A remarkable feature of the last two decades has been the emergence of 
the US as a net borrower, not lender, while much of its borrowing has been precisely from 
Japan and China. The autumn of US hegemony, whether due to financialization or not, has 
coincided with substantial capital inflows to the US including, remarkably, from some of the 
poorest countries in the world. This paradoxical outcome is largely due to the role of the US 
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dollar as world money, which has imposed costs on developing and poor countries. It is also 
an aspect of subordinate financialization examined in various places in the rest of this book. 

Regulation of capitalism through finance 

There are further theoretical approaches of Marxist origin that similarly associate the rise of 
finance with a secular transformation of the capitalist economy, often noting decline or 
stagnation of the sphere of production. This outlook can be found, for instance, in the work 
of the Regulation School which discussed financialization already in the 1990s. The 
regulationist approach to financialization has resulted partly from the search for the new 
‘regime of accumulation’, on the assumption that the old regime of ‘Fordism’ came to an 
end in the 1970s.17 By the second half of the 1990s, Chesnais had already proposed the term 
‘regime of accumulation with financial dominance’, a term that he deployed within a Marxist 
framework, briefly discussed below.18 The Regulation School appropriated the term and 
deployed it extensively within its own theoretical framework. 

For regulationists the crisis of the 1970s and the ensuing period of turbulence have 
resulted from the exhaustion of the elements characteristic of the period of ‘Fordism’ in the 
decades following the Second World War: mass production, rising productivity, and rising 
real wages. Thus, a new regime of accumulation might have begun to emerge based on 
finance. Frédéric Lordon has proposed that a ‘financialized regime of accumulation’ has 
perhaps begun to form around the ascendant realm of finance, replacing the lost material 
basis of Fordist regulation.19 Orléan more clearly proposed the notion of regulation occurring 
through  the  trading  of  capital  in  financial  markets,  an  idea  that  Boyer  has  attempted  to  
model in relation to the operations of the stock exchange.20 Regulation through finance can 
have problematic effects for the performance of accumulation, including rates of growth, 
output and so on.21 In subsequent work Michel Aglietta and Antoine Rebérioux have further 
developed the notion of ‘patrimonial capitalism’ whereby income accrues through 
shareholding and could compensate for stagnant real wages.22 

The theoretical core of regulation theory, including the very notion of ‘regime of 
accumulation’, is at some distance from Marx’s perception of capitalist accumulation 
occurring within a framework of social, juridical, political and other relations which 
ultimately reflect the material realities of production. More significantly, it is debatable that 
the notion of ‘Fordism’ ever accurately captured the character of accumulation in leading 
advanced  countries,  including  in  the  US.23 It  is  important  to  bear  in  mind  the  doubts  
surrounding  the  notion  of  the  ‘Fordist  regime’,  since  the  economy  of  the  US  is  standard  
reference for the regulationists when it comes to financialization. While there is no doubt 
that regulationism was quick to appreciate the systemic importance of the rise of finance in 
recent decades, the specification of the ‘financialized regime’ is even less clear than that of 
the ‘Fordist regime’. It is questionable whether the regulationist view goes beyond a 
reworking of theories of shareholder value and of the dominance of stock markets, briefly 
discussed below. 
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Note, however, that the Regulation School places emphasis on the concrete aspects of the 
regime of accumulation, and is therefore capable of producing typologies of financialization; 
this feature is important to the discussion in the rest of this book. Thus, Joachim Becker and 
Johannes Jaeger have distinguished among, first, productive/financialized accumulation 
determined by the sectoral direction of investment; second, extensive/intensive 
accumulation, determined by whether wage earners consume goods that are obtained 
primarily in the market; third, introverted/extroverted accumulation, determined by the 
orientation of output toward domestic or international markets.24 Along these lines Becker 
et al. have postulated four types of financialization: i) based on ‘fictitious’ capital, by which is 
meant inflation of financial prices; ii) based on interest-bearing capital, meaning expansion 
of banks; iii) ‘elite’, implying the involvement of the bourgeoisie and the upper middle class; 
iv) ‘popular’, indicating that workers have also been drawn into financial operations. 
Irrespective of the validity of these categorizations, distinguishing among varieties of 
financialization is vital to analysing the phenomenon in its totality.25 

Theories of perpetual crisis 

The perception that the rise of finance has been associated with secular stagnation, or 
malfunctioning, of capitalist accumulation is also apparent among Marxist approaches that 
have retained an ostensible allegiance to the theory of the tendency of rate of profit to fall. 
Generally speaking, the underlying assumption of this type of Marxism is that the sphere of 
production in recent decades has been characterized by low and unstable profitability for a 
variety of reasons, including overaccumulation. Capital has therefore sought profits in the 
realm of finance, often through speculative and other transactions. However, the relief 
afforded by financial profit has been at best temporary, the underlying problems in the 
sphere of production have reasserted themselves, and economic crisis has tended to re-
emerge. 

This fundamental outlook is frequently found among Marxist currents with a strong 
political outlook, and which often do not realize their affinities with the tradition of Monthly 
Review. Strikingly, they have helped to establish the notion that the normal state of 
contemporary capitalism is to be in crisis emanating from the sphere of production, which is 
merely ameliorated by measures typically involving the state. A sophisticated version of this 
view has been advanced by Robert Brenner in a series of influential publications.26 
Summarily put, Brenner’s argument links putative stagnation in the sphere of production to 
Marx’s theory of the tendency of the rate of profit to fall. From his perspective, there has 
been sustained overcapacity in production since the 1960s which has exacerbated 
competition and therefore lowered profit rates. Incumbent enterprises, however, have not 
exited the sphere of production, a move that would have destroyed capital and eventually 
led to a resurgence of profit rates. Consequently, advanced capitalist economies have been 
lodged in permanent, if latent, crisis emanating from the sphere of production. The actual 
outbreak of crisis, nonetheless, has been evaded through a variety of measures adopted at 
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different points in time, including exchange rate manipulation and the advance of cheap 
credit by central banks. When the potency of these interventions ran out, as happened for 
instance in 2007, the underlying reality of production manifested itself and the world was 
again plunged into crisis. 

For the purposes of this book, three aspects of Brenner’s analysis merit further attention. 
First, Brenner’s extensive references to the tendency of the rate of profit to fall should not 
obscure the fact that his theoretical explanation of falling profitability relies on the pressure 
of competition on active capitalists, rather than on the changing organic composition of 
capital;  in  this  regard,  Brenner’s  theory  of  profit  differs  decisively  from  Marx’s  and  is  
reminiscent of Smith’s. Linked to this point is that the putative fall in profitability in 
Brenner’s theory is also associated with a fall in real wages, once again distancing it from 
Marx’s theory of the tendency of the rate of profit to fall.27 

Second, Brenner’s view that contemporary capitalism suffers from chronic 
overaccumulation is similar to the approach of Monthly Review. The difference is that 
Brenner has relied on an idiosyncratic interpretation of the tendency of the rate of profit to 
fall which, as was mentioned above, stresses persistent over-capacity among functioning 
capitalists. Sweezy, in contrast, postulated ‘surplus absorption’ which is openly different 
from Marx’s tendency of the rate of profit to fall. A further difference is that Monthly Review 
has explicitly adopted – indeed proposed – the notion of financialization, while Brenner has 
avoided the term, even if he has stressed the role of finance as temporary palliative for low 
profitability.28 

Third, and again similarly to Monthly Review, Brenner has not analysed the financial sector 
as a separate field of capitalist activity with its own internal logic and practices. Brenner’s 
discussion of banks and other financial institutions does not even approach the complexity 
of his analysis of industrial and commercial enterprises. For Brenner, the cheap credit that 
has presumably staved off stagnation on several occasions in recent decades has essentially 
originated in arbitrary decisions by the state operating through the black box of finance. 

The basic outlook of Brenner has been shared by several other Marxist writers, even 
without accepting his core theoretical analysis. Chris Harman and Alex Callinicos, for 
instance, believe that overaccumulation is a chronic condition of contemporary capitalism, 
without subscribing to Brenner’s theory.29 Both defend a version of Marx’s tendency of the 
rate of profit to fall that stresses the rising organic composition of capital, which presumably 
cannot be lowered because modern corporations can successfully resist failure and thus the 
destruction of capital. Financial expansion and credit provision are able to create periods of 
prosperity, but as soon as credit growth runs its course, the underlying stagnation manifests 
itself. Unlike Brenner, however, both Harman and Callinicos accept that financialization is a 
notable trend of contemporary capitalism, even if they do not offer a systematic definition. 

Marxist analyses of the transformation of finance 
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There  has  also  been  much  Marxist  work  on  the  rise  of  finance  that  does  not  necessarily  
relate it to malfunctioning production, but which remains important for the analysis of 
financialization. Several French Marxists, for instance, have traced the rise of finance without 
necessarily subscribing to what might be called the ‘stagnationist’ or ‘permanent crisis’ 
approach. Chesnais was one of the first to study financialization in conjunction with 
globalization and international capital flows, stressing the advancing integration of national 
financial systems.30 Chesnais draws his analytical categories directly from Marx’s analysis, 
but has also paid particular attention to the role of rentiers in mature capitalist economies. 
Thus, he has emphasized the dominance of financial interests – the ‘dictatorship of creditors’ 
– over industrial and other capital which has given to globalization the character of ‘rentier 
capitalism’.31 The influence of Chesnais’s work on the analysis of financialization in this book 
can be easily detected; however, it is argued below that relations between industrial and 
financial capital are not permeated by rentier processes, and the dominant role of finance 
does not amount to the ‘dictatorship of creditors’. 

Gérard Duménil and Dominique Lévy, in a series of empirically based works, have related 
the growth of finance to the rise of neoliberalism, the latter representing a secular 
transformation of the capitalist system.32 From this perspective, financialization has meant 
higher profit rates for the financial sector, while also contributing to greater instability, 
above all,  in  the form of  the crisis  that  broke out in  2007.  However,  for  Duménil  and Lévy,  
financial capital does not dominate industrial capital in the neoliberal era, unlike the first 
period of financial ascendancy at the start of the twentieth century; these writers also make 
the contentious claim that neoliberal capitalism has witnessed a transformation of class 
structure such that a class of owners hold property through financial assets, while a larger 
managerial class draws profits in the form of wages and salaries.33 

The relationship between industry and finance, or more specifically, the financialization of 
non-financial  corporations  has  been  a  major  concern  of  Claude  Serfati.  It  is  particularly  
relevant for our purposes that Serfati rejects the notion of financial interests dominating 
industrial interests in contemporary capitalism. For Serfati, Hilferding’s notion of finance 
capital should be understood more broadly to encompass industrial enterprises that 
undertake financial transactions.34 A similar view has been developed by François Morin who 
has examined the transformation of French enterprises and shown the emergence of a 
financial level of governance within large industrial capitals.35 The financialization of non-
financial enterprises is an aspect of the structural transformation of contemporary 
capitalism that is considered in some detail in Chapter 8 of this book. 

Finally, among French Marxists, Dominique Plihon has proposed the term ‘shareholding 
capitalism’ to capture the rise of finance and the concomitant transformation of capitalism 
in recent decades.36 Plihon has suggested that, at least for France, non-financial enterprises 
have been instrumental to the transformation, including through reliance on retained profits 
to finance investment, issuing financial assets in open markets, and fostering the pre-
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eminent role of institutional investors in contemporary finance. Banks have also been 
transformed by turning to financial markets. Plihon’s arguments, even if exclusively focused 
on France, have strong affinities with the core thesis of this book regarding the nature of 
financialization. 

French writers aside, some of the most pertinent Marxist analysis of the rise of finance in 
recent years has been produced in India, even though these writers have meticulously 
avoided the term ‘financialization’.37 The work of Prabhat Patnaik, in particular, has been 
concerned with the macroeconomic dimension of the rise of finance and the role of world 
money, an issue that is extensively discussed in the rest of this book. For Patnaik, the 
ascendancy of finance has been associated with the centralization of capital, but has not led 
to the re-emergence of Hilferding’s finance capital – that is, to a coalescence of industrial 
with financial interests. Globalized finance is directed to financial markets and has been 
largely speculative.38 

This approach has implications for the classical Marxist theory of imperialism, since the 
global ascendancy of finance has drawn into its orbit poor and developing countries, 
primarily through debt and financial liberalization. For Patnaik, imperialism necessarily 
entails developed countries encroaching on a pre-capitalist periphery and drawing benefits 
in terms of obtaining new markets and keeping wages low.39 International stability is 
predicated upon maintaining the value of world money, namely the US dollar. However, the 
rise of finance has upset the management of domestic demand within the imperialist 
countries, thus enhancing instability. Moreover, the accumulation of debt by the US, partly 
due to lack of direct colonial control, has created additional difficulties in holding the value 
of world money stable. In this context, C.P. Chandrasekhar has examined the mechanisms 
through which a small number of international financial enterprises have intermediated 
global capital flows, while Jayati Ghosh has argued in favour of regulating the domestic 
financial systems of developing countries.40 

From a still different Marxist perspective, Harvey has sought the origin of financial 
expansion in blockages of productive accumulation, which might then be resolved through a 
‘financial fix’ as capital seeks profits in the realm of finance.41 Peter Gowan, on the other 
hand, has put forth the argument that the rise of finance masks a bid for US dominance 
undertaken by the ‘Dollar–Wall Street Regime’.42 The  merit  of  Gowan’s  analysis  is  its  
emphasis  on  the  role  of  the  dollar  as  world  money,  though  Gowan’s  view  that  financial  
expansion and crisis are primarily phenomena of North Atlantic economies – put forth in one 
of his final works – carries little conviction in view of the crisis spreading to the eurozone 
after 2010.43 

A similar point can be made about Leo Panitch and Sam Gindin, who have produced a 
series of works claiming that globalization is a reassertion of US empire in the face of intra-
imperialist rivalries.44 For these writers, financialization is the ‘Americanization’ of finance, 
which has strengthened and universalized US power. Panitch and Gindin stress the 
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importance of the dollar in shaping financialization as well as arguing that the dollar will not 
be easily supplanted by another currency; both of these insights are extensively discussed in 
subsequent chapters of this book. However, financialization represents much more than the 
‘Americanization’ of finance, and it is far from obvious that financialization has strengthened 
the hegemonic position of the US. 

In sum, Marxist political economy, broadly understood, has cast considerable light on 
financialization, although the concept has remained unclear. Other radical currents in social 
science have brought out still further dimensions of financialization, as is shown in the next 
section. Before briefly engaging with non-Marxist approaches to financialization, however, it 
is important to mention one significant conceptual issue which has a bearing on the analysis 
in the rest of this book. 

It is notable that Marxist writings on finance are frequently laced with references to 
Marx’s concept of fictitious capital.45 At  its  core,  this  is  a  technical  idea  amounting  to  net  
present value accounting – that is, to ideal sums of money that result via discounting 
streams of future payments attached to financial assets. These ideal sums correspond to 
financial prices that could fluctuate independently of the money capital originally expended 
to purchase the financial asset in question. In that obvious sense, financial prices, 
particularly those in the stock market, represent fictitious capital.46 

The  notion  of  fictitious  capital  is  capable  of  offering  insights  into  the  operations  of  
capitalist finance and to this purpose it will be deployed in chapters 5 and 6; but it can also 
lead to extraordinary flights of fancy when analysing financial activities. The huge nominal 
values associated with some financial markets – for instance, the derivatives markets 
discussed in Chapter 1 – could give the false impression that the state lacks the resources for 
effective intervention in the realm of finance. Alternatively, bloated nominal values might 
lead to the equally false impression that the rising profits of the financial sector during the 
years of financialization have been fictitious. The result would be to divert attention from 
precisely the point that needs explaining: the existence and the source of enormous financial 
profits. 

Even worse confusion potentially surrounds the relationship between fictitious capital and 
interest-bearing or loanable money capital, the latter being yet another innovative idea by 
Marx in this field.47 Loanable capital is a special type of capital available for lending and 
remunerated through the payment of interest, as is discussed at length in chapters 5 and 6. 
The trading of loanable capital could give rise to fictitious capital, but loanable capital itself is 
anything but fictitious. Rather, it emerges from investment and consumption processes 
attached to capitalist accumulation, and initially takes the form of idle money. Loanable 
capital is a hard reality of the capitalist economy and affords to its holders direct claims to 
value and output. At the root of financialization lies loanable, not fictitious, capital. This 
distinction is fundamental to the analysis in the rest of this book. 
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Other approaches to financialization 

The only other systematic theoretical approach to financialization in the field of economics 
has been put forth by post-Keynesians; in important ways it is similar to Marxist analysis, but 
there are also decisive differences. Post-Keynesianism, needless to say, is a broad current 
with many different strains, a point of some importance in assessing post-Keynesian views 
on financialization.48 

It is interesting to note that the post-Keynesian approach to financialization has not 
originated with Hyman Minsky, whose work is the cornerstone of post-Keynesian financial 
analysis. The bulk of Minsky’s output is concerned with developing his path-breaking 
treatment of financial instability that postulated destabilizing balance sheet behaviour by 
large capitalist enterprises over the cycle as optimism became increasingly unbridled and led 
to excessive debt accumulation.49 Minsky’s empirical knowledge of the US financial system 
also made him aware of the risks of financial innovation, including securitization. However, 
there is little discussion in his work of the long-term balance between finance and the rest of 
the economy. To be precise, there are brief references to ‘money manager capitalism’ in 
some very late work.50 Nonetheless, the characteristic features and broader implications of 
‘money manager capitalism’ were not examined in depth by Minsky. 

Post-Keynesian analysis of financialization is generally based on the concept of the rentier, 
and in particular of the moneylender as rentier. For this reason it has found common ground 
with  Marxist  analyses,  for  instance,  with  the  work  of  Chesnais.  The  affinities  with  Marxist  
theory are evident in the writings of Crotty, Pollin, and Epstein, although the strongest 
influence has come from Keynes rather than Marx.51 In Keynes’s General Theory the rentier 
is a parasitical economic entity that extracts profits due to the scarcity of capital, and might 
thus depress investment and profitability for active capitalists.52 Successful capitalism 
requires the ‘euthanasia of the rentier’ that could be attained through low interest rates. In 
Marx’s writings, the rentier makes only fleeting appearances, and there are no clear 
references to a social stratum of rentiers. However, Marx discusses extensively the character 
and functioning of ‘monied’ capitalists, a category that is strongly reminiscent of rentiers, as 
is shown in detail in Chapter 5. Specifically, ‘monied’ capitalists form a section of the 
capitalist class that does not invest capital in production but prefers to lend it to others. 
Productive capitalists use the loanable capital of ‘monied’ capitalists, and the latter are 
repaid by receiving a portion of the resulting surplus value in the form of interest. By this 
token, there is tension and opposition between productive and ‘monied’ capitalists.53 

For post-Keynesians, financialization represents the ascendancy of the rentier due to 
neoliberal economic policies adopted by the state in the last few decades.54 The ascendancy 
of rentiers has strengthened financial at the expense of industrial profit, and therefore 
financialization has induced poor performance of investment and output in mature 
countries. In short, post-Keynesians recognize the analytical connection between, on the one 
hand, stagnating or declining production and, on the other, booming finance in the period of 
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financialization; however, contrary to the Marxist approaches reviewed above, post-
Keynesians consider that the poor performance of the real sector has been caused in good 
measure by the expansion of the financial sector. The root cause of the growth of finance, in 
turn, is inappropriate economic policy in the US, the UK, and elsewhere. 

The characteristic feature of post-Keynesian analysis of financialization has, therefore, 
been extensive empirical work seeking to show the deleterious impact of financial activities 
on the economy as investment has been directed to finance rather than production.55 The 
underlying  logic  of  much  of  this  work  is  that  the  ascendancy  of  the  rentier  has  had  a  
depressing effect on the real sector, typically by constraining available investment funds 
and/or lowering the returns of industrial capitalists.56 

This is also broadly the outlook of the ‘finance-dominated capitalism’ current, a strain of 
post-Keynesianism that has focused on demonstrating the poor macroeconomic 
performance caused by the ascendancy of finance, while also exhibiting affinities with 
Marxism.57 Rising shareholder power that commands increasing returns – interpreted as the 
ascendancy of rentiers – has squeezed investment and led to unstable accumulation of 
household debt. Important in this regard are also the distributional effects of 
financialization, perceived as a worsening balance for labour versus capital. The conclusion is 
apparent: policy intervention is required to regulate finance with the aim of improving 
output, employment and income. Policies could, for instance, regulate the liquidity reserves 
of banks, force credit in pre-determined directions, impose limits on investment banking 
activities, and so on.58 

For the purposes of this book, it is important to note that post-Keynesian work is aware of 
the specific features of financialization in particular countries. Stockhammer has argued that 
capitalist accumulation has become slow and fragile as investment has declined and income 
distribution has worsened, thus leading to a bifurcation of the process of financialization.59 
One group of countries has gone through a credit-fuelled consumption boom on the back of 
a property bubble; another has fostered the growth of exports mostly because institutional 
constraints have blocked the path of credit-fuelled consumption. The two groups are 
complementary  since  the  current  account  deficits  and  capital  inflows  of  the  former  
correspond to the current account surpluses and capital outflows of the latter. 

Still other – but not necessarily economic – approaches to financialization have been 
produced by economic geographers and sociologists who have traced the social impact of 
the rise of finance, including the implications for the spatial development of capitalism. This 
literature is often consciously eclectic, examining key features of contemporary capitalism 
almost as ‘thick description’ rather than by developing general theoretical explanations. The 
output is large and shifting, while not easily admitting of thematic classification.60 

It is notable that there has been sustained interest in the institutional, cultural and 
political  aspects  of  the  ascendancy  of  finance  since  the  late  1990s.61 Significant work has 
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been produced regarding the power of financial markets, particularly the role of institutional 
investors in transforming practices, outlook and ideology in finance.62Paul Langley has 
discussed the financialization of individual life and the penetration of financial practices in 
the  realm  of  consumption  and  saving.63 In this regard, the rise of finance has also had 
profound cultural implications for personal values, customs, and relations examined in the 
growing literature on cultural economy.64 Note that Manuel Aalbers has focused on the 
financialization of housing, a topic that is discussed in subsequent chapters of this book; 
Andrew Leyshon and Nigel Thrift, finally, have been aware of the transformation of personal 
income flows into profit via the mechanisms of securitization.65 

Eclecticism is also present in the illuminating output on financialization produced by the 
UK  Centre  for  Research  on  Socio-Cultural  Change  (CRESC).  Researchers  at  CRESC  have  
posited financialization as ‘coupon pool’ capitalism whereby the income drawn from claims 
on financial markets becomes the regulator of macroeconomic behaviour.66 Financialization 
is associated with the transformation of banks, seeking profits out of trading rather than 
lending, and the emergence of new elites that have the power to direct flows of income in 
their favour. 

Among economic sociologists, Paul Thompson has argued that financialization has 
prevented employers from treating workers as ‘stakeholders’ in the enterprise. Capital has 
become ‘disconnected’ from established institutions and systems of business, thus making 
employment short-term and precarious. Ian Clark has developed the argument further by 
stressing the advantages of financialization for private equity holders.67 These arguments 
have drawn on the voluminous literature on ‘shareholder value’ and corporate governance, 
which has been a permanent subtext in the financialization debates, as is clear from the 
survey above. The issue of corporate governance and control is of long standing in economic 
theory, and will be considered in chapters 6 and 7 in connection with capital markets, 
shareholding and income distribution. Influential in the financialization literature has been 
the work of William Lazonick and Mary O’Sullivan arguing that the ideology of ‘shareholder 
value’ has led to company ‘downsizing’ and thus to problematic investment outcomes 
among US corporations. The financialization of US corporations in particular has also been 
examined empirically by others seeking to show that shareholder value has contributed to 
deficient investment.68 

This literature has affinities with the ‘varieties of capitalism’ approach, briefly discussed on 
this page. An important contribution in this field has been made by Masahiko Aoki who has 
stressed the nature of information flows in horizontally structured Japanese enterprises 
compared to vertically structured US enterprises, further associating the differences with the 
frequently superior performance of Japanese enterprises.69 Suffice it to note, at this point, 
that the institutional and organizational structure of capitalist enterprises, important as it is 
for explaining performance, is not an appropriate criterion for defining financialization. 
Shareholder value might contribute to explaining differences in behaviour among US and 
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Japanese enterprises, but financialization has to do with systematic access to funds and 
acquisition of financial assets, both of which are more fundamental processes than 
shareholder value. From this perspective, and as is shown in subsequent chapters, Japanese 
enterprises are also financializing, even if differently from US enterprises. 

An approach that draws on classical Marxism 

The approach to financialization in this book draws heavily on the theories reviewed in the 
previous sections, but its analytical backbone derives from work on Marxist theory of finance 
that has been developed since the early 1980s.70 It also draws on the characteristic features 
of  the  crisis  of  2007,  a  systemic  upheaval  that  has  cast  light  on  the  path  of  social  and  
economic development of contemporary capitalism.71 The crisis is a product of financialized 
capitalism, the culmination of contradictory tendencies that have unfolded for more than 
three decades, as is shown in Chapter 9.  The  approach,  finally,  draws  on  classical  Marxist  
debates on finance capital and imperialism, particularly Hilferding’s Finance Capital and 
Lenin’s Imperialism, even if the specific conclusions of both belong to a different era and do 
not necessarily apply to financialized capitalism. Its broad features are as follows. 

Financialization as systemic transformation of capitalist economies 

The theoretical and empirical point of departure is that financialization represents a 
structural transformation of advanced capitalist economies, and its roots must therefore be 
sought within the fundamental relations of non-financial enterprises, financial enterprises, 
and workers. It is pointless to attempt to define financialization without first examining its 
foundations: the conduct of non-financial capitals, the operations of banks, and the financial 
practices of workers. Only on this basis it is possible to examine the articulation of financial 
markets and institutions with each other and with the rest of the economy, as well as the 
interventions of the state in the financial sphere. In short, the content of financialization 
becomes clear only after demonstrating the financialization of non-financial enterprises, 
banks, and households, subsequently considering the implications for mature capitalist 
economies as a whole. 

It is misleading to interpret financialization as the escape of capital to the realm of finance 
in search of higher (and possibly speculative) profits. Financialization has indeed been 
characterized by rapid growth of circulation compared to production, but this asymmetry is 
the outcome of ‘financialized’ interactions among the fundamental agents of the capitalist 
economy. The emerging social phenomena are highly complex, and cannot be interpreted as 
the  outcome  of  non-financial  capitalists  escaping  low  profits  in  the  sphere  of  production.  
Note that it is particularly problematic to assume that financialization reflects higher 
profitability in the realm of finance compared to the sphere of production. As is shown in 
chapters 5 and 6, this assumption would run counter to the basic tenets of Marxist political 
economy regarding the determination of the rate of profit, but more particularly regarding 
the remuneration of financial capital. There is no doubt that rising financial profits have been 
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a prominent feature of financialization, but the causes of this phenomenon should not be 
confused with the relative profitability of finance. 

Finance is a well-defined field of capitalist economic activity, not a nebulous realm into 
which capital seeks to escape when, and if, profitability is low in production. The processes 
of finance should be analysed in their own right, rather than being treated as surface 
phenomena  sitting  atop  the  ‘real’  economic  activities  of  production  and  exchange.  More  
specifically, the financial system is a set of ordered economic relations, comprising markets 
and institutions with characteristic profit-making motives which are necessary to support 
capitalist accumulation. The rational and social basis for the extraction of financial profit 
derives from the role played by the financial system in the context of accumulation. At the 
same time, finance is a relatively autonomous field of capitalist profit making with its own 
rules and internal life. For this reason, financial profit also has a predatory aspect setting it 
apart from profit in the sphere of production. The predatory dimension of finance has placed 
its mark on financialization. 

Financialization, moreover, represents a historically specific transformation of capitalist 
economies. The interaction between finance and the rest of the economy is mediated by a 
complex set of institutional structures that often reflect historical, political, customary and 
even  cultural  factors.  A  major  source  of  difficulty  in  analysing  financialization  lies  in  
identifying the necessary mediations in a historically specific way. Financialization does not 
readily lend itself to abstract theorization because it represents epochal change resting on 
financial phenomena that are inherently institution-specific. Consequently, the theoretical 
approach of this book focuses on the fundamental tendencies that define financialization at 
the level of non-financial enterprises, financial enterprises, and households. It subsequently 
considers the concrete ways in which these tendencies have been deflected through the 
historical and institutional peculiarities of core capitalist countries. Financialization by nature 
lacks a homogeneous form valid across the world; rather, it varies among mature countries, 
as  is  shown  with  reference  to  the  US,  Japan,  Germany  and  the  UK  throughout  this  book.  
Moreover, financialization also varies between developed and developing countries, taking a 
subordinate form in the latter. 

There are similarities but also differences between financialization and the first bout of 
financial ascendancy in advanced capitalism which took place at the end of the nineteenth 
and the start of the twentieth century. Both Hilferding and Lenin sought the origins of the 
historic transformation of capitalism of their era in fundamental interactions occurring 
within capitalist accumulation. Hilferding associated the transformation with the rise of 
finance capital – an amalgam of industrial and banking capital created as monopolistic 
corporations come increasingly to rely on banks for investment finance. Finance capital 
‘organizes’ the economy to suit its own interests, thus resulting in exclusive trading blocs 
and the export of money capital. Consequently, it seeks to establish territorial empires by 
mobilizing the political and military help of the state. Lenin adopted Hilferding’s analysis, 
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added to it ‘parasitical rentiers’ and greater emphasis on monopoly, and produced the 
definitive Marxist theory of imperialism in the twentieth century. Hilferding’s and Lenin’s 
diagnoses and conclusions hardly fit the current period of financial ascendancy. However, 
their analytical and methodological approach is vital to examining financialization 
theoretically. 

Tendencies and forms 

Three underlying tendencies characterize financialization, as was mentioned in Chapter 1 
and  is  more  fully  analysed  in  chapters 7 and 8. First, although monopolization remains a 
characteristic feature of mature contemporary economies in terms of both trade and foreign 
direct investment, monopoly capitals have become ‘financialized’.72 Large multinational 
corporations are typically able to finance the bulk of their investment without relying heavily 
on banks and mostly by drawing on retained profits. Insofar as they require external finance 
they are able to obtain significant volumes in open financial markets, relatively 
independently of banks. Even the wage bill of large non-financial corporations is frequently 
financed through the issuing of commercial paper in open markets. Successive waves of 
takeovers, furthermore, have led to corporations becoming heavily involved in bond and 
equity trading in stock markets, thus developing skills in independent financial operations 
and trading. 

Second, banks have restructured themselves, partly reflecting the altered conduct of non-
financial enterprises. Specifically, banks have moved toward mediating in open markets to 
earn fees, commissions, and profits from trading; they have also turned toward individuals 
(and households in general) to obtain profits from lending but also from handling savings 
and financial assets. The transformation of banks has been in line with the enormous growth 
of open financial markets in recent decades, further fostered by state legislation. Banking 
capital has benefited from successive waves of mergers and acquisitions among non-
financial enterprises; from channelling personal savings to stock markets at the behest of the 
state; and from lifting of controls on interest rates and capital flows that has encouraged 
growth of financial markets. 

Third, perhaps the most striking aspect of the recent period has been the financialization 
of the personal revenue of workers and households across social classes.73 This phenomenon 
refers both to increasing debt (for mortgages, general consumption, education, health) and 
to expanded holdings of financial assets (for pensions, insurance, money market funds). 
Household financialization is associated with rising income inequality but also with the 
retreat of public provision across a range of services, including housing, pensions, education, 
health, transport, and so on. In this context, the consumption of workers and others has 
become increasingly privatized and mediated by the financial system. Banks and other 
financial institutions have facilitated household consumption but also the channelling of 
household savings to financial markets, thus extracting financial profits.74 
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Note that relations between banks and households are qualitatively different from 
relations between banks and industrial capitalists. Financial transactions between banks and 
households do not refer directly to the creation of profit (surplus value) in the sphere of 
production. Generally speaking, workers seek finance to acquire use values; in contrast, 
financial institutions and industrial capitalists engage in financial transactions aiming at 
profit extraction. Moreover, workers are typically disadvantaged compared to banks with 
regard to economic information and power. Thus, the systematic extraction of financial 
profits  out  of  the  revenue  of  workers  and  other  social  layers  constitutes  a  new  set  of  
relations that has been called financial expropriation.75 It is shown in subsequent chapters 
that financial expropriation is a characteristic feature of financialization and represents the 
re-strengthening of the predatory outlook of finance toward economy and society. 

The three underling tendencies of financialization have emerged within the historical and 
political context of neoliberalism, including financial liberalization and labour market 
deregulation. Moreover, the epochal features of financialization have been conditioned by 
the historical and institutional specificities of particular countries, reflecting the shifting 
balance of class forces between capital and labour. Financialization has thus necessarily 
varied across different times and among different countries. By this token, the aim of 
theoretical analysis cannot be to produce a generally valid abstract model of financialization 
but rather to specify its underlying tendencies and to ascertain the particular form and 
content it acquires in different contexts. 

It cannot be overemphasized that historical and institutional variation is a necessary 
feature of financialization. The first bout of financial ascendancy at the end of the 
nineteenth century was also characterized by considerable historical and institutional 
variation. Hilferding’s Finance Capital focused heavily on Germany and Austria, both of 
which had very prominent bank-based practices in finance, thus lending a misleading air of 
universality to his analysis. In contrast, Lenin’s Imperialism stressed that finance capital 
acquired a different form depending on the economic structure, on the political system and 
on the institutional mechanisms of particular countries. Imperialism was significantly 
different between, say, Germany and France. 

It is established in chapters 7, 8 and 9 that financialization is different among mature 
countries, as is shown with reference to the US, Japan, Germany and the UK. Non-financial 
corporations have generally become less reliant on banks, but there are major differences in 
financial practices between, on the one hand, US and UK and, on the other, Japanese and 
German enterprises. Banks, on the other hand, have moved away from lending for 
productive activities and toward lending to other financial corporations and households in all 
four countries. Nonetheless, significant variation is still present and often of unexpected 
form; German banks, for instance, have a strong tendency to transact with other financial 
institutions.  Households,  finally,  exhibit  a  general  trend  to  move  savings  away  from  bank  
deposits and toward other financial assets that could be traded in open markets, including 
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pension funds and equities. Also notable is the increase in household indebtedness, typically 
associated with housing, though local practice can still be very different, as in relatively low 
household indebtedness in Germany. 

There are parallels in this respect between the analysis of financialization and the long-
standing debate on bank-based versus market-based (or German–Japanese versus Anglo–
US) financial systems in the course of capitalist development.76 John Zysman has provided 
fresh focus for this debate within political theory by examining the interaction between 
governments and markets in the context of the industrial development in Japan.77 Closely 
related is also Michel Albert’s influential depiction of Rhineland capitalism, pivoting on 
banks, in contrast to Anglo-Saxon capitalism, pivoting on stock markets.78 The  implicit  or  
explicit assumption in much of this literature is that finance plays a central – if not the 
central – role in determining the content and form of a capitalist economy. Thus, bank-based 
finance allows for more sustained state intervention, makes room for longer-term 
investment planning, and might also allow for greater social solidarity. The perception is, 
however, that market-based finance has been on the ascendant during the last two decades, 
despite its weaknesses.79 

There are also parallels with the ‘varieties of capitalism’ approach, named after the 
seminal  book  by  Peter  Hall  and  David  Soskice  that  has  proposed  the  distinction  between  
‘liberal market economies’, represented by the US and the UK, and ‘coordinated market 
economies’, represented by Germany.80 The distinction is based on the relationship between 
enterprises and the financial system: short-term finance relying on the open market 
characterises  the  former,  long-term  finance  relying  on  banks  characterizes  the  latter.  For  
these authors, four institutional domains define firms’ incentives and constraints: financial 
systems and non-financial governance, industrial relations, education and training systems, 
and the inter-company system.81 Along similar lines, Amable has suggested a typology of 
capitalisms depending on institutional make-up and geographical location.82 A variety of 
criticisms have been levelled against these attempts to categorize capitalism according to its 
institutional features.83 Nevertheless, the ‘varieties of capitalism’ approach remains relevant 
to analysing financialization as well as to determining the empirical issues examined in 
subsequent chapters. 

The Marxist approach adopted in this book differs significantly from the approach of bank-
based versus market-based finance as well as from the ‘varieties of capitalism’ approach, not 
least by stressing the exploitative and contradictory character of all forms of capitalism. 
Financialization is neither finance- nor enterprise-driven; rather, it emerges due to the 
spontaneous interactions among non-financial enterprises, banks and households. These 
interactions occur within an institutional context influenced by state policymaking, resulting 
in systemic change that reflects the peculiarities of each country. The form of the capitalist 
economy necessarily varies, and often in ways that are related to the financial system. This 
insight is vital to analysing financialization as well as to navigating among the empirical data 
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examined in the rest of this book. Financialization has a systemic outlook that still reflects 
the peculiarities of each country.84 

The  final  point  in  this  section  is  that  financialization  also  varies  systematically  between  
developed and developing countries. Formal imperialism has become practically irrelevant in 
contemporary capitalism, but mature capitalist countries have retained a dominant role in 
economic activity across the world. At the same time, the mode of integration of developing 
countries into the world market has changed profoundly in recent decades. Financialization 
in developing countries is associated with the financial liberalization that began in the 1970s, 
lifting price and quantity controls in domestic financial systems. Financial liberalization has 
gradually acquired further features, including the establishment of stock markets. By the late 
1980s financial liberalization had morphed into an integrated pro-market development 
strategy, the Washington Consensus.85 

A fundamental component of the Washington Consensus has been to open domestic 
economies to international capital markets, typically on the grounds that capital would flow 
from  rich  to  poor  countries,  thus  promoting  development.  However,  in  the  2000s,  as  
developing countries became more closely integrated with world capital markets, precisely 
the  opposite  has  taken  place,  as  is  shown  in  more  detail  in  Chapter 8.  The  peak  years  of  
financialization have been characterized by reverse net flows of capital as developing 
countries have accumulated reserves of international means of payment – mostly US dollars. 
The  accumulation  of  reserves  has  acted  as  catalyst  for  the  growth  of  domestic  finance  in  
developing countries, spurring the emergence of financialization but with a subordinate 
character. Entry of foreign banks in developing countries has further fostered the evolution 
of subordinate financialization. 

Financialization in developing countries, in short, has been driven by the opening of 
capital accounts, the accumulation of foreign exchange reserves, and the establishment of 
foreign banks. More fundamentally, it has been directly connected to the functioning of 
world money in recent decades, particularly the US dollar. There is a monetary basis to 
financialization in developing countries, which has determined its subordinate character 
relative to financialization in developed countries. However, the monetary basis of 
financialization has also been important for developed countries, and nowhere more so that 
in Europe, as is shown in Chapter 9. 

1 The literature on globalization is vast and has a natural overlap with the debates on imperialism, see note 1 in 
Chapter 3.  Several  of  the  tropes  of  the  mainstream  can  be  found  in  Kenichi  Ohmae  (The Borderless World, 
1990), including the notion of an interlinked world economy that is pushing the nation state toward 
irrelevance.  At  about  the  same  time  David  Harvey  (The Condition of Postmodernity,  1989)  argued,  from  a  
Marxist perspective, that a post-modern, fragmented capitalism had emerged, based on the ‘compression of 
time-space’ according to the dictates of global capital. Anthony Giddens (The Consequences of Modernity, 
1991) also put forth an influential sociological formulation for the rather pedestrian idea that globalization links 
distant localities and makes local happenings depend on faraway events. Manuel Castells (The Rise of the 
Network Society, 1996; The Power of Identity, 1997; End of Millennium, 1998; The Internet Galaxy, 2001) on the 
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other hand, emphasized the importance of new technologies for globalization, stressing the role of network 
relationships in creating a new sociality that can also oppose the effects of globalization. Note, finally, that Paul 
Hirst and Grahame Thompson (Globalization in Question, Cambridge: Polity, 1999) have directly challenged the 
notion that globalization represents a qualitatively new phase of development for mature capitalist countries, 
and have criticized the mainstream for ignoring power and inequality in the global economy. 
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Nature and the Geography of Difference, Blackwell, 1996; Harvey, Spaces of Hope, Edinburgh University Press, 
2000). In the 2000s globalization became common coin among Marxist theorists, without necessarily gaining in 
precision. However, several writers in the radical and Marxist traditions have been critical of both the notion 
and the phenomena of globalization. Werner Bonefeld and John Holloway have stressed the importance of 
class and exploitation in explaining globalization (Global Capital, National State and the Politics of Money, 
London: Macmillan, 1995). Others have insisted that the nation state remains vital to capitalism and has indeed 
shaped globalization; thus, Eric Helleiner related both globalization and the rise of finance to the role of the 
state (Helleiner, States and the Re-emergence of Global Finance, Cornell University Press, 1994); Linda Weiss 
argued that the nation state has transformed itself to adapt to the conservative agenda of globalization in the 
social and economic fields (‘Globalization and the Myth of the Powerless State’, New Left Review 225, 1997); 
Louis Pauly focused on legitimacy slipping away from the state toward unelected economic actors as 
globalization and the rise of finance have proceeded (‘Capital Mobility, State Autonomy and Political 
Legitimacy’, Journal of International Affairs 48:2, 1995; Who Elected the Bankers? Surveillance and Control in 
the World Economy, Cornell University Press, 1997); Cox also stressed the retreat of democracy in the face of 
globalization (‘Globalization, Multilateralism, and Democracy’, in Approaches to World Order,  ed. Richard Cox 
and Timothy  Sinclair,  Cambridge  University  Press,  1996;  ‘Democracy  in  Hard  Times’  in  The Transformation of 
Democracy?, ed. Anthony McGrew, Blackwell, 1997). 

3 Discussion of the approach to financialization by Monthly Review in this section draws on the theoretical 
analysis in Harry Magdoff and Paul M. Sweezy, Stagnation and the Financial Explosion, New York: Monthly 
Review Press, 1987; John Bellamy Foster, ‘The Financialization of Capitalism’, Monthly Review 58:11, 2007; 
John Bellamy Foster, ‘The Financialization of Accumulation’, Monthly Review 62:5, 2010; John Bellamy Foster 
and Robert W. McChesney, ‘Monopoly-Finance Capital and the Paradox of Accumulation’, Monthly Review 
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3. THE FIRST WAVE OF FINANCIAL ASCENDANCY: MARXIST THEORETICAL RESPONSES 

The rise of finance at the end of the nineteenth century 

Financialization represents the second bout of financial ascendancy in the history of mature 
capitalism, the first spanning the last quarter of the nineteenth century and lasting until the 
interwar years. During that period giant monopolistic corporations emerged as the pre-
eminent units of production, often organized as cartels operating in exclusive trading zones. 
Moreover, capital export and international financial markets grew powerfully, typically 
associated with monopolistic banks that dominated global finance. At the same time British 
predominance in the productive sphere – and correspondingly in world trade – was 
decisively challenged by Germany and the US. The political counterpart to these underlying 
economic trends was militarism and imperialism among the main capitalist powers. 

Financialization has clear similarities with the first bout of financial ascendancy.1 
Multinational corporations dominate global economic activity; global banks play a leading 
role in international finance; capital exports have grown substantially; a certain type of 
political and military imperialism has reasserted itself, led by the US but facing powerful 
challenges from other powers. However, there are also significant differences between the 
two periods. Financialization has not resulted in exclusive trading zones associated with 
territorial empires, and banks are not dominant over non-financial enterprises. Nonetheless, 
there has been heavy interpenetration between the realm of finance and the sphere of 
production, while financial relations have proliferated in the economic life of workers and 
households in general. 

The first period of financial ascendancy led to intense debate among Marxist theorists, 
briefly summed up in the rest of this chapter. The outstanding contribution was Rudolf 
Hilferding’s Finance Capital,  which  is  also  the  natural  point  of  departure  for  a  Marxist  
analysis of financialization as well as a Marxist theory of finance. The conclusions drawn by 
Hilferding more than a century ago do not apply directly to the conditions of financialized 
capitalism. But the issues he raised, the theoretical concepts he deployed, and the 
connections he drew between the economic, social and political phenomena of his day are 
invaluable for the analysis of financialization. 

Hilferding sought the causes of the great transformation of his time in the underlying 
relations of accumulation, rather than in stagnating production, institutional change, or 
policy choices. His fundamental claim, discussed further in the following sections of this 
chapter,  was  that  as  the  size  of  capitalist  production  grows  monopolies  come  to  depend  
heavily on investment credit provided by banks. A close relationship thus ensues between 
banks and industry, eventually leading to the emergence of finance capital. Hilferding was 
fully  aware  of  the  organizational  implications  of  this  development,  which  would  be  called  
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today ‘corporate governance’. Finance capital is supposed to rest on dense links between 
finance and industry through interlocking appointments, exchange of information, and joint 
decision making. Note that Hilferding largely ignored the putative opposition between 
‘active’ industrialist and ‘idle’ financier. There was no suggestion of rentiers imposing their 
interests on industrial capitalists and lowering investment rates, or rates of growth. Rather, 
finance capital was seen as an amalgam of banking and industrial capital, and hence the 
latter took a direct interest in the profitability of financial operations. 

Hilferding  also  identified  a  new  form  of  profit  for  the  capitalist  class  as  finance  capital  
emerged. In stock markets future profits are discounted at the rate of interest, but the 
capital that is actually invested in production or trade earns the rate of profit. Since the rate 
of interest tends to be below the rate of profit, the price paid for shares exceeds the capital 
actually invested, if expected returns are translated into net present value. The difference 
between the two is ‘founder’s profit’, which accrues as a lump sum to those who issue 
shares. Banks also obtain parts of ‘founder’s profit’ as payment for investment banking. 
Hilferding’s concept of ‘founder’s profit’ remains fruitful in analysing contemporary financial 
profits, including capital gains, as is shown in Chapter 6. 

Lenin built the theoretical core of his analysis of imperialism by borrowing the concept of 
finance capital from Hilferding. He placed greater emphasis on the tendency toward 
monopoly for both industrial and banking capitals, though Hilferding was certainly aware of 
monopolization. The main theoretical innovation by Lenin was to introduce rentiers as an 
important social group within the capitalist class in the period of imperialism. This notion, 
which Lenin borrowed from the British radical Hobson, who was not a Marxist, is certainly 
powerful but could also lead to considerable confusion in analysis of finance, as is shown in 
several sections of this chapter and in following chapters. Lenin, furthermore, also stressed 
the importance of the re-division of the world by countries dominated by finance capital, 
hence leading to imperialist rivalries and war. Finally, Lenin had no truck with Hilferding’s 
view that finance capital ‘organizes’ the capitalist economy and could thus ameliorate the 
tendency to crisis. 

Neither Hilferding nor Lenin sought to explain the ascendancy of finance as the result of 
capital escaping to the sphere of circulation in search of speculative financial profits. After 
all, both Hilferding and Lenin – indeed most of the leading Marxists of their time – treated 
crises as complex and multifaceted phenomena that could not be reduced to a simple theory 
of the rate of profit to fall. The notion that the normal state of capitalist production is to 
malfunction due to a persistently excessive organic composition of capital, or even due to 
failing ‘surplus’ absorption, would have been alien to classical Marxists. Both Hilferding and 
Lenin, moreover, would have been surprised at the idea that the ascendancy of finance 
represents the ‘autumn’ of capitalist hegemonic power. On the contrary, Germany, the 
paradigmatic country of finance capital, was the rising imperial power representing the 
cutting edge of advanced capitalism. It is true that Lenin thought of imperialism as ‘parasitic’ 
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and ‘decaying’, but this referred to the capitalist mode of production as a whole rather than 
to the sphere of production in countries where finance capital was at its strongest. 

The rest of this chapter discusses concepts and theoretical conclusions deriving from the 
classical Marxist debates on the first bout of financial ascendancy with a view to developing 
the theoretical analysis of financialization. Attention naturally focuses mostly on Hilferding’s 
work, but Lenin and other leading Marxist theorists are also considered in some detail. 

The intellectual and political context of Hilferding’s analysis of capitalist transformation 

Rudolf Hilferding belonged to the remarkable Austro-German generation that embraced and 
shaped Marxism at the end of the nineteenth century. He enrolled at the University of 
Vienna in 1894 to study medicine but in practice studied political economy, not least in 
debate with Austrian neoclassicism. In 1896 the prominent Austrian theorist Eugen Böhm-
Bawerk published Karl Marx and the Close of his System claiming to have found a damning 
inconsistency  between  the  first  and  third  volumes  of  Marx’s  Capital.2 While, in the first 
volume, Marx assumes commodities to exchange at value – in line with his theory of value as 
abstract human labour – in the third volume he assumes that commodities are exchanged at 
prices of production diverging from value. This is, of course, the well-known problem of 
‘transformation’ of values into prices, of which Marx was fully aware. For Böhm-Bawerk the 
broader significance of this apparent contradiction in Marx’s work is that it shows the labour 
theory  of  value  to  be  inferior  to  neoclassical  subjective  value  theory.  By  the  same  token,  
Marx’s theory of worker exploitation in production is rendered incoherent. 

Hilferding responded with an essay that stressed the social basis of commodity exchange, 
an issue that is typically ignored by neoclassical theory. For Hilferding, Marx’s theory of value 
aims at capturing the social and historical underpinnings of commodity exchange, rather 
than simply explaining relative prices of commodities. In contrast, subjective value theory 
focuses on the psychological predilections of the individual and cannot grasp the social 
constituents of economic activity. Marx’s value theory, therefore, is a powerful instrument 
that seeks to throw light on society as a whole, rather than simply providing foundations for 
a theory of price. 

Hilferding submitted his essay to Die Neue Zeit, edited by Karl Kautsky in Germany, who 
was impressed by the quality of the work but actually turned it down. It was eventually 
published in Vienna in 1904 as Böhm-Bawerk’s Marx Kritik and its impact was immediate.3 
By then, Böhm-Bawerk was professor at Vienna and in 1905 initiated a celebrated seminar 
which soon became a forum of debate between the rising stars of Austrian neoclassicism 
and Austro-Marxism. The most prominent participant was Joseph Schumpeter but the group 
also included Ludwig von Mises. Among the Marxists, Otto Bauer had a strong presence, and 
he probably invited Hilferding to take part in the debates, thus developing a lasting 
relationship with Schumpeter.4 
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The broader impact and significance of Hilferding’s reply to Böhm-Bawerk becomes clear 
only in the context of the ‘revisionism’ debate within the German Social Democratic Party. In 
1899, Eduard Bernstein had published Evolutionary Socialism rejecting the prospect of 
revolutionary transition to socialism. Bernstein was very influential within Social Democracy 
partly because he had had personal relations with Marx and Engels. In his book, he declared 
himself unable to ‘believe in a final aim of socialism’ and emphasized the ‘step by step’ 
transformation of society toward ‘real democracy’.5 

For  the  leadership  of  German  Social  Democracy,  weaned  on  Marx’s  and  Engels’s  
revolutionary politics, Bernstein’s arguments were unacceptable. Rosa Luxemburg attacked 
Bernstein  in  print,  and  began  to  draw  around  her  the  revolutionary  left  of  Social  
Democracy.6 Her critique forced Kautsky also to reject Bernstein’s revisionism, thus gradually 
giving shape to the Kautskyite centre of Social Democracy, which defended the idea of 
revolutionary transition to socialism and set the tone for Marxist orthodoxy within the 
Second International. The centre welcomed Hilferding’s strong defence of Marx’s economics 
and in particular his theory of value, while Bernstein rejected it out of hand.7 Kautsky 
encouraged Hilferding to write for Die Neue Zeit and eventually persuaded him to move to 
Berlin in 1906. 

In  Berlin,  Hilferding  taught  political  economy  at  the  Party  School  for  a  short  while  but  
could not keep the post as he did not have German citizenship, and was replaced by Rosa 
Luxemburg. He then assumed editorial responsibilities for Vorwärts – the party’s main daily 
paper – a post he kept until 1914. During this period he produced Finance Capital, published 
in 1910 but in large part ready by 1906. The book was an instant and enormous success for 
reasons  discussed  in  the  rest  of  this  chapter.  Finance Capital appeared in English only in 
1981, seventy one years after the original was published in German. For nearly three-
quarters  of  a  century,  this  key  work  of  Marxist  economics  was  known  to  Anglo-Saxon  
Marxists mostly through its impact on Lenin’s Imperialism. However, things have changed 
drastically since 1981 and Hilferding’s classic is now widely read and cited in English, even 
within mainstream economics.8 

Following the book’s publication, Hilferding emerged as a leading economist of the Second 
International. His broader theoretical views also took definitive shape during this period, 
resulting in several publications in Die Neue Zeit, including essays on the question of the 
mass strike and on imperialism.9 Hilferding saw Marxism as a dispassionate scientific 
endeavour that establishes the laws of motion of capitalism and provides a superior theory 
of  society.  Political  conclusions  must  be  based  on  scientific  research  that  seeks  to  
demonstrate how capitalism lays the ground for socialism through a process of advancing 
‘socialization’  of  the  economy;  the  eventual  arrival  of  socialism  depends  on  working  class  
revolution. Elements of this approach are to be found throughout Finance Capital. 

During the First World War, Hilferding took a principled anti-war position, unlike much of 
German Social Democracy, including Kautsky. He returned to Berlin from the front in 1918 
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and kept his distance from the Social Democrats, including Rosa Luxemburg and her group. 
In 1922, however, he rejoined the party and became a stalwart of the Weimar Republic. As 
Keynes had predicted in The Economic Consequences of the Peace, Germany faced 
continuous economic problems in large part due to the scandalous reparations imposed by 
the treaty of Versailles. Hilferding served twice as finance minister – in 1923 and 1928–29 – 
as Germany struggled to cope with the aftermath of war. 

Hilferding’s activities during the Weimar period drew on the concept of ‘organized 
capitalism’ which he developed in several party political publications. Theoretical 
foundations for it can be found in Finance Capital, including the notion that ‘socialization’ 
proceeds inexorably under capitalism and lays the ground for rational organization of 
economy and society. Particularly striking in this connection is his remark that the German 
economy  could  be  publicly  controlled  by  taking  over  ‘six  large  Berlin  banks’.10 However, 
Hilferding properly formulated the concept of ‘organized capitalism’ in the 1920s, a long 
time after completing Finance Capital.11 

‘Organized capitalism’ assumes that the centralization of capital leads to the formation of 
gigantic cartels which suppress competition. Centralization also occurs among banks 
similarly suppressing competition and preventing sudden swings of credit. Banks and 
industry form giant amalgamations of finance capital that can plan their activities – reducing 
the anarchy of the capitalist economy – and in conjunction with the state prevent the 
emergence of classic capitalist crises. Consequently, economic stability could prevail in 
general, if disruptions caused by war, such as the reparations, were eliminated. In this 
context, socialists had to struggle for greater democracy and economic reform, rather than 
for revolutionary change. It is worth noting that Hilferding’s view stood in contrast to that of 
Bukharin in Imperialism and World Economy. Bukharin, despite proposing an even stronger 
notion of ‘organized’ nation-states competing in the world market, was careful to argue that 
economic and political stability could not last for long in a capitalist economy. 

The crisis of the 1930s brought Hitler to power and Hilferding was forced to flee because 
the Nazis saw him as one of the Jews that personified the failure of Weimar. After the fall of 
France the Vichy regime handed him over to the Gestapo in February 1941 and within days 
he  was  dead,  probably  after  committing  suicide.  He  died  a  broken  man  –  lonely,  
disillusioned, and a political failure. But his legacy is Finance Capital, a path-breaking work 
that continues to shed light on the inner workings of capitalism. 

The structure of Hilferding’s theoretical analysis 

The aim of Finance Capital is to show that an epochal transformation of capitalism took 
place toward the end of the nineteenth and the beginning of the twentieth century, 
associated with the remarkable rise of finance during the same period. The term ‘finance 
capital’ conveys the sense of a historical change, while remaining rooted in the analysis of 
Marx’s Capital. Hilferding’s book attempted to capture this putative change in theoretical 
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terms, and by going back to first principles. To this purpose, the book comprises five 
analytical parts: i) money and credit, ii) the mobilization of capital; fictitious capital, iii) 
finance capital and the restriction of free competition, iv) finance capital and crises, and v) 
the economic policy of finance capital. 

The order of Hilferding’s theoretical analysis is certainly coherent, rising from highly 
abstract  economic  categories  to  more  concrete  issues  of  crisis  and  economic  policy.  This  
order is in itself a guide to analysis of contemporary financialization, but it is also vital to 
realize that the structure of Hilferding’s book involves omissions and leaps.12 The  most  
important omission has to do with the analysis of production, the labour process and the 
labour market. These fundamental aspects of the capitalist economy are not discussed 
throughout Hilferding’s book, with the insignificant exception of the penultimate chapter on 
the ‘Conflict Over the Labour Contract’. 

If, however, an epochal transformation of capitalism has indeed taken place, its roots are 
likely to be found in the forces of production and in the labour process. Hilferding does not 
discuss these issues in any depth, and offers practically no relevant empirical evidence 
throughout Finance Capital. The reasons for his approach are not clear but the result is to 
weaken his overall analysis. To be more specific, instead of concretely examining the 
development of production in key capitalist countries, Hilferding makes general assumptions 
based on the outlook of German capitalism, as is shown in more detail in the following 
sections of this chapter. Unfortunately, the subsequent path of development of German 
capitalism proved far less typical of capitalism in general than Hilferding had assumed. 

Furthermore, Hilferding’s exposition involves a leap from the first three parts of the book 
(comprising analysis of finance that goes back to first principles) to the last two (comprising 
analysis of crisis and imperialism). In line with Marx’s dialectical approach in Capital, proper 
analysis of the last two topics would require the introduction of further levels of mediation 
substantiating the historical evolution of both crises and capitalism in general. The 
mediations would be related to the sphere of production, but also to the institutional 
outlook characteristic of each historical era. Hilferding offers little in this respect. 

These weaknesses have an evident importance for the analysis of contemporary 
financialization. First, and rather obviously, they limit the direct relevance of Hilferding’s 
conclusions to the current era; second, and more significantly, they indicate that analysis of 
financialization ought to be rooted in the sphere of production as well as in the institutional 
framework of markets. Theoretical focus on money and finance – fundamental as it is – 
could never capture the gist of financialization by itself. Financialization is a complex 
phenomenon that involves changes in both production and circulation, and not merely in the 
relations between the financial system and real accumulation. Nevertheless, the logical 
structure of Hilferding’s theory is vital to the theoretical analysis of financialization, as is 
clear from the five analytical building blocs mentioned above. By considering them closely, it 
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becomes possible to establish a theoretical approach to financialization in the rest of this 
book. 

The importance of starting with a theory of money and credit 

Hilferding started his analysis from first principles, that is, by developing initially a theory of 
money and subsequently one of credit. The order in which he approached these issues is in 
line  with  Marx’s  own  discussion  in  the  first  volume  of  Capital,  and  that  is  also  the  order  
adopted in this book in chapters 4 and 5.13 Marx put forth a ‘monetary theory of credit’, to 
use Schumpeter’s terminology in the History of Economic Analysis. The importance of this 
approach is examined in detail in Chapter 4;  suffice it  to state here that  it  rests  on money 
being a more fundamental – a prior – category compared to credit. For Marx, the category of 
money must have been already established in theory (and reality) for the category of credit 
to have theoretical (and real) content. By the same token, Marx stressed that capitalist crises 
typically involve the collapse of the system of credit into the system of money which lies at 
the foundations of the system of credit.14 Monetary famine is a typical feature of credit 
crises, reflecting the prior and fundamental character of money compared to credit. 

This analytical order is a distinguishing feature of Marxist theory of money and credit, 
setting it apart from ‘credit theories of money’ – theories that essentially presuppose the 
prior existence of credit to derive a concept of money. Schumpeter’s Theory of Economic 
Development is typical of this approach, also adopted by much of contemporary sociology 
and anthropology of credit money, as is shown in Chapter 4. Ultimately ‘credit theories of 
money’ dispute the fundamental idea that money is a spontaneous outgrowth of commodity 
exchange, thus setting themselves apart from classical political economy but also from 
neoclassical and Marxist economics.15 

Although Hilferding organized his analysis of money and credit in a standard Marxist way, 
his theory of money attracted severe criticism from Marxist theorists. In Imperialism, Lenin 
called it ‘mistaken’, but without explaining his remark.16 It is instructive, consequently, to 
consider Hilferding’s theory of money in some detail, first, to establish what is problematic 
with it and, second, to identify the fundamental elements of a theory of money necessary 
for the analysis of financialization, fully discussed in Chapter 4. 

Money 

Hilferding first established the ‘necessity’ of money by postulating two generic types of 
society: those organized consciously, through traditional practices or planning, and those 
organized unconsciously, through market exchange.17 The latter must evidently possess 
some means of impersonally validating each producer’s efforts; for Hilferding, this is the 
defining aspect of money. There is certainly support for this argument in Marx’s general 
discussion of money in the Grundrisse, as is shown in Chapter 4. However, Hilferding’s 
argument  bears  little  relation  to  Marx’s  derivation  of  money  as  the  independent  form  of  
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value (or the universal equivalent) through analysis of the contradictory nature of the 
commodity and the form of value.18 His theory of the necessity of money is ideally abstract 
and does not offer an integral connection between commodity value and money. 

Nonetheless, Hilferding’s analysis of the circulation of money and money’s forms has 
several strengths. Following Marx, Hilferding laid out the principles of determination of the 
quantity of money required in circulation.19 He differentiated between commodity money 
and fiat paper money, associating the latter with money’s function as means of circulation. 
His analysis of fiat money was also in standard Marxist mould, since he argued that overissue 
of fiat money would lead to inflation. His writings, finally, were characterized by an 
underlying tendency to treat gold as an indispensable aspect of the capitalist monetary 
system. 

Hilferding was also careful to distinguish between fiat and credit money, associating the 
latter with money’s function as means of payment.20 Again following Marx, he argued that 
credit money emerges in credit transactions among capitalists which give rise to private 
instruments of debt, or bills of exchange. When Hilferding subsequently discussed money’s 
function as means of hoarding, he actually improved on Marx.21 By bringing together Marx’s 
comments scattered across the three volumes of Capital, Hilferding put forth a systematic 
theory of money hoard formation as industrial capital goes through its normal, circular 
motion. The fundamental insight he offered – again originating in Marx – was that money 
hoards are subsequently mobilized by banks to be advanced as credit. 

In sum, three aspects of Hilferding’s discussion of money are important to analysis of 
contemporary financialization, all deriving from Marx’s theory of money. First and foremost, 
Hilferding considered money to be the cornerstone of the structure of credit and finance. 
Second, he differentiated clearly (and theoretically) among the key forms of money in 
mature capitalism: commodity, fiat, and credit. Third, he located the structural sources of 
credit in money hoards systematically created in the normal operations of the circuit of 
capital. 

But Hilferding’s treatment of money, particularly of its forms and functions, also has 
notable deficiencies for the purpose of analysing financialization. Hilferding appeared 
implicitly to assume that gold is an indispensable form of money for advanced capitalist 
monetary systems, and in this respect he was perhaps typical of Marxist theorists of his day. 
Consequently, he left little room for analysing the displacement of gold by valueless credit 
money and, more significantly, for the conscious management of credit money by the state 
throughout the twentieth century. Both of these features of money are vital to 
financialization. 

To a degree this absence is surprising for a theorist who came later to believe in 
‘organized’ capitalism. For, if there is one element of ‘organized’ capitalism that has become 
progressively stronger throughout the twentieth century it is precisely the management of 
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domestic credit money. Monopoly control over domestic money by the central bank has 
countermanded the tendency toward ‘disorganization’ that financialization has brought on 
its wake mostly through deregulation of various markets. The state management of 
domestic credit money has been essential to financialization, particularly in confronting the 
crises to which financialization has led. 

The theory of money required for the analysis of financialization should take Marx’s and 
Hilferding’s analysis as point of departure, but also seek to develop the insights of both in 
line  with  the  profound  monetary  changes  in  the  intervening  decades.  For  one  thing,  it  is  
important to account for the forcible exclusion of gold from domestic and international 
transactions, which has become the practical reality of capitalist circulation in the twentieth 
century. For another, it is necessary to analyse the progressive domination of contemporary 
monetary processes by various forms of credit money. Chapter 4 discusses these topics by 
placing Marxist analysis of money within the broader context of monetary theory and paying 
particular attention to the following two issues.22 

First, the monetary basis of financialization has been created by the gradual emergence of 
domestic money monopolistically issued by the central bank and backed by state 
instruments of debt. This is a form of valueless legal tender that combines aspects of credit 
and  fiat  money  and  rests  on  the  power  of  the  modern  state,  including  the  ability  to  
intervene in the economy. It is also a form of money that draws heavily on the conventions, 
customs, and legal practices that sustain social and individual trust in its ‘moneyness’.23 This 
form of domestic money has allowed the capitalist class to manipulate monetary processes 
to protect the extraction of profit, including from the financial sphere. 

Second, the monetary basis of financialization has been created by the international 
function of money – that is, by world money. This is probably the most distinctive function of 
money discussed by Marx though Hilferding largely ignored it. The gist of Marx’s argument is 
that,  in  the  world  arena,  the  commodity  aspect  of  money  is  fully  restored,  fiat  and  credit  
forms of money are marginalized, and gold once again reigns supreme.24 Impersonal (and 
non-national)  commodity  money  is  called  upon  to  act  as  world  money  –  as  international  
means of hoarding, payment, and transfer of value. 

Marx’s view of world money was developed when gold dominated international monetary 
transfers, while Hilferding’s book was written when the gold standard was at its peak, 
shortly  before  being  abandoned  in  1914.  Briefly  put,  for  most  of  the  second  half  of  the  
nineteenth century, sterling (freely convertible into gold) acted as reliable means of 
hoarding and payment internationally; London provided clearing and lending facilities to the 
rest of the world; the bill on London financed world trade; and the gold hoards of the Bank 
of England were the ultimate source of world money. Transfers of gold (gold drains) among 
nations characterized the international dimension of economic crises, while access to gold 
dictated a nation’s ability to confront the external pressures of crisis. It is striking that 
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neither Hilferding nor Lenin made much of the purely monetary aspects of the world market 
in their respective analyses of imperialism. 

The role of world money is very different under conditions of financialization. World 
money has had no clear connection with gold since the collapse of the Bretton Woods 
system in 1971–73. The US dollar is the form of money closest to world money under 
present conditions; but the dollar is valueless legal tender (in the US) that combines aspects 
of credit and fiat money. It evidently lacks the impersonal, value-containing character of 
gold.  At  best  the  dollar  is  quasi-world-money,  and  as  such  it  relies  on  trust  and  customs  
present in the world market, but also on the political and military power of the US as the 
dominant imperialist power. Precisely this aspect of the dollar has allowed the transfer of 
value from the rest of the world to the US as financialization has spread its tentacles across 
the world. The dollar has lent a monetary aspect to contemporary imperialism that was 
absent in Hilferding’s and Lenin’s day. It has also considerably exacerbated the tensions and 
instabilities of the world market, particularly in connection with the global flows of loanable 
capital. 

Credit 

Hilferding’s analysis of credit is on firmer ground than his analysis of money, and reveals the 
true strengths of his theory. In the spirit and letter of Marx, Hilferding produced an analytical 
layering of capitalist credit relations according to their intrinsic character.25 This fundamental 
ordering of credit relations characterizes the theoretical treatment of the credit system put 
forth in Chapter 5 below to support the analysis of financialization. 

More specifically, Hilferding first discussed commercial (or trade) credit, which arises 
spontaneously between capitalist enterprises and takes the form of bills of exchange.26 This 
is the most elementary form of credit that does not presuppose the existence of financial 
institutions. The innovative element of Hilferding’s analysis in this respect was to associate 
commercial credit with ‘circulation credit’; commercial credit was assumed to be advanced 
typically to finance the needs of non-financial enterprises for circulating capital. 

Monetary (or banking) credit is a more advanced form of credit which involves the lending 
of money and is mediated by financial institutions. Furthermore, banks intervene and 
centralize the flows of commercial credit by replacing bills with their own credit. Matching 
the institutional reality of Hilferding’s day, banks were assumed to discount bills with their 
own banknotes which circulated as an advanced form of credit money. Banks were also 
assumed to collect idle money hoards generated in the circuits of industrial capital, which 
they turned into loanable money capital and made available to functioning capitalists 
through lending. This is ‘capital or investment credit’ that earns the rate of interest. 

The critical step subsequently taken by Hilferding was to associate the supply of 
investment credit with the formation of fixed capital by industrial enterprises, ultimately 
allowing him to construct the concept of finance capital.27 Hilferding observed that 
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investment credit necessarily generates a close link between banks and enterprises since it 
finances fixed capital investment and its repayment takes a long time. Consequently, banks 
are  obliged  to  collect  information  and  to  monitor  enterprise  operations.  This  penetrating  
insight was advanced decades before neoclassical banking theory began to appreciate the 
importance of monitoring and ‘commitment’ relations between banks and enterprises, 
briefly discussed in Chapter 5 of this book. Unlike contemporary mainstream theory, 
moreover, Hilferding was alive to power relations and indicated that the monitoring 
activities of banks allowed them to control industrial capital. 

However, Hilferding went astray by asserting that, as the scale of capitalist production and 
fixed investment grew over time, industrial enterprises would be forced increasingly to rely 
on investment credit, thus finding themselves under the tutelage of banks. For Hilferding, 
this is an underlying, secular tendency of capitalism that ultimately leads to the emergence 
of finance capital. This aspect of his argument is clearly incorrect, as Sweezy noted already in 
the 1940s in The Theory of Capitalist Development.28 There  is  no  secular  tendency  toward  
greater reliance of industrial enterprises on bank loans to finance investment. On the 
contrary, since the end of the Second World War the requirements of investment in 
developed countries have been met increasingly through retained profits. This trend 
underpins financialization.29 

In this respect, Hilferding paid a hefty price for not undertaking a concrete analysis of the 
financing of investment in the leading capitalist countries of his time. Instead, he relied on 
the  abstract  argument  that  as  the  scale  of  production  grows  so  must  the  reliance  of  
enterprises on external funds to finance fixed investment. This argument appears plausible 
but there is little empirical support for it as a secular trend of advanced capitalism. It is likely 
that Hilferding generalized unduly from credit transactions between German and Austrian 
corporations and banks at the end of the nineteenth century, which he interpreted as the 
future of advanced capitalism. In contrast, financialization is characterized by increasing 
distance between enterprises and banks, rising relative autonomy of finance and a turn of 
finance toward households, shown empirically in chapters 7 and 8. 

Stock markets 

Hilferding subsequently turned his attention to joint-stock capital, the stock market, the 
futures market, and banks as capitalist enterprises. His analysis of these topics again rested 
on Marx, but was also highly original, representing an advance over Marx’s disorganized and 
largely incidental remarks in Capital. His discussion of joint-stock capital, in particular, 
stressed the separation of ownership from control of capital. Consequently, Hilferding was 
led to examine the character of the shareholder as capitalist, including the differences 
between shareholder and classical capitalist entrepreneur. Following Marx, Hilferding 
treated investment in shares as akin to moneylending.30 Funds invested in shares come from 
society’s great pool of loanable money, given that shares can be easily sold and the 
shareholder could secure return of capital without much trouble. 
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Separation of ownership from control turns the shareholder into an agent who advances 
money capital in the expectation of earning interest-like returns while maintaining liquidity; 
effectively, the shareholder is a rentier. Always keeping an eye on power relations, Hilferding 
stressed that the main beneficiaries of the separation of ownership from control are the 
large shareholders, who end up controlling huge enterprises with a relatively small capital 
outlay. The emergence of joint-stock capitalism brings a shareholding oligarchy, not a 
shareholding democracy.31 

Hilferding’s focus on the specific character of joint-stock capital is one of the strengths of 
his book, and provides a key element for the analysis of financialization. The separation of 
ownership from control, the transformation of capitalist owners into shareholders, and the 
emergence of giant, impersonally run enterprises have been fundamental to the 
transformation  of  capitalism  throughout  the  twentieth  century.  They  are  also,  in  large  
measure, characteristic of financialization, as is shown in Chapter 6 of this book. However, 
for Hilferding, these phenomena were also constitutive elements of the advancing 
socialization of the economy. He considered joint-stock giants to have some capacity to plan 
the future as well as taking action to lessen the anarchy and instability of markets. There is 
no reason to accept this assumption, even though it marked the approach of Hilferding to 
mature capitalism. 

The transformation of the active capitalist into a shareholder, moreover, has implications 
for profits and financial asset prices. In this connection, Hilferding offered the first thorough-
going Marxist analysis of share price determination as discounted future profits.32 This is an 
innovative part of his book and includes the concept of ‘promoter’s profit’, Gründergewinn, 
better translated as ‘founder’s profit’, which is not to be found in Marx’s work. ‘Founder’s 
profit’ is a pivotal concept for the analysis of financial profit in general, and of capital gains in 
particular. Its importance to financialization is intuitively obvious, but applying it to 
contemporary capitalism is far from straightforward, as is shown in detail in Chapter 6. 

The core of Hilferding’s argument regarding ‘founder’s profit’ is that the expected return 
on  shares  tends  to  be  equal  to  the  rate  of  interest  (plus  a  risk  premium)  given  that  
shareholders  are  similar  to  lenders  of  money.  Marx’s  analysis  of  finance,  furthermore,  
claimed that the average rate of interest is normally below the average rate of profit, a view 
that was accepted by Hilferding.33 The implications are profound since share prices result 
from discounting an enterprise’s expected profits. Furthermore, the actual capital invested 
in the enterprise is equivalent to the discounted value of the expected profits. However, the 
rate  of  discount  used  in  the  former  case  (shares)  would  be  the  rate  of  interest  (plus  risk  
premium) while in the latter case (actual capital) it would be the (higher) rate of profit. 
Consequently, the total value raised through a share issue would be greater than the 
amount of capital actually invested in the enterprise, the difference being founder’s profit. 
For Hilferding, founder’s profit amounted to capitalized future profit of enterprise, that is, to 
profit that remains to the functioning capitalist after payment of interest. The issuers of 



 60 

shares – but also the banks that manage the issuing of shares – are able to obtain the future 
profit of enterprise in one fell swoop. Thus, ‘founder’s profit’ is a further element 
contributing to the emergence of finance capital. 

Hilferding’s concept opens a path to analysing the gigantic financial profits characteristic 
of financialization. The relationship between loanable capital advanced in financial markets, 
financial asset prices, expected flows of surplus value and capital gains is integral to 
determining financial profit. Furthermore, the theoretical link between future profit of 
enterprise and capital gains would necessarily draw on differences in rates of remuneration 
among the various agents involved in handling loanable capital. With these points in mind, 
the concept of founder’s profit could contribute to developing a theory of financial profit 
and capital gains, as is shown in Chapter 6. 

Finally,  Hilferding  asserted  that  bank  profits  from  transactions  in  financial  markets  also  
represent a share of the future profits of enterprise.34 He claimed that these profits accrue 
to the banks because of committing money capital to share transactions while maintaining 
the confidence of society in the stock market. This is not a strong argument since investment 
bank profits accrue for a variety of services provided by banks to agents trading in financial 
markets. Furthermore, a prominent area of bank profitability in financial markets in the 
course of financialization has been trading on own account in financial markets, which has 
certainly involved making profits out of other people’s loanable capital. The analytical path 
opened by Hilferding in this respect needs to be further developed, if Marxist theory of 
finance is more fully to account for contemporary financial profit. 

Finance capital and trading blocs 

Hilferding subsequently put forth his main theoretical innovation – the concept of finance 
capital.35 Put briefly, as capitalism matures, the scale of production expands, bringing an 
increase in fixed capital requirements. Consequently, capital mobility is reduced and the 
equalization of profit rates is hampered due to persistent over-capacity. Industrial sectors 
that have large volumes of capital sank into fixed investment find it difficult to raise the rate 
of  profit.  Hence  capitalists  in  these  sectors  are  led  to  merge  and  to  acquire  each  other’s  
enterprises, thereby eliminating competition, cyclical fluctuations and commercial 
middlemen. In short, the centralization of capital is exacerbated, thus raising profitability. 

Joint-stock companies are particularly suitable for the centralization of capital since they 
facilitate control of enterprises via relatively small shareholdings. Crucially, centralization 
also spreads to banks. The emergence of huge joint-stock banks encourages further 
reduction of industrial competition in order precisely to protect bank profits. Thus, mature 
capitalism is dominated by centralized capital that consciously restricts competition to 
protect profitability. Hilferding offered a detailed discussion of the organizational forms of 
centralized capital, including cartels and trusts.36 Sweezy was sufficiently impressed to state 
that Hilferding’s discussion could be accepted with ‘few reservations’.37 
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For Hilferding, finance capital was a new form of capital that emerged on the basis of 
centralized industrial and banking capital. Indeed, it was an amalgam of the two: large banks 
and industrial corporations were drawn together as corporations borrowed to finance fixed 
capital formation and as banks took a leading role in floating shares in the stock market. 
Banks became closely involved with the running of enterprises and made large gains in the 
form of founder’s profit, while retaining much of their own capital in liquid, money form. 
Consequently, banks had a significant power advantage over industrial capital – they were 
the senior partners in finance capital dictating its actions and behaviour. 

Hilferding’s concept of finance capital has played a tremendously important role in the 
development of Marxist thought. It was widely accepted by his contemporaries, above all, by 
Lenin in his theory of imperialism.38 In the course of the twentieth century, finance capital 
often became synonymous with monopoly capital in Marxist literature, mostly due to Lenin’s 
influence. Its relevance has sometimes been asserted in conditions that barely resemble 
those of Hilferding’s day – such as the post-war boom of the 1950s and 1960s – and even by 
writers who have otherwise adopted a critical perspective on Lenin’s theory of imperialism.39 

Hilferding’s concept should be treated with considerable caution. The tendency toward 
monopolistic competition has been present throughout the twentieth century, including 
since the 1970s. However, in practice, a broad range of relations has prevailed among 
contemporary industrial and financial capitals, often with national characteristics. Moreover, 
as was noted above, there is no universal long-term tendency for industrial capital to rely on 
bank loans to finance fixed capital formation. 

In short, finance capital does not adequately capture the complexity and range of 
relations between industrial and banking capital in the course of the twentieth century. 
Nevertheless, the concept is still important because it focuses attention on the organic and 
institutional links that have emerged between these two types of capital in the course of 
capitalist development. Links of this nature were merely incipient when Marx wrote Capital, 
but have become characteristic of capitalism since the end of the nineteenth century and 
exhibit a variety of forms across particular countries. 

Banks are not the dominant partner in bank–industry relations under conditions of 
financialized capitalism. Even in provision of external finance to industry, banks compete 
against other financial institutions, including pension funds, money trusts and insurance 
companies. Furthermore, industrial and commercial capitals systematically engage in 
financial activities on own account. These include independent issuing of debt in open 
markets (commercial paper, bonds, warrants, and so on) supplying consumer and trade 
credit, engaging in foreign exchange markets as well as transacting in forward, futures and 
derivatives markets. Evidence for the altered practices of both enterprises and banks under 
conditions of financialization is adduced in chapters 7 and 8. 

Crises 
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Hilferding ascribed crises primarily to disproportionalities between the departments of the 
total  social  capital.  In  the  great  Social  Democratic  debate  on  capitalist  economic  crises,  he  
thus broadly sided with Mikhail Tugan-Baranovsky’s approach in Les Crises industrielles en 
Angleterre. He certainly rejected underconsumptionism which was soon to receive its 
developed form by Luxemburg in The Accumulation of Capital. While Hilferding believed that 
crises were an integral part of the behaviour of the capitalist economy, he dismissed the 
notion that capitalism would inevitably collapse of its own accord, as Schumpeter has noted 
approvingly.40 He  also  discussed  the  role  of  credit  and  money  capital  in  exacerbating  the  
business cycle. 

Of greater significance, however, was his analysis of the changed form of crises due to the 
emergence of finance capital, hinting at his later concept of ‘organized capitalism’. Cartels 
and  large  banks  make  banking  crises  less  likely  as  well  as  less  severe  by  suppressing  
competition. Since cartels and banks operate on an enlarged scale of accumulation, they can 
guarantee a minimum volume of production and circulation, thus also reducing the 
disruption of credit in a crisis. Furthermore, joint-stock corporations can rationally assess the 
prospects of production and profitability. Finally, large banks are able to take a more rational 
view of the credit requirements of the economy, thus reducing the speculative use of credit 
characteristic of the early days of capitalism. 

For Hilferding, these factors ameliorated crises as capitalism developed, although he also 
thought that crises could not be finally eliminated by finance capital. In this connection, 
Hilferding claimed that Germany and the US were the paradigmatic countries of advanced 
capitalist relations, dismissing England for her ‘backward’ credit system.41 This view was 
pivotal to his analysis of imperialism, considered below. 

Imperialism 

Hilferding’s theory of imperialism has been fundamental to the classical Marxist analysis of 
imperialism largely because of its influence on Lenin. The issue of imperialism is, of course, 
relevant to the analysis of financialization and aspects of it are considered in subsequent 
chapters. Suffice it at this point briefly to revise key arguments from the classical Marxist 
debates at the turn of the twentieth century which will help specify the content of 
subordinate financialization in subsequent chapters. 

Discussion of imperialism inevitably turns on Lenin’s work, the standard reference point 
for Marxist analysis since the end of the First World War.42 Lenin’s theory, moreover, has left 
its imprint on political practice in developed and developing countries throughout the 
twentieth century. Examining the large literature attached to these phenomena would 
require a separate volume. Thus, Lenin’s work is considered exclusively from the perspective 
of its differences and similarities with Hilferding’s analysis with a view to establishing a 
theoretical framework for financialization. The importance of Hilferding’s Finance Capital in 
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this respect lies in providing economic foundations for Lenin’s theory, including the core 
concept of finance capital. 

The classical Marxist debates on imperialism were concerned with the sudden surge of 
European imperial expansion during the last quarter of the nineteenth century, rather than 
with  imperialism  as  a  general  historical  phenomenon.  It  should  be  stressed  that  this  is  a  
merit, in view especially of mainstream theories that have often defined themselves in 
opposition to the Marxist approach.43 By and large, classical Marxist theories avoided bland 
historical generalizations and related imperialism to well-defined economic processes of 
their era. They typically sought to account for phenomena such as the ‘scramble for Africa’ 
and the rise of militarism among European powers at the end of the nineteenth century. 

These events had a shocking novelty for societies that had not known a major European 
war since 1815 and were pervaded by the ideological belief that capitalism meant rational 
progress in human affairs. It is also worth mentioning that classical Marxist explanations of 
imperialism shared common ground with the theory advanced by the liberal Hobson in 
Imperialism, for whom imperialism resulted from underconsumption at home that created 
the need to send capital abroad. Note further that Marxist theories were far more soundly 
based than Schumpeter’s view of imperialism as an unfortunate ‘atavistic’ aspect inherited 
from feudalism by a fundamentally peaceful capitalism.44 

Not surprisingly, there were substantial differences among the classical Marxist theories 
of imperialism. Thus, Kautsky linked imperialism to the need to secure markets 
internationally as well as to the tendency of agriculture to lag behind industry as capitalism 
developed. To ensure an adequate supply of agricultural commodities, industrial countries 
colonized agrarian countries.45 For Kautsky, imperialism was an international policy chosen 
by the bourgeoisie, which could also be altered in a peaceful direction. In contrast, 
Luxemburg, in part three of her Accumulation of Capital, argued that the capitalist economy 
faced an insuperable problem in securing sufficient domestic demand to realize rising 
volumes  of  surplus  value.  This  led  to  a  search  for  foreign  markets  as  capitalism  matured,  
involving violence and political domination of one country by another. Imperialism, for 
Luxemburg,  was  not  a  matter  of  policy  but  a  process  that  sprang  from  the  deep  core  of  
capitalist accumulation. 

Hilferding treated imperialism as a policy of the bourgeoisie, but the true strength of his 
theory came from his focus on the historical inevitability of imperialism, particularly for 
Germany which had developed late. To establish his thesis, Hilferding drew directly on the 
concept of finance capital as well as on ideas that were common currency among Viennese 
Austro-Marxists. His point of departure was the aggressive tariff policies that were generally 
adopted in the last quarter of the nineteenth century. This phenomenon had already been 
examined from a Marxist perspective by Bauer, who related imperialism to a shift from the 
protective tariffs of early capitalism (seeking to shield domestic industry) to the aggressive 
tariffs  of  mature capitalism (seeking to destroy foreign industry).46 It is important to stress 
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this point in view of today’s not infrequent – and erroneous – association of nineteenth-
century capitalism with ‘free trade’. In practice international capitalism was characterized by 
increasing restrictions on trade from the 1870s to the outbreak of the First World War, with 
the exception of Britain.47 Classical imperialism was closely associated with high and rising 
trade barriers. 

Hilferding gave theoretical depth to the analysis of aggressive tariff policy by relating it to 
finance capital.48 Cartels favoured aggressive tariffs because these resulted in an exclusive 
territory that shored up profitability and stabilized domestic combinations of enterprises. 
Therefore, competition among finance capitals took place via creation of exclusive, tariff-
protected territories, instead of merely selling commodities. On this basis, Hilferding 
developed an argument explaining the export of money capital. The creation of exclusive 
territories limited the scope for other cartels to increase commodity exports, thus 
encouraging the export of money capital. Hilferding took capital export to mean capital 
invested abroad which remained under domestic control and whose profits were 
repatriated, that is, a type of foreign direct investment. He evidently thought that export of 
capital took place toward less developed countries that offered lower wages and other 
advantages to corporations. 

Hilferding concluded that the imperialist policy of finance capital represented a major 
rupture with the laissez-faire policies characteristic of mid-nineteenth-century Britain. The 
model countries of finance capital were Germany and the US. Finance capital – joint-stock 
capital in association with banks – made possible the mobilization of Germany’s scattered 
resources allowing the country to catch up. Late development also meant weaker social 
opposition to advanced technology. As Germany overtook Britain, its finance capital came to 
rely on the state, particularly on military power to sustain the creation of exclusive 
territories. Imperialism inevitably led to competition in armaments, to constant threat of 
war among the imperialist countries, and to racism toward the dominated. 

To recap, Hilferding related imperialism to the epochal transformation of capitalism 
represented by finance capital. Imperialism sprang from the transformed mechanisms of 
capitalist competition and accumulation. It thus had a specific economic content that gave 
rise to phenomena such as the emergence of giant cartels and banks, aggressive tariffs, and 
export of capital. At a stroke, Hilferding was able to account for key political phenomena, 
such  as  militarism  and  the  threat  of  war,  while  also  arguing  that  the  working  class  had  to  
oppose imperialism. 

It is hardly surprising that Hilferding’s theory appealed to Lenin, who adopted the concept 
of finance capital as well as the view of territorial (imperial) exclusivity through tariffs and 
the consequent export of capital. From Hilferding also came the notion of rising militarism as 
well  as  of  finance  capital  deploying  the  state  in  order  to  succeed  in  international  
competition. Reliance on Hilferding, finally, is apparent even in the subtitle of Lenin’s main 
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work on imperialism (the ‘highest’ or ‘latest’ or ‘new’ stage of capitalism) which echoes the 
subtitle of Hilferding’s book (‘the latest phase of capitalist development’). 

Nevertheless,  Lenin  placed  his  own  stamp  on  the  theory  of  imperialism,  thus  turning  it  
into  standard  reference  for  Marxists.  Lenin  produced,  above  all,  a  political  pamphlet  that  
was concerned with the outbreak and likely outcomes of the First World War. To be sure, 
the work rested on voluminous research on the major capitalist economies, plus a 
theoretical analysis of the periodization of capitalism. Lenin, furthermore, was concerned to 
provide empirical substantiation for his claims, and his short book carried far more factual 
data than Hilferding’s tome. But it remained primarily a political intervention, as is evidenced 
by its emphasis not only on territorial exclusivity among cartels but also on the territorial re-
division of the world as a cause of imperialist war. 

In terms of its theoretical underpinnings, moreover, Lenin’s work differed from 
Hilferding’s in two respects. First, while accepting the concept of finance capital, Lenin 
presented it as the outcome of rising monopoly tendencies within industry and finance.49 
There is no doubt that Hilferding had also stressed monopolistic (and cartels), but Lenin’s 
emphasis was of different order of significance. He placed enormous importance on the 
intrinsic tendency in capitalist economies for laissez-faire competition to be replaced by 
monopolistic competition dominated by giant enterprises and giant banks. Thus, finance 
capital resulted from the coming together of enterprises and banks, with the latter holding 
the  upper  hand.  Note  also  that  while  Lenin’s  argument  rested  on  a  theoretical  
understanding of capitalist competition, it lacked Hilferding’s analysis of the forms of credit 
and the financial requirements of industrial corporations. Bukharin’s Imperialism and World 
Economy, incidentally, also relied on rising monopolies and finance capital, though – going 
well beyond Hilferding – Bukharin claimed that the world economy comprised competing 
national units resembling gigantic enterprises. 

Second, and more significant, Lenin admired the liberal Hobson and borrowed several of 
his arguments. Hobson, in Chapter 4 of his Imperialism, had stressed underconsumption and 
capital export, believing that imperialism entailed the emergence of ‘parasitical’ capitalism 
that exported loanable capital and lived off bond coupons. Lenin adopted much of Hobson’s 
view, claiming that the leading imperialist countries systematically absorbed interest 
payments from poorer countries across the world.50 These ‘rentier’ countries, furthermore, 
contained a ‘labour aristocracy’, a thin layer at the top of the working class that was bought 
off with some of the coupon clippings. Hilferding kept aloof from such ideas. This was 
probably  related  to  his  theoretical  analysis  of  the  credit  system  as  a  mechanism  for  the  
reallocation of idle sums of money within the capitalist class. The implications of this point 
for  the  analysis  of  financialization  are  profound,  as  is  shown  briefly  below  but  also  in  
chapters 5 and 6 of this book. 

What  is  the  relevance  of  these  theories  for  the  analysis  of  financialization  and  the  
evolution of capitalism in late twentieth century?51 It  is  worth  noting  at  the  outset  that  
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classical Marxist theories of imperialism offer stronger insights into contemporary capitalism 
than the dependency theories of the 1960s and 1970s. The vast literature on 
‘underdevelopment’, for instance, has become rapidly dated in the face of financialization 
and global deregulation. It is true that dependency theorists have focused far more than the 
classical Marxists on the form taken by capitalism in the countries of the ‘periphery’. But, 
even in this respect, the emergence of dynamic industrial capitalism in the ‘periphery’ – 
above all, in East Asia – hardly fits with ‘the development of underdevelopment’.52 Similarly, 
the emphasis of classical Marxist theories on political economy is a strong advantage 
compared to much contemporary theorizing on ‘global’ capitalism. The latter often focuses 
on the political, sociological, military, ethical and moral aspects of modern imperialism, 
rather than its connection to capitalist accumulation.53But even explicitly Marxist work on 
contemporary imperialism has generally been short of foundations in political economy.54 

The classical Marxist theory of imperialism has an immediate relevance to several of the 
key features of financialization. Thus, it stresses the centralization of capital as a typical 
trend of mature capitalism; mergers and acquisitions have been a salient feature of global 
economic activity since the 1970s, providing scope for the extraction of financial profits. By 
the same token, multinational corporations dominate the world market, as is shown in 
subsequent chapters. Furthermore, the theory identifies the export of capital as integral to 
imperialism, but also as an aspect of fundamental transformation of capitalist economies. 
The world market since the late 1970s has been characterized by successive waves of capital 
exports that have shaped global financialization, discussed in chapters 8 and 9. 

But there are also aspects of the classical Marxist theory of imperialism that are currently 
irrelevant, or highly specific to the first bout of financial ascendancy. Thus, while 
contemporary imperialism seeks territorial control, there is no dominant tendency toward 
aggressive tariffs or exclusive territorial rights, much less toward formal colonial empires. 
Furthermore, the tendency toward capital export is not the result of territorial exclusivity, 
and nor is it characteristic merely of relations between developed and developing countries. 
The greatest capital flows have occurred among developed countries; more poignantly, in 
the 2000s there have also been reverse net flows of capital from developing to developed 
countries. This is a striking aspect of financialization connected to the contemporary role of 
world money, which is absent from the classical Marxist theories of imperialism. 

It is remarkable in this respect that the dominant imperialist power, the US, has become a 
huge borrower, relying on inflows of loanable money capital even from developing countries 
to finance domestic consumption. This phenomenon fits badly with classical Marxist 
perceptions of dominant imperialist countries as world lenders, not to mention the notion of 
‘parasitical’ imperialists living off coupon clippings from lending abroad. At the same time, 
command over world money has allowed the US to extract benefits directly from even the 
poorest countries in ways that would have been impossible in the classical era, as is shown in 
Chapter 8. This is a key aspect of global domination as well as of subordinate financialization. 
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These observations point to an underlying weakness in Hilferding’s overall analysis of 
capitalist transformation and imperialism. As was mentioned at the beginning of this 
chapter, Hilferding sought to establish structural, ‘endogenous’ reasons for the emergence 
of finance capital but without analysing the evolution of production and the labour market; 
moreover, throughout his exposition, he focused mainly on Germany and Austria. Yet, the 
structure of the capitalist financial system and the connection between banking and 
industrial capital do not easily admit of ‘endogenous’ theorization, as is obvious with a 
century’s hindsight. 

Relations between production and finance tend to be historically specific, and subject to 
institutional and political factors that shape the financial system. The links between 
industrial capital and the credit system in the period of financialization have been far more 
variable than the simple picture of increasing reliance of industry on banks which Hilferding 
assumed. Moreover, financialization has witnessed the rising involvement of workers in the 
workings of the financial system in ways that would have been unthinkable to classical 
Marxists. While the classical Marxist debates on the first bout of financial ascendancy remain 
indispensable to analysing financialization, the current period is qualitatively different. 
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Part 2 POLITICAL ECONOMY OF FINANCIALIZATION 

 

4. THE MONETARY BASIS OF FINANCIALIZED CAPITALISM 

Monetary features of financialization 

The  first  step  in  building  a  theoretical  framework  to  analyse  financialized  capitalism  is  to  
establish the monetary underpinnings of the rise of finance. For Marxist political economy, 
money  is  an  integral  part  of  capitalist  economies  that  provides  both  real  and  theoretical  
foundations for finance. In dialectical terms, money is the initial category, while credit and 
finance derive from the further unfolding of the category of money (and capital). Marxist 
theory of credit and finance is inherently monetary in the sense that it rests analytically on 
the theory of money.1 The rise of financialized capitalism has depended on particular forms 
of money and monetary practices, the importance of which is demonstrated at various 
places  throughout  this  book.  Summarily  put,  there  are  three  salient  monetary  features  to  
financialization, which are further examined in this chapter. 

First, the monetary terrain of financialization has been determined by the absence of 
commodity money from domestic monetary transactions, including from the operations of 
banking.  Since  the  early  1970s  –  indeed  for  most  of  the  twentieth  century  –  commodity  
money (gold) has been a hoard of last resort held by central banks with minimal monetary 
functioning in practice.2 The retreat of commodity money from monetary circulation has 
been accompanied by the complete domination of the monetary sphere by credit money. 
This is money that is normally generated by private financial institutions (banks) and 
comprises private promises to pay backed by a variety of financial assets, both private and 
public. It is the dominant form of money in advanced capitalism sustained by the 
corresponding development of the credit system. However, despite the dominance of credit 
money, the form of money has continued to evolve in the course of financialization, 
including the emergence of electronic money that differs qualitatively from credit money. 

Second, crucial to the ascendancy of private credit money has been its legal convertibility 
into state-backed money created by central banks. The latter is a hybrid form of money: it is 
partly  credit  since  it  is  created  through  credit  mechanisms  (mostly  lending  by  the  central  
bank to private banks); it is partly fiat since it is inconvertible legal tender that normally rests 
on  the  state’s  promises  to  pay.  This  hybrid  form  of  money  is  the  ultimate  lever  of  state  
power in the realm of finance because it allows the state to provide liquidity and to make 
payments at critical junctures. Financialization has been stamped by the conscious 
management of state-backed central bank money through various mechanisms of the state. 
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Central banks have emerged as a leading public institution, typically under a façade of 
independence. The command exercised by states over central bank money has made 
sustained intervention in the field of finance possible throughout the period of 
financialization. The importance of control over state-backed credit money was made clear 
in the course of the global crisis of the 2000s, discussed in chapter 9. 

Third, even more important for the emergence of financialization has been the evolution 
of the form and functioning of money in the world market. Gold has played a very minor role 
in international payments following the collapse in 1971–73 of the Bretton Woods 
Agreement which had stabilized exchange rates by fixing the convertibility of the US dollar 
into  gold.  Since  then,  commodity  money  has  functioned  as  an  international  hoard  of  last  
resort, while the functions of international means of payment and means of hoarding have 
been taken over largely by the US dollar. The functioning of the dollar as quasi-world-money 
during the last four decades has been a development of paramount importance for the 
global spread of financialization. However, the world role of the dollar has also been 
contradictory and destabilizing, not least by affecting the international transfers of value and 
leading to flows of capital from poor to rich countries. It is shown in chapters 8 and 9 that 
accumulation of dollar reserves has contributed to financialization in developing countries as 
well as to the gigantic crisis of the 2000s. 

It  should  also  be  mentioned,  even  if  only  for  completeness,  that  money  has  placed  its  
mark on the social outlook of financialized capitalism. Communal and associative bonds have 
shrunk; public provision has generally retreated and money has been re-strengthened as the 
pivot of a broad range of social interactions. The moral and ethical development of 
individuals in financialized capitalism has reflected the enhanced presence of money. After 
all, an integral feature of financialization has been the spreading of monetary relations in 
areas that were previously relatively aloof from monetary mechanisms, including health, 
education, transport and housing. The financialization of individual income has enabled 
money to penetrate deeply into the economic, social, moral, and customary life of 
households in financialized capitalism. 

By no means, however, has the hold of money over society been inexorably strengthened 
in the decades of financialization. Often the ascendancy of money has been consciously 
opposed through collective action in several areas of social life. Associative forms of 
exchange, such as Local Exchange Trading Systems, or ‘green’ and ‘time’ money have 
created networks functioning without the organizing presence of ordinary, commercial 
money.3 Furthermore, technological, institutional and organizational changes across the 
economy have also restricted the role of money in several areas of social interaction. 
Services and other goods associated with the internet, for instance, have been partially 
detached from the power of money, at times becoming nearly free at the point of 
consumption, including newspapers and music. The trend of distancing some areas of 
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individual life from the power of money has had important implications for electronic 
money, briefly considered below. 

In sum, the monetary underpinnings of financialization have been determined by 
institutional and historical changes occurring in the monetary sphere during the last four 
decades. To grasp the full significance of these changes analysis should start from the 
fundamental  questions  of  what  money  is  and  how  it  functions  in  capitalist  economy  and  
society.  The  following  section  undertakes  a  brief  sojourn  into  first  principles,  focusing  on  
Marxist monetary theory and recapping Marx’s own work on money. 

Marxist monetary theory in relation to contemporary money 

The significance of Marx’s monetary writings 

Marx’s monetary writings are very extensive, ranging from early discussions of philosophical 
and cultural aspects of money, to mature analysis of monetary phenomena of industrial 
capitalism, to asides on monetary events in newspaper articles and correspondence. Marx 
considered monetary theory to be a weighty part of his intellectual output.4 However, it has 
remained a relatively underdeveloped part of Marxist economics.5 

Mainstream economic theory generally acknowledges Marx’s stature as a great thinker, 
but dismisses outright his monetary theory, or is even unaware of it. There is an unjustified 
perception of Marx as a ‘metallist’ of little relevance to contemporary monetary 
phenomena. The prevalence of this view owes much to Schumpeter, whose frequently 
unjustified assertions about the history of economic thought can befuddle those unfamiliar 
with the original texts.6 It is also due to Marx’s – admittedly copious — references to gold, 
which have frequently misled Marxist and heterodox economists.7 Some Marxist monetary 
theorists  have,  moreover,  continued  to  search  for  an  active  role  of  gold  in  contemporary  
monetary phenomena, particularly in relation to the function of money as measure of 
value.8 The presumption is  that,  unless  money was shown to retain a commodity form – a 
value-containing form – Marx’s monetary theory, not to mention the labour theory of value, 
would be rendered obsolete. 

The dismissal or one-sided reading of Marx’s monetary writings is also due to the inherent 
difficulty of the material itself. Much of Marx’s advanced monetary work lies in chaotic form 
in part five of volume three of Capital.  It was actually a jumble of notes found by Engels in 
Marx’s papers after his death, and brought to publishable form through a true labour of 
love. At first sight it appears as a medley of theoretical points, empirical observations, long 
quotes and comments on others. To appreciate its depth it is necessary to persevere and, 
above all, to place it in the appropriate institutional context, including the development of 
monetary thought. This is often lacking among those who comment on Marx’s theory of 
money. 
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Even the monetary theory that Marx actually prepared for publication, however, presents 
daunting problems. At its core lies very dense analysis of the dialectics of value and money, 
coupled with critical discussion of an enormous range of monetary theorists. For those 
familiar  with Marx’s  method,  these monetary writings can offer  startling insight.  For  those 
trained in neoclassical economics, the prevalence of dialectics as well as Marx’s systematic 
references to the history of economic thought pose insurmountable challenges. 

The cornerstone of Marx’s published analysis of money can be found in volume one of 
Capital. Relevant points are also available in the Grundrisse, though strictly speaking the 
latter was not prepared for publication by Marx and appeared long after his death.9 Equally 
important is A Contribution to the Critique of Political Economy, Marx’s first systematic foray 
into political economy, which was published almost a decade before Capital. In that work 
Marx put forth one of the earliest surveys of the history of monetary theory, while placing 
his own monetary analytics in appropriate context. Command over the Contribution – and of 
the work of the theorists surveyed within – is a sine qua non for appreciating Marx’s 
monetary theory. 

Marxist theorists have pored over volume one of Capital and the Grundrisse (but much 
less the Contribution) for several decades, typically with the aim of developing the labour 
theory of value. In recent years, for instance, a stream of writings has emerged which treats 
value as abstract labour that necessarily has a monetary expression – that is, it necessarily 
appears as money. The origin of this literature is ultimately Rubin’s Essays on Marx’s Theory 
of Value published in the Soviet Union in the 1920s. This work has had a strong influence on 
contemporary writings on value, for instance, through the ‘value-form’ current.10 It has also 
been influential in the recent resurgence of monetary interpretations of Marx’s value theory, 
often with a neo-Hegelian tinge.11 

Concern with the relationship between value and money is a characteristic aspect of the 
revival of interest in monetary theory among Marxist economists in recent years.12 The 
output produced has created fresh openings for Marxist political economy, but the bulk of it 
has remained fundamentally concerned with value rather than money. That is, it has rarely 
offered a specific understanding of monetary phenomena as an integral aspect of the 
capitalist economy.13 In contrast to Marx’s own monetary writings, this work almost never 
engages with non-Marxist monetary analysis, and nor does it place Marxist analysis within 
the broad evolution of monetary theory. Last but not least, much of it suffers from a surfeit 
of Hegelian argumentation at the expense of economics.14 

Marx’s monetary writings should be critically assessed in terms of both their internal 
coherence and their relationship to classical and other monetary theory. Ultimately, 
however, the standing of Marxist monetary theory depends on the insight it offers on 
contemporary monetary phenomena. Relevance is the prime requirement, particularly in 
view of the remarkable monetary features of financialized capitalism. Marx’s own writings 
were, of course, produced under very different conditions of capitalist monetary 
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development. But they can still provide powerful guidance, if their intellectual and historical 
context is kept firmly in mind, as is shown in the following section. 

Marxist theory of money relative to neoclassicism and chartalism 

The relevance of any monetary theory to actual monetary phenomena derives in part from 
the answer it gives to the question: What is money and how does it emerge? At first sight, 
the question appears trivial, or highly abstruse, yet, on closer inspection, its true complexity 
and significance begin to emerge. Money has the ability to buy commodities, but is itself 
never bought; money is universally held by market participants, but is not directly 
consumed; money’s typical state is to be in motion, but it is also kept static in hoards; and so 
on, and so forth. Why is such an extraordinary economic entity present in markets, and how 
does it emerge? 

Marx offered a distinctive answer to this question, the significance of which can be fully 
appreciated only in the context of other monetary theories.15 It is notable, for instance, that 
classical political economy offers little guidance on this issue. Classical economists were 
certainly concerned with the peculiarity of money, but approached the issue instrumentally, 
so to speak. The standard view was put forth by Adam Smith in The Wealth of Nations while 
analysing ‘primitive’ exchange.16 In short, if money was absent, direct commodity exchange 
would prevail; however, direct exchange would be prone to constant breakdowns since the 
commodities held by traders would frequently be incompatible in terms of quantities, 
quality,  time  of  exchange,  and  so  on.  Hence,  a  ‘prudent’  trader  would  have  to  keep  a  
commodity desired by all to facilitate exchange. This commodity is money. 

Smith was thus fully aware of the inherent economic awkwardness of direct exchange, 
and associated money with it. But he did not confront the most difficult part of the problem: 
why should there be a commodity desired by all? And how could such a commodity emerge, 
if it was not already money? In short, what is the essence of ‘moneyness’ and how does it 
come about? Answers to this  question began to appear only after  the Classical  School  had 
gone into decline, and were produced almost simultaneously by Neoclassicism, the German 
Historical School, and Marxism.17 The first major economist to confront the issue was Marx, 
though  his  views  remain  the  least  known  within  economic  theory.  However,  the  power  of  
Marx’s answer can be fully appreciated only in the context of the other two schools. 

Neoclassicism contains two theoretical strains on this issue. The dominant strain is closely 
associated with Leon Walras’s formulation of General Equilibrium in Elements of Pure 
Economics in which money appears as abstract measure of value and means of exchange. 
Despite being aware of the fundamental place of money in commodity exchange, this 
approach offers no explanation for the endogenous emergence of money.18 General 
Equilibrium models, purporting to be the most advanced theoretical formulation of capitalist 
markets, ultimately treat capitalist trading as direct exchange. 
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The minor neoclassical strain, originating with the Austrian School and in particular Carl 
Menger,  has  more  to  offer  on  this  issue.19 Avoiding mathematical formulations of market 
operations, Menger focused on individual choices and actions. His argument, brutally 
simplified, is as follows: Commodities are, by assumption, differentially ‘marketable’; gifted 
individuals identify and demand commodities with better ‘marketability’, thereby facilitating 
their own transactions; other individuals learn by example and hence also demand 
commodities with better ‘marketability’; consequently the ‘marketability’ of one commodity 
increases until it dominates all others, thus becoming money. 

Menger’s argument is logically powerful, but its coherence derives from overwhelming 
focus  on  money  as  means  of  exchange,  paying  much  less  attention  to  more  complex  
functions of money, such as means of hoarding. This was probably related to Menger’s 
narrow approach to economic theorizing, based on extreme methodological individualism. 
Nonetheless, the Austrian tradition still offers the best argument that neoclassical theory 
can muster on the issue of money’s emergence. In recent years there have been attempts to 
incorporate Menger’s argument within Walrasian General Equilibrium, adding considerable 
formalism but not much further substance.20 

The German Historical School – locked in debate with the Austrians – rejected Menger’s 
individualist economic theorizing, favouring instead analytical descriptions of economic 
processes that drew on accumulated historical evidence. Consequently, it has produced no 
theory of money’s emergence. However, it has generated a body of analysis that places 
money in a wider social context, further associating it with non-market and non-economic 
forces. Its legacy among social sciences other than economics has been enormous and its 
prominence has increased in recent years. 

The most influential approaches to money broadly belonging to this current appeared as 
the German Historical School entered its terminal decline.21 One prominent view associates 
money with non-economic forces of a communal character, deriving from ancient practices 
of recompense for damage inflicted on others, commonly known as wergeld. This approach 
has had considerable influence among social scientists, though not among economists, for 
obvious reasons.22 Another influential view, known as chartalism, identifies the origin of 
money with the state. The best-known exponent is Georg Friedrich Knapp in The State 
Theory of Money, for whom money is a legal convention of value imposed by the state. 
Unlike the wergeld approach, chartalism has always maintained a toehold in economics.23 
The argument that money is essentially an arbitrary construct which measures commodity 
values on the basis of legal and customary conventions has been revived in recent years by 
Post-Keynesians.24Chartalism has an obvious appeal under conditions of financialized 
capitalism since the monetary sphere is permeated by valueless credit money convertible 
only into state-backed legal tender: it is easy to assume that the measure of value results 
from the say-so of the state. 
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Both the wergeld and the chartalist approaches to money’s emergence are broader than 
neoclassical analysis, encompassing several of money’s functions instead of focusing mainly 
on  means  of  exchange.  Moreover,  both  incorporate  a  wealth  of  non-economic  factors  to  
account for the emergence of money, and hence have a special appeal for anthropologists 
and economists. The approach of the German Historical School, furthermore, appears to fit 
naturally with evidence from Sumerian and Babylonian history regarding the ancient 
emergence of money and credit in societies that were based on royal and priestly 
prerogative.25 On this score, money’s origin seems unrelated to commodity exchange. 

The putative historical connection between money and the credit practices of ancient 
Middle Eastern societies has offered further possibilities to develop alternative theories of 
the  origin  of  money.  In  this  connection  mainstream  economic  theory  has  been  useful  to  
alternative theorists, even if mainstream analysis has not always been acknowledged by 
critics who are not economists. Thus, both Joseph Schumpeter and John Hicks have put forth 
credit-theories of money.26 Despite differences, both postulate that the fundamental 
interaction among economic agents is characterized by credit relations based on promises to 
pay, rather than by the give-and-take of exchanging equivalents. From this perspective, 
money is fundamentally a promise to pay that might be based on relations of trust, power, 
social custom, and so on. To critics of mainstream economics, treating money as a promise 
to pay appears to augment the scope for alternative analysis: money does not have to be a 
commodity and its origin can be sought in non-commercial social relations typically found in 
non-capitalist historical societies.27 

A number of critical points can be made about the approaches to money spawned by the 
German  Historical  School.  First,  it  is  notable  that  their  strength  is  also  the  source  of  their  
weakness. By emphasizing the role of non-economic forces in the emergence of money, 
theorists are led to seek the origins of money outside the process of exchange, and even 
outside  the  sphere  of  the  economy  altogether.  This  is  deeply  unsatisfactory  for  a  
phenomenon that is overwhelmingly economic and closely associated with markets. It is one 
thing to acknowledge that money has non-economic dimensions, quite another to argue 
that it derives independently of economic processes. Second, the chartalist view that money 
is a measure of value determined arbitrarily by the state is itself an arbitrary assertion. The 
state certainly intervenes in the functioning of money, but that does not mean that money is 
logically anchored on the state. An extra-market authority would need to possess 
extraordinary omniscience and power arbitrarily to determine the basis of commodity value 
measurement. Third, credit-based theories of money suffer from the telling weakness that 
commodity forms of money are not promises to pay since they incorporate value. Advanced 
capitalism is indeed based on money that comprises promises to pay, but only a leap of logic 
would equate gold with a promise to pay – that is, with a debt.28 Fourth, and more generally, 
credit-based theories of money offer a slender foundation for explaining the collapse of 
financial relations and the corresponding rise of monetary relations that is characteristic of 
capitalist crises. 
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It is instructive to note, incidentally, that some aspects of the chartalist view go back to 
classical political economy. Sir James Steuart proposed a well-developed version of abstract 
value measurement shortly before Adam Smith wrote The Wealth of Nations.  In his Inquiry 
into the Principles of Political Economy, Steuart suggested that ‘money of account’ is an 
abstract numeraire that establishes ideal prices, which are then approximated in practice by 
‘material money’.29 Marx, despite the high regard in which he held Steuart’s monetary 
analysis, rejected this view and offered fresh insight into money originating in commodity 
exchange.30 

The gist of Marx’s objection to Steuart’s theory of the abstract numeraire was that it 
obfuscates the relationship between ideal prices (established abstractly by money on paper, 
or in the mind) and actual prices (established in practice by money through regular 
commodity exchanges). The distinction between the two is valid and characteristic of 
commodity exchange, but actual prices are not practical approximations of ideal prices. 
Rather, actual prices reflect local, particular and incidental factors; hence they do, and must, 
diverge from ideal prices. The divergences do not arise from putative disparities between an 
ideal measure of value and its material approximation, but rather from the universal 
determination of value in the abstract compared to the particular determination of value in 
practice. The actual operations of commodity exchange render the abstraction of value into 
a real phenomenon, but they do so in specific circumstances. Furthermore the process of 
reconciling actual and ideal prices often involves violent economic episodes, including 
monetary  crises.  The  measure  of  value,  however,  has  nothing  ideal  and  abstract  about  it  
since it arises spontaneously out of the operations of commodity exchange. 

Marx’s own analysis of ‘moneyness’ predates those of Neoclassicism and German 
Historicism. It is profoundly theoretical, though not in the individualist manner of Menger, 
while incorporating the broad array of money’s functions and relations that concerned the 
Historical School. Its finished form is found in Chapter 1 of the first volume of Capital, where 
Marx  proudly  claimed  to  have  been  the  first  to  have  solved  the  riddle  of  the  ‘dazzling  
money-form’.31A Contribution to the Critique of Political Economy had prepared the ground 
by examining the dialectics of use value and exchange value, while the Grundrisse explored 
the historical and social role of money. 

Summarily put, money is a commodity that emerges spontaneously as the ‘universal 
equivalent’ or the ‘independent form of value’. For Marx, the emergence of money occurs 
necessarily in commodity exchange due to the contradictory unity of use value and exchange 
value. As use values, commodities are imperfectly divisible, available at specific places and 
times, perishable, and so on – they are particular. As exchange values, they are the opposite 
– general. In direct exchange, therefore, the two sides continually contradict each other, 
leading to breakdown of exchange. The emergence of money is necessary in order to resolve 
(or, rather, pacify) the contradictions. Money resolves the contradictions by being the 
independent form of value, thus disentangling the two sides: commodities can be use values 
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as themselves, while becoming exchange values as money. In short, monetary exchange 
overcomes and transcends direct exchange. 

The  logical  necessity  of  money’s  emergence  also  has  a  historical  and  social  dimension,  
most clearly discussed by Marx in the Grundrisse. To reproduce themselves, all societies 
must engage in internal exchange of products. However, societies in which production is 
organized primarily on communal and associative principles need not necessarily turn 
products into commodities. Customary, hierarchical, moral, political, and other mechanisms 
can facilitate product exchange, thus excluding money. Marx did not subscribe to Adam 
Smith’s fallacious abstraction of ‘primitive’ trade. Treating money as the outcome of 
relations of commodity exchange has nothing to do with assuming that money emerges out 
of a primordial state of barter. 

For Marx, societies in which production is run by autonomous and private owners of the 
means of production necessarily turn products into commodities. Such societies rely on 
markets to organize the flow of commodities and to allow reproduction to take place: they 
require money as a social organizer, and none more so than capitalist society. However, the 
historical origin of money does not lie within the internal organization of communities; 
money does not emerge as a curative for a malfunctioning barter economy. Rather, money 
emerges where communities come into contact with each other and commodity exchange 
occurs.32 When communities come into contact, relations of ‘otherness’ and ‘foreignness’ 
are dominant; thus room is provided for commodity exchange allowing money to emerge as 
the independent representative of value. This is an insight of astonishing power in view of 
anthropological and sociological research that has broadly confirmed its validity during the 
following century and more.33 

For Marx, however, it was not enough simply to show that money must necessarily 
emerge in commodity exchange. The real theoretical difficulty is to demonstrate the process 
through which money emerges spontaneously; put differently, the problem is to specify the 
essence of ‘moneyness’. Marx’s answer was given in Chapter 1 of volume one of Capital in 
analysis of the ‘form of value’ (to be precise, the analysis was added by Marx in the second 
edition). Money is shown to emerge through the dialectic of the relative and the equivalent 
forms of value, both of which are inherent to commodity exchange. The relative form stands 
for the active element, the side which commences the act of exchange; the equivalent form 
stands for the passive element, the side that responds.34 

The form of value goes through four stages as the dialectic of relative and equivalent is 
played out: the accidental, the expanded, the general, and the money stage. At each of 
these  stages,  a  transformation  occurs  of  both  the  relative  and  the  equivalent  until,  at  the  
money  stage,  the  equivalent  becomes  firmly  associated  with  a  single  commodity.  This  
happens because all other commodities act collectively as relatives and therefore place the 
isolated  commodity  in  the  position  of  universal  equivalent  –  money.  Thus  the  money  
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commodity  acquires  what  Marx  called  a  ‘formal  use  value’  –  that  is,  being  able  directly  to  
exchange with (buy) all the others, which is the foundation of its ‘moneyness’.35 

There  are  loose  ends  to  Marx’s  argument  –  and  even  unwarranted  assertions  –  
particularly regarding the dialectics of the transition among the various stages.36 However, 
his analysis has formidable power for several reasons. For one thing, it shows that money 
emerges spontaneously as well as necessarily in commodity exchange. Further, it posits the 
emergence of money as the outcome of the actions of the other commodities; the universal 
equivalent is created by the collective relative. Even more crucially, Marx’s analysis pivots on 
the ‘formal’ aspect of ‘moneyness’. The latter is an essence that arises within the process of 
exchange without which no theoretical account of money’s emergence would be possible. 
Commodities are identical qua commodities; if one is to stand aside from all the others, it 
must  possess  some  extra  dimension.  For  Marx,  the  extra  dimension  arises  solely  and  
necessarily  because  of  the  conduct  of  other  commodities  (that  is,  of  commodity  owners).  
‘Moneyness’, in other words, is not invented by the state or some other non-economic 
agency: it is a social construct emerging spontaneously out of commodity interactions, and 
therefore containing an irreducible economic content. 

To recap, for Marx, money is the universal equivalent, or the independent form of value. It 
arises spontaneously and necessarily in commodity exchange as a result of the development 
of the form of value, and spurred by the contradictions between use value and exchange 
value. Money has a profound historical and social role in societies that engage in commodity 
exchange. The money form tends to be exclusively associated with one commodity, typically 
gold. Commodity money is thus the original and fundamental form of money. 

These conclusions are a sound foundation for Marxist monetary theory, but could also be 
a source of concern since they ostensibly contradict the prevalence of valueless money in 
contemporary capitalism. Is Marx’s theory of money capable of casting light on the salient 
monetary aspects of financialization – the ascendancy of private credit money, the pivotal 
role of state-backed central bank money, and the emergence of the dollar as quasi-world-
money? The answer is in the affirmative provided the functions of money are brought to the 
fore.37 In this vein, the next two sections discuss private credit money and state-backed 
central bank money; the chapter turns to world money on this page, laying the ground for 
discussion of the monetary phenomena of financialization in chapters 8 and 9. 

Contemporary valueless domestic money: Fiat money, private credit money, and state-
backed central bank money 

Fiat money 

For Marxist monetary theory the original form of money is a commodity, typically taken to 
be gold.38 Yet, there has never been a unique form of commodity money, but rather a range 
of commodities serving as money, including salt, hides, cattle, slaves, tobacco, metals, and 
so on. Even though Marxist analysis demonstrates the tendency for one money commodity 
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to dominate the rest as the independent form of value, in practice such a unique occurrence 
has never taken place. The precious metals have certainly overshadowed other forms of the 
money  commodity  in  the  course  of  history;  however,  even  gold  and  silver  functioned  
concurrently as money until the second half of the nineteenth century, with gold having the 
paramount role. 

Multiple and concurrently existing forms of the money commodity are a natural outcome 
of commodity exchange, and do not negate the tendency toward a single universal 
equivalent. The reason is that the economic and social forces that lead to the emergence of 
the universal equivalent are continually replicated across the sphere of exchange. These 
forces reflect local conditions with specific features, which therefore give rise to local and 
partial equivalents. At any moment in time, there are likely to be several commodities that 
strive for the position of the universal equivalent.39 Moreover,  the  privilege  of  being  the  
universal equivalent, or the independent form of value, is continually contested among 
commodities, even if one has in practice risen above the rest. Success depends partly on the 
physical features of the commodity that seeks to be money and partly on the economic and 
social factors that generate trust in its use – the broader factors that sustain ‘moneyness’. By 
the same token, the commodity that acts as the universal equivalent must continually 
reassert its dominance over the rest. 

Fiat money represents a form of money that arises primarily due to the tension between 
the  function  of  commodity  money  as  measure  of  value  and  its  function  as  means  of  
exchange.40 The actual use of the money commodity as means of exchange inevitably results 
in wear and tear (exacerbated by fraud and counterfeiting). It follows that the function of 
measure of value cannot be delivered adequately since commodity values are rendered into 
one set of prices when measured by the intact (and abstract) money commodity, and into 
quite another (and higher) when measured by the degraded (and circulating) money 
commodity. In other words, the intrinsic operations of commodity exchange generate a 
(degraded)  form  of  money  that  symbolizes  itself.  Thus,  room  is  spontaneously  created  for  
fiat money – a proper symbol of commodity money – to emerge. 

The tension between measure of value and means of exchange inherent to commodity 
money  could  be  partly  assuaged  if  the  money  commodity  was  standardized  by  the  state.  
Transforming commodity money into metallic coin strengthens its social acceptability by 
associating money with the power of the state.41 Coin also stabilizes the measurement 
function by fixing the unit of account across the sphere of exchange, particularly if the state 
succeeds in limiting other types and denominations of coin within its territory.42 But coining 
does not eliminate the problem of wear and tear through actual circulation. Indeed, it could 
make the problem worse since the state could corrupt coin to lessen the burden of its debts 
and other obligations. 

Fiat money replaces commodity money with valueless and inconvertible symbols issued 
by the state. It ultimately rests on social trust in the ability of the state to enforce payments 
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in this form of money; it competes with commodity money and restricts the presence of the 
latter in the sphere of exchange; it also provides a standard unit of account for prices. Fiat 
money can take several forms varying from cheap metallic coin, to crude paper monies with 
forced circulation, to sophisticated legal tender issued by central banks and backed by state 
debt. The dominant form of fiat money in the period of financialization overlaps with credit 
money, as is shown below. 

The various forms of fiat money thus have two fundamental functions: means of exchange 
and unit of account for prices. The adequacy with which they deliver these functions 
depends on the institutional framework of circulation, but also on the quantities in which 
fiat money is issued by the state. If fiat money was overissued, it would obviously translate 
value into rising prices, thus malfunctioning as unit of account; if overissue persevered, fiat 
money would also fail as means of circulation. Inflation and hyperinflation are thus constant 
threats  to  the  validity  of  fiat  money.  In  principle,  however,  there  is  no  reason  why  some  
forms of fiat money could not function indefinitely in the sphere of exchange. Fiat coin, for 
instance, obviates the need to cut precious metals in tiny amounts; it is also cheaper than 
issuing very small denominations of credit money, or even of e-money, as is discussed in the 
rest of this chapter. Fiat coin has adapted remarkably well to the small end of commodity 
circulation across a huge range of social relations and institutions in the course of history. 
Contemporary coin would not have been entirely unfamiliar to Venetian citizens, or even to 
Roman plebeians. 

Private credit money and state-backed central bank money 

In contrast to commodity and fiat money, credit money is a privately issued form of money 
that results from credit relations among agents of circulation. It is inherently a promise to 
pay in the future, a liability of the issuer. Credit money is normally created as financial 
institutions issue liabilities to finance the loans they make. By the same token, credit money 
returns to its issuer as loans mature (liabilities drain away).43 Final settlement requires either 
cancellation  against  another  promise  to  pay,  or  the  intervention  of  commodity  or  fiat  
money. 

Credit money is rooted in money’s function as means of payment and arises as a by-
product of the development of credit in capitalist economies.44 In its original form it is a 
promise to pay an amount of commodity money. Consequently, credit money springs from 
the  very  essence  of  credit  relations.  A  promise  to  pay  is  capable  of  functioning  as  money  
ultimately because of trust in the ability of the issuer to fulfil the promise made. Unlike fiat 
money, credit money is a specifically capitalist form of money insofar as it is created 
spontaneously and according to the demand for credit among capitalist enterprises.45 
Typically, banks advance loans to industrial and commercial enterprises, funded through the 
expansion of bank liabilities, and thus credit money dominates large-scale transactions. The 
extent to which credit money displaces other forms of money in circulation depends on the 
holders’ trust in the issuer’s promise to pay. In turn, trust derives from the quality of the 



 83 

issuer’s assets as well as from the issuer’s social and economic power. Furthermore, trust 
depends on the overall stability of the credit system within which issuers make loans and 
create credit money.46 

It follows that the specific form of credit money depends critically on the institutional 
structure and the practices of the credit system. Credit money has changed substantially as 
capitalism has developed, ranging from clumsy circulating trade credit instruments, to 
private banknotes, to ever-multiplying deposits issued by financial institutions (primarily 
banks). The evolution of credit money has continued apace under financialized capitalism, 
even giving rise to electronic forms, discussed below. 

The state intervenes in the realm of credit money on terms that are dictated by the 
spontaneous evolution of the credit system itself. The operations of the credit system tend 
to isolate one bank among the others by turning it into the bank of banks – the central bank. 
Specifically, banks tend to concentrate their reserves in one bank and, consequently, favour 
its liabilities in settling promises to pay among themselves.47 Room  is  thus  created  for  the  
state to declare the liabilities of the bank of banks to be legal tender, making acceptance 
obligatory  in  settlement  of  debts  and  obligations.  State  action  profoundly  alters  privately  
created credit money by turning it into a promise to pay the liabilities of the central bank 
rather than the money commodity. 

The state thus plays a decisive role in the ascendancy of credit money as well as in 
excluding commodity money from the sphere of circulation. However, considerable 
analytical care is needed to avoid misconceptions on this issue. Credit money comes 
spontaneously to dominate large-scale transactions in mature capitalism, but never 
completely eliminates commodity money from the sphere of circulation, and not even from 
the circulation of personal income. The liabilities of the bank of banks tend to remain 
promises to pay the money commodity. The precious metals have obvious advantages as 
both coin and bullion (intrinsic value, portability, durability, and so on) which allow them to 
continue serving as money among enterprises and in the circulation of personal income. 
Tellingly, and running ahead of the following section, the precious metals persist as world 
money and states keep hoards of commodity money for payments and value transfers. 

The umbilical cord between commodity money and capitalist circulation can only be 
finally cut by the state. The typical way would be for the state to lift the convertibility of the 
liabilities of the central bank into the money commodity. In the modern era the decisive 
action  in  this  respect  was  taken  by  the  British  state  in  1914  at  the  outbreak  of  the  First  
World War.48 Since that time, gold has not functioned in the domestic circulation of 
advanced capitalist countries in any significant way. However, gold retained a strong 
presence in the world market after the Second World War, buttressed by the Bretton Woods 
Agreement of 1944. The link of credit money with the money commodity was finally severed 
in 1971–73, when the US reneged on its promise to exchange a troy ounce of gold for $35. 
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Gold became a hoard of last resort, jealously held and managed by central banks and other 
state authorities. 

Severing the link between credit money and the money commodity has had profound 
implications for both domestic and international circulation. The impact on international 
circulation is discussed in the next section; in domestic circulation, cutting the gold anchor 
has made it possible, already since the interwar years, for the state to manage private credit 
money on the basis of a form of state-backed credit money. To be specific, in contemporary 
capitalism bank-created credit money ultimately promises to pay central bank credit money 
(banknotes and bank reserves) while the state has declared the latter to be inconvertible 
into anything else. This development has afforded enormous scope for economic 
intervention and, together with the lifting of the gold anchor internationally, has been 
fundamental to financialization. 

Central bank money that is inconvertible into the money commodity while simultaneously 
being legal tender is a peculiar hybrid of fiat and credit money. On the one hand, it is credit 
money created as loans are advanced and drain away as debt is repaid, even if these 
operations relate to the central bank. On the other, it is fiat money because it rests on the 
authority of the state and is supported by central bank assets that typically include state 
instruments of debt. Such hybrid money has two specific forms: banknotes issued by the 
central bank and bank reserves held at the central bank; both are fundamental to 
financialization but function differently from each other. Their differences are considered in 
more detail in the following section; suffice it here to note the following. 

Banknotes are in practice absent from large-scale transactions among enterprises and are 
rarely  used  to  pay  wages  and  salaries.  They  function  primarily  as  means  of  exchange  and  
hoarding at the tail end of individual income circulation.49 The trust required for banknotes 
to function as money – their social acceptability – is generated through the backing of the 
state as well as through the norm of daily use. Banknote use differs significantly among 
advanced countries depending on the institutional mechanisms of banking but also on the 
customs and habits of personal income expenditure. Central banks supply banknotes 
passively since they consider banknotes to be largely irrelevant to the management of credit 
money and of credit flows more generally.50 

Bank reserves, on the other hand, are the primary means of hoarding and payment among 
large financial institutions; they also provide the ultimate means of redemption for privately 
created  credit  money.  Thus,  bank  reserves  are  a  vital  lever  used  by  the  state  to  manage  
domestic money but also to influence credit flows. The deployment of bank reserves 
depends on, first, the trust that private banks have in the central bank and, second, the cost 
of holding reserves. Trust in the central bank, in turn, depends on state backing but also on 
the quality of the assets of the central bank. A complex game of institutional rules and 
practices is continually played between the central bank and private banks to ensure that 
bank reserves remain the preferred form of settlement for privately created credit money 
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among financial and other institutions. This inevitably results in differences in the use of 
reserve deposits in practice among developed capitalist countries, discussed in the following 
section. 

Domestic valueless money in the course of financialization: Electronic money 

It is apparent from the preceding discussion that valueless money poses no problems for 
Marxist monetary theory – there is no crippling ‘metallism’ in Marx. Valueless money arises 
necessarily and spontaneously, and takes the form of both fiat and credit money. As the 
former, it is a symbolic replacement of commodity money; as the latter, it is a promise to 
pay commodity money, or a state-backed unit of money that is itself valueless. Both forms 
function and intervene in capitalist circulation according to the economic and institutional 
relations that support their emergence. 

In the course of financialization both private credit money and state-backed central bank 
money have continued to evolve, particularly by adopting electronic forms. Moreover, forms 
of electronic money have emerged that are qualitatively different from credit money, a 
rather unusual phenomenon in capitalist circulation. Closer empirical examination of these 
developments can cast further light on the underlying relations of financialized capitalism. 
The discussion below relates to US, Japan, Germany and the UK, the four countries that are 
more broadly considered throughout this book in empirical terms. Data comes from the 
Bank of International Settlements (BIS) and refers to the 1990s and 2000s, the decades 
during which financialization reached a peak. 

Private credit money takes electronic form 

It is instructive to start the analysis by briefly describing the dominant forms taken by 
monetary transactions in recent years. The BIS classifies transactions as ‘cash’ (completed 
with banknotes and coin) and ‘cashless’ (completed with credit or debit cards, direct debits, 
cheques, and credit transfers). In terms of the preceding analysis, the former are 
transactions using fiat or state-backed central bank money, while the latter are credit money 
transactions. 

Among credit money transactions, there is little substantially to differentiate cheques 
from direct debits or credit transfers. Cheques are written payment orders transferring 
credits among bank accounts, while direct debits or credit transfers are similar payment 
orders that typically take an electronic form. The difference is that cheques alter money 
entries mostly in paper form, while transfers do the same electronically.51 Debit  cards  are  
yet another way of transferring funds already existing in bank accounts. Credit cards, on the 
other hand, typically provide the holder with credit, that is, with a loan made by the card 
supplier. However, debit cards could also allow for overdrafts on existing bank accounts, 
blurring the difference between already possessing a sum of money and obtaining fresh 
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funds from a lender. Both types of card shift money entries electronically among transacting 
parties. 

In this light, consider the evolution of cashless transactions from the middle of the 1990s 
to the middle of the 2000s. Figures 1, 2, 3 and 4 show credit/debit cards, cheques, credit 
transfers, and direct debits as a share of the total number of cashless transactions. 

There has been considerable variation in the dominant forms of credit money across the 
four countries during this period. Japan has consistently used cards more heavily than the 
rest, while Germany has lagged significantly behind the others; cheques have never had 
much weight either in Germany or Japan, while they have been strongly used in the US. 
Apart from these variations that reflect institutional, legal and even cultural differences, it is 
notable that the use of cards has risen across the sample, while cheques have been in 
retreat. The decline of cheques is most apparent in the US, which has traditionally relied on 
cheques for a large part of the total number of transactions.52 

 

FIG. 1 Credit/debit cards as percentage of total volume of cashless transactions 
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FIG. 2 Cheques as percentage of total number of cashless transactions 

 

FIG. 3 Credit transfers as percentage of total number of cashless transactions 
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FIG. 4 Direct debits as percentage of total number of cashless transactions 

 

FIG. 5 Credit/debit cards as percentage of total value of cashless transactions 



 89 

Consider now credit/debit cards, cheques, credit transfers, and direct debits in relation to 
the total value of cashless transactions, shown in Figures 5, 6, 7, and 8. There has been much 
less variation across the four countries in this respect (the sudden jumps in the US data 
reflect changes in classification rather than actual shifts in money use). The vast bulk of the 
value of cashless transactions has been mediated by payment orders among bank accounts, 
the US retaining its predilection for written orders in the form of cheques; nonetheless, the 
use of paper orders has still gone into decline. Meanwhile, the use of cards has risen, even if 
the value mediated has been a small fraction of the total. 

Extrapolating from both total number and total value of transactions, it appears that 
credit transfers, direct debits, and cheques have been the money of large-scale transactions 
during this period. It is reasonable to suppose that these have been transactions among 
enterprises, while debit and credit cards have been used primarily to circulate private 
income. The evidence also shows that electronic forms of transferring bank account entries 
have been increasingly deployed compared to paper-based forms. 

 

FIG. 6 Cheques as percentage of total value of cashless transactions 
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FIG. 7 Credit transfers as percentage of total volume of cashless transactions 

 

FIG. 8 Direct debits as percentage of total volume of cashless transactions 
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The electronic form of credit money that has been on the ascendant in the years of 
financialization can be called ‘access electronic money’, or ‘access e-money’. This is an 
envelope term that captures several means of transferring conventional credit money 
electronically. Typical examples are debit and credit cards but also other forms of payment 
that have been increasingly ‘electronified’, such as credit transfers, and direct debits.53 
Access e-money presents no theoretical challenges since it involves little more than altering 
the corporeal form of credit money from paper to electronic signals. International 
commercial banks have been using electronic forms of money transmission in the clearing 
process since the interwar years. It appears, however, that financialization has been marked 
by  stronger  use  of  access  e-money  both  among  corporations  and  in  the  circulation  of  
personal income. 

The spread of access e-money is related to the transformation of banks in the course of 
financialization. The introduction of new information and telecommunications technology 
which  has  contributed  to  changes  in  the  lending  practices  of  banks  has  also  lowered  the  
costs of completing transactions electronically compared to sorting and processing paper 
orders. On the other hand, introducing electronic transaction processing capacity, including 
automated teller machines (ATMs) has imposed substantial investment costs on banks, 
including changes in organization and requisite labour skills.54 The spread of access e-money 
in the course of financialization, thus, reflects the introduction of new technology but also 
the altered internal organization and even the branch structure of banks. 

The growth of access e-money has probably had a significant effect on aggregate 
profitability during this period, though it is hard to assess its extent. For banks, it has 
facilitated cheaper and easier settlement of transactions in ‘real time’. By implication it has 
probably speeded up the turnover time of industrial and commercial capital, thus boosting 
profitability. Other things equal, enterprises would also have kept lower money reserves, 
hence also boosting profitability. More generally, access e-money has probably accelerated 
the operations of financial institutions, thus encouraging financialization. Nonetheless, the 
ascendancy of access e-money within cashless transactions has not induced a decline in cash 
transactions, as is shown in figure 9 depicting the use of banknotes and coin. 

Again,  there has been significant variation across the four countries  reflecting historical,  
institutional and cultural factors. Japan and Germany have been generally heavier users of 
cash than the US and the UK, though the figures for Germany also reflect the replacement of 
the Deutschmark by the euro. The striking feature of figure 9, however, is the persistence of 
cash across all countries throughout this period. In Japan the use of cash has actually 
increased substantially, though this has probably been related to the long period of financial 
instability in the 1990s and 2000s and the associated policy of quantitative easing by the 
central bank, which is further discussed on this page and in subsequent chapters. 

Why has the spread of access e-money failed to generate a decline in the use of 
banknotes  and  coin?  This  issue  has  also  concerned  mainstream  economists,  who  have  
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generally expected the use of cash to decline.55 Paradoxically, the persistence of cash is in 
part an unintended consequence of the spread of access e-money. For, as banks have 
developed extensive ATM networks facilitating the use of debit and credit cards, cash has 
also become more readily available in small sums that could be obtained more frequently. 
The question then properly becomes, why did the demand for banknotes and coin in 
circulation remain strong? The following three factors are important, and shed light on the 
role of money in financialized capitalism. 

 

FIG. 9 Banknotes and coin as percentage of GDP 

The first is the risk of fraud attached to access e-money since the account details of the 
buyer might become known to the seller, or to a third party, thus allowing for fraudulent 
charging, especially over the internet. The holder might also fraudulently add units to e-
money vehicles. Both types of fraud have been major concerns of access e-money issuers, 
users and regulators, thus necessitating substantial investment in encryption technology.56 

The second is that most forms of access e-money provide information about holders, 
though anonymous forms also exist. In contrast, banknotes normally leave no trail of use, 
thus  being  suitable  for  illegal  and  ‘grey’  transactions.57 Banknote anonymity also protects 
users against the attentions of a prying state. 

The third is that access e-money has limited ability to deal with very small payments. The 
difficulties  involved  can  be  gauged  from  the  internet  where  it  has  proven  very  difficult  to  
introduce a reliable system of e-money ‘micro-payments’ (a fraction of the unit of account). 
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There are transactions costs – including plain inconvenience – to using access e-money for 
tiny purchases, leading internet users simply to avoid the latter.58 Beyond the internet, coin 
appears to be superior to access e-money in dealing with very small payments: it is easy to 
carry; it can be readily supplied in sufficiently small denominations; there is negligible profit 
from counterfeiting it; the cost is generally small if it is lost; it is also relatively cheap to 
produce  and  to  put  in  circulation.  Coin  might  be  an  ancient  form  of  money  but  it  is  still  
capable of dominating the tail end of the circulation of personal income in financialized 
capitalism. 

Electronic forms of credit money, in short, have come to dominate circulation in the years 
of financialization but without rendering obsolete either banknotes or coin, both of which 
have remained robustly present in the circuits of personal income and elsewhere. 
Technological change and the associated transformation of banks have sustained the 
ascendancy of access e-money. In turn, access e-money has had an impact on the operations 
and probably the profitability of banks as well as industrial and commercial capital. During 
the same period, however, a further form of e-money has emerged which is qualitative 
different from access e-money and which reveals further important aspects of 
financialization. 

E-money proper: A new form of money in financialized capitalism 

E-money proper is a novel form of money that has emerged in the course of financialization. 
Summarily put, it is money that is issued privately and its units are stored on electronic 
devices; units are purchased by advancing ordinary money at par value; the holder 
subsequently  using  these  units  to  pay  for  commodities  sold  by  agents  other  than  the  
issuer.59 

Rapidly growing forms of e-money proper are prepaid cards, or prepaid software 
programmes used on the internet, often called server-based e-money.60 E-money proper can 
be ‘single-function’, capable of buying particular commodities at particular locations, for 
instance, department store cards and transport cards. It can also be ‘multi-function’ allowing 
for a broader range of payments as, for instance, for so-called smartcards or transport cards 
with broader applications. As the use of e-money proper has spread, it has become possible 
to carry its units on the same card as access e-money, on bank debit and credit cards. 

E-money proper is a liability of the issuer, but nevertheless differs qualitatively from 
ordinary credit money (and thus from access e-money). Credit money is typically issued 
against debt, and entails advancing the credit of the issuer which the holder accepts on trust. 
Credit money is typically more liquid than the assets held by the issuer against it, and drains 
away from the issuer as these assets mature. In contrast, e-money proper can only be issued 
against ready money (typically ordinary credit money) at par. The issuer can either hold the 
received funds as regular deposits with other financial institutions, or use the funds to 
purchase financial assets. 
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In effect, the issuers of e-money proper receive credit from its holders which lasts until 
the issued units of e-money are converted back into ordinary money by the holders. In 
contrast  to  credit  money,  e-money  proper  drains  away  from  its  issuer  only  when  it  is  
converted into ordinary money. The issuers are thus obliged to hold large reserves of 
ordinary money, or of financial assets that could be quickly converted into ordinary money. 
Issuers make a profit be earning returns on the assets that exceed the costs of issuing and 
managing the units of e-money proper. It is notable, and provides a further contrast with 
ordinary credit money, that e-money proper typically has less ‘moneyness’ than the ordinary 
money paid for it; it is less liquid. However, its ‘moneyness’ has a specific and local character 
which makes it preferable to the holder, for instance, in the case of transport cards. 

The functioning of e-money proper is shaped by the regulatory framework supporting it, 
which naturally varies among countries.61 However, certain features of regulation are 
common and have shaped the character of e-money proper. Thus, e-money proper can only 
be issued in exchange for ordinary (typically credit) money at par; it must also be redeemed 
at par; issuers face severe restrictions on the capital they must hold; issuers can only invest 
in a narrow range of very liquid securities – mostly public financial assets. Regulation, 
therefore, prevents issuers from operating as ordinary banks since e-money proper cannot 
be issued to make loans or buy securities. The normal state of affairs is indeed the opposite 
of a bank: since the holder has to pay ready money to acquire e-money proper, as long as 
the latter is not immediately spent, the holder is giving credit to the issuer. 

This complex regulatory framework has strengthened the acceptability of e-money proper 
by supporting trust in its use. Nonetheless, in developed countries the spread of e-money 
proper has been limited, not even meriting reference in the quantitative description of 
circulation given by the figures above. Limited spread is also due to the stipulation that e-
money proper must be initially purchased at par with ordinary money, which makes it 
unsuitable for large transactions among enterprises. Regulation has forced e-money proper 
to remain small-scale money, functioning primarily as means of exchange and hoarding in 
the circulation of individual income. In that domain it has been heavily constrained by the 
strength of incumbent forms of money, particularly banknotes and coin. 

Recapping, e-money proper differs qualitatively from credit money since it does not 
emerge from the advance of credit but comprises private liabilities obtained in exchange for 
existing money at par. Its emergence is an instance of the inherent tendency of capitalist 
circulation spontaneously to generate new forms of money. In the years of financialization 
industrial and commercial enterprises have re-strengthened this tendency by issuing e-
money proper. At the same time, in developed countries, e-money proper has remained 
confined to the circulation of personal income leaving large-scale transactions untouched. 
Regulation and the residual strength of incumbent forms of credit money have limited its 
spread. Even in this respect, however, the emergence of e-money proper has reflected the 



 95 

peculiar importance of the circuits of personal income in financialized capitalism, briefly 
discussed in Chapter 2 and more fully explored in the rest of this book. 

Remarkably, the potential for spontaneous money creation represented by technological 
and institutional changes within financialized capitalism has been more fully apparent in 
developing  countries.  E-money  proper  has  come  into  its  own  in  a  swathe  of  countries  in  
Africa and Asia based particularly on telecommunications enterprises. The spread of mobile 
telephony has provided the underpinnings of acceptability, and thus of ‘moneyness’, for e-
money in developing countries. Typically, mobile phone users purchase e-money proper by 
advancing ordinary money; hold it as electronic units; and transfer it by simple messages. 
Related forms of e-money include ‘scratch’ cards, that is, electronic units purchased in cards 
with a code number, which can then be transferred by mobile phone message. 
Telecommunications companies have also started to allow mobile phones holders to use 
prepaid airtime units to make a variety of payments unrelated to telephony.62 

Vital in this respect has been the relative weakness of financial systems in developing 
countries, particularly their limited geographical and economic penetration across the 
economy, which has reduced the strength of incumbent forms of credit money. In 
developing countries access to formal bank accounts is often restricted by physical absence 
of bank branches, high setting up costs and prohibitive minimum balances. Furthermore, for 
low-income countries that rely on emigrant remittances, the costs of money transmission 
through formal financial channels can be prohibitive. Informal mechanisms, on the other 
hand, could entail significant risks and social obligations. 

In this context e-money proper is capable of thriving by acting as means of exchange and 
hoarding for personal income and for small enterprises. E-money proper based on mobile 
phones, or ‘scratch cards’ also offers the potential to remit money to remote areas at little 
cost. Thus, privately issued money and associated monetary innovations have created the 
possibility of bypassing formal financial institutions in low-income countries and expanding 
monetary circulation at the lower end.63 

The further spread of e-money proper in developing countries might be hampered by the 
lack of  mutual  convertibility  of  different issues at  par.  This  is  a  weakness common to all  e-
money, but its importance becomes more apparent when such money spreads widely. All e-
money units have to be converted into ordinary money before they can be turned into each 
other. It is conceivable that mutual convertibility could be instigated in the future, thus 
further broadening the range of e-money proper. For this to arise, however, it would be 
necessary to introduce a system of mutual clearance of e-money liabilities, entailing 
significant costs for issuers. It remains to be seen whether such a development is feasible in 
developing countries. 
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FIG. 10 Reserve deposits at central banks as percentage of GDP 

State-backed central bank money at the peak of financialization 

The final part of domestic valueless money that calls for closer examination comprises bank 
reserves held with the central banks. Bank reserves, as was mentioned on this page, are the 
most important component of state-backed credit money and the pivot of state intervention 
in the realm of finance. The fluctuations of bank reserves in the four countries during the 
period preceding the crisis of 2007 are briefly discussed below on the basis of figure 10. Only 
limited analytical mileage can be gained at this point in view of the complexity of the 
processes involved. Nonetheless, a foundation can be provided for further discussion of 
central banking and state intervention in subsequent chapters. 

There have been significant differences in the use of bank reserves among the four 
countries, Japan and Germany initially surpassing the other two. These differences reflect 
variations in the institutional structure of the domestic credit system, particularly in the 
interaction between private banks and the central bank in the money market. But more 
fundamentally, they reveal differences in state intervention in the monetary sphere. 

The sudden bulging of Japanese bank reserves after 2001 is the outcome of ‘quantitative 
easing’  –  the  policy  of  partly  forcing,  partly  encouraging  commercial  banks  to  accumulate  
reserves in the hope of inducing commercial lending. A similar policy was adopted by the US 
and  the  UK  central  banks  in  2008–2009  as  the  crisis  hit  the  financial  sector.  The  
proportionate size of bank reserves in the US in 2009–2010 has exceeded the peak of the 
Japanese bulge. This represents a dramatic change from US policy during the preceding 
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period, which basically maintained reserves at very low levels. During that time banks in the 
US  and  the  UK  were  able  to  generate  liquid  funds  in  open  markets;  banks  were  also  less  
inclined to hoard means of payment for reasons discussed in Chapter 9. 

Bank reserves have been vital to state intervention in the monetary sphere, even when 
their absolute size has been typically small relative to both output and other forms of 
money. Needless to say, state intervention in the realm of money and finance reflects a far 
broader set of actions than merely managing bank reserves, and includes determination of 
interest rates. In the years of financialization state intervention has been driven by the 
express concern to limit the propensity of valueless money to generate inflation, and thus to 
perform inadequately as measure of value. Since the 1990s monetary policy has been set 
within the institutional regime of ‘central bank independence’ and has been summed up as 
‘inflation targeting’, both of which are discussed in Chapter 5.  The  crisis  of  the  2000s  has  
delivered a major blow to inflation targeting, but at the same time reaffirmed the power of 
the state to intervene in the financial sphere, pivoting on state-backed central bank money. 

Contemporary valueless world money: The dollar as quasi-world-money 

The severing of the link of credit money with gold after the collapse of Bretton Woods has 
had more severe repercussions in the international rather than the domestic monetary 
sphere for two fundamental reasons. First, there is no global credit system capable of 
generating  a  form  of  international  credit  money  that  could  adequately  operate  as  
replacement for gold. Second, there is no state that could replicate the prevalent domestic 
monetary arrangements of financialized capitalism by generating state-backed credit money 
at  the  international  level.  The  world  market  contains  a  range  of  sovereign  states  that  
operate within it and thus comprises a qualitatively different phenomenon to the domestic 
market that is normally supported by a single nation state. 

The US dollar has in practice functioned as a valueless replacement for gold in the world 
market. But it has been a problematic substitute for gold resulting in unstable and 
exploitative arrangements that have placed their stamp on financialized capitalism. The 
theoretical parameters of this development are discussed below by briefly considering 
Marx’s  theory  of  world  money,  an  undeveloped  but  integral  part  of  his  monetary  theory.  
Empirical aspects of the role of the dollar as world money in the course of financialization 
are examined in chapters 8 and 9.64 

Marx discussed the concept of world money briefly in the first volume of Capital, treating 
it as part of the composite function of money ‘as money’ which also comprises means of 
hoarding and means of payment. In his own words, ‘World money serves as the universal 
means of payment, as the universal means of purchase, and as the absolute social 
materialization of wealth as such (universal wealth). Its predominant function is as means of 
payment in the settling of international balances’.65 
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Several points stand out in this definition. First, world money possesses the fundamental 
attribute of all ‘money as money’: to stand aloof from the regular grind of capitalist 
circulation while remaining capable of intervening decisively to transfer value, or settle 
balances. Second, and related to the first, the agents that operate in the world market are 
obliged to hold world money to be able to act in the market at required moments. There is 
an element of external compulsion to holding world money and not merely choice. Third, by 
this token, holding world money is an instrument of power for participants in the world 
market. Its possession affords the opportunity to pay and transfer value at critical junctures 
thereby shaping the underlying processes of value creation and circulation. Fourth, 
compulsion and power jointly reassert the fundamental ‘moneyness’ of world money, that 
is,  its  ability  to dominate commodities  and to emerge as the absolute form of  value in the 
world market. 

The function of ‘money as money’ is characteristic of Marx’s monetary theory and sets it 
apart  from  the  corpus  of  classical  political  economy.  The  hoarding  function,  for  instance,  
inherently contains the possibility of crisis, since money stops buying commodities and lies 
idle. ‘Money as money’ thus represents a potential theoretical break with the notion of 
spontaneous market equilibration. Consequently, classical political economists were 
troubled by money’s hoarding function. David Ricardo, for one, could not readily accept the 
importance of money hoards, particularly because of the implication of insufficient demand 
and thus crisis. He had a well-known debate with Thomas Robert Malthus on this issue, 
including on the international role of money.66 A  few  decades  later,  the  Banking  School  in  
Britain, locked in debate with the Currency School, stressed that there could be external 
compulsion  to  holding  money  as,  for  instance,  when  economic  agents  had  obligations  to  
meet.67 

In this light, Marx’s stress on ‘money as money’ reveals the influence of mercantilism on 
his thought. For the mercantilist tradition, money was much more than simply a ‘veil’ on 
harmonious markets, and constituted the embodiment of wealth capable of reshaping 
economic activity and delivering political power. The legacy of mercantilism in this respect 
can be found across much heterodox monetary theory and not only Marxism. Heterodox 
theorists have often been forced to acknowledge the unique role of money when analysing 
capitalist crises and disruptions of circulation. Even Keynes discovered the continuing validity 
of elements of mercantilism when he examined the monetary phenomena of the inter-war 
crisis in General Theory.68 

The mercantilist strain in Marx’s monetary thought is clear with regard to world money for 
two reasons associated with the functioning of the world market. First, the world market 
lacks the legal, conventional, practical and customary mechanisms which provide 
homogeneity to national markets. It is inherently less homogeneous than national markets, 
also reflecting the absence of a world state that could have imposed conditions analogous to 
national markets. The world market is the terrain over which international private capitals 
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meet  the  system  of  nation  states.  Private  capitals  have  to  deal  with  a  range  of  legal,  
customary, practical, and even cultural specificities in the world market. At the same time, 
nation states must use the mechanisms of the world market to settle balances, transfer 
value, make payments, and borrow. 

Second, the world market lacks the coordinating presence of an integrated credit system 
analogous to the credit system of national economies. Credit and finance certainly permeate 
the world market, but do not amount to a structured credit system comprising ordered 
layers of credit relations, typically including commercial, banking and money market credit.69 
By extension, there is no world central bank that could act as lender of last resort and issuer 
of legal tender. 

For these reasons, world money is obliged to act as the coordinator (or organizer) of the 
world market. In other words, it must be a generally accepted means of hoarding (reserve) 
and means of payment for both international capitals and national states. In order to deliver 
these tasks, it must also be a commonly agreed measure of value that could apply to both 
commodities and past obligations. Finally, it must facilitate the exercise of inter-state 
political and military power, thus reflecting the conscious intervention of states in the world 
market. 

The complexity of the role of world money becomes clear in Marx’s analysis of the 
concrete monetary and commercial conditions of his era, found in several chapters of part 
five of the third volume of Capital.70 Briefly put, the world market systematically generates 
disequilibria in the balance of trade, which are violently readjusted through crisis and 
necessitate  forced  flows  of  world  money.  In  this  context,  the  ability  of  a  state  to  access  
reserves of world money is an element of global power. There is strong evidence of 
mercantilist influence on this part of Marx’s work, particularly due to Sir James Steuart, who 
insisted that there is no automatic equilibration of trade balances through spontaneous 
flows of money.71 Marx explicitly approved of Steuart’s term ‘money of the world’ in his own 
brief discussion of world money.72 

The form of world money presents complex problems, particularly when taken in 
conjunction with its functioning. For Marx, world money assumes the commodity form, 
typically gold, thus reasserting the essential ‘moneyness’ of world money.73 The money 
commodity that is gradually sidelined by valueless forms of money in domestic circulation 
re-emerges triumphant at the world level. The intrinsic value of gold generated in 
production acts as the anchor of international value measurement. The reserves and flows 
of gold forcibly provide order to international transactions of commodities and money 
capital. 

Unfortunately, Marx’s assertion that world money must take the form of a commodity has 
not fared well historically, and is at odds with the severing of the link with gold in 1914. For 
most of the twentieth century world money has taken a variety of valueless, non-commodity 



 100 

forms, all of which have been managed by the state. The functioning of money in the world 
market has been typically performed by credit money domestically created and resting on 
the fiat of national governments, above all, the US dollar. This development is of paramount 
importance for financialization. The Bretton Woods Agreement of 1944 maintained a degree 
of convertibility of the US dollar with gold but, as was noted above, the link was snapped in 
the early 1970s. Since then, international reserve formation and payments – underpinned by 
the international measurement of values – has depended on state intervention in ways that 
are unprecedented in the history of capitalism. World money has become even more clearly 
an instrument of state power, particularly of hierarchical, imperial power in the world 
market. For these reasons, contemporary world money has been called ‘quasi-world-money’ 
in Marxist literature.74 

The benefits to the US of the dollar functioning as world money have been substantial in 
terms of its ability to exercise monetary policy domestically, to maintain foreign trade 
deficits and to import and export capital. Use of the dollar internationally has also spurred 
financialization in developing countries and systematically transferred value to the US, as is 
discussed in Chapter 8. However, the function of world money has continued to be 
contested  terrain  among  the  national  currencies  of  the  major  capitalist  powers.  The  most  
serious  challenge  to  the  dollar  has  come  from  the  euro,  a  peculiar  form  of  world  money  
created  collectively  by  several  European  powers.  The  euro  has  had  a  complex  and  
contradictory role in the development of financialization, contributing to the crisis of the 
2000s, as is shown in Chapter 9. 
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3 For an excellent discussion particularly in the British context, see Peter North, Alternative Currencies as a 
Challenge to Globalisation?, London: Ashgate, 2006; and Peter North, Money and Liberation, Minneapolis: 
University of Minnesota Press, 2007. 
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14 A characteristic example is Christopher J. Arthur, for whom Hegel-type dialectics entirely replace monetary 
theory and economics (‘Money and Exchange’, Capital and Class 30:3, 2006); for a telling response see Thomas 
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5. THE FLUID TERRAIN OF FINANCIALIZATION: FINANCE AND THE CAPITALIST ECONOMY 

The underlying tendencies of financialization as well as the variation in its form and content, 
even if they have monetary foundations, derive primarily from the interaction between 
finance  and  the  rest  of  the  economy.  This  chapter  draws  on  Marxist  political  economy  to  
examine  how  and  why  finance  comes  to  form  a  distinct  system  influencing  the  pace  and  
direction of capitalist accumulation as a whole. The financial system is neither a minor 
adjunct, nor a parasitical excrescence of the capitalist economy, but an integral part of it 
sustaining accumulation. At the same time, its functioning is determined by the historical 
and institutional framework within which financial activities occur. Finance remains 
relatively independent from the rest of economic activity, and could even become predatory 
and destructive toward it. 

The emergence of a system of finance requires capitalist social conditions 

At first sight, the realm of finance appears to be a chaotic collection of institutions, markets, 
assets, practices, laws and regulations. However, on closer inspection, a certain analytical 
order can be imposed on finance; institutions, for instance, could be categorized into 
financial intermediaries of various types, markets could be split into short-term and long-
term, and assets could be divided into tradable and non-tradable. On this basis common 
patterns of financial practice could emerge, which could even allow for the theoretical 
determination of financial rates of return, or of financial prices. This is indeed the typical way 
for mainstream economics to approach finance.1 Much mainstream theory consists of highly 
analytical treatments of particular financial activities and is concerned with determining 
financial prices in different contexts and institutional settings. 

However,  when  finance  is  analysed  by  observing  regularities  and  commonalities  among  
particular financial phenomena, the resulting theoretical distinctions remain essentially 
partial, or even ad hoc. Mainstream economics does not offer a theoretical approach to 
finance  as  a  system  –  as  an  ordered  set  of  relations  that  contain  regular  interactions  
connected to production and circulation of goods and services. Despite the sophistication of 
the models determining financial price, the mainstream approach to the realm of finance as 
a whole retains an arbitrary dimension. 

A greater sense of systemic coherence could, and does, emerge when finance is 
considered institutionally in particular countries. Analytical description is capable of 
establishing commonalities of practice among institutions (for instance, commercial or 
investment banks) among markets (such as the interbank or the bond market) and among 
assets (for example, futures and forward contracts). More significantly, analytical description 
could  begin  to  show  that  integral  relations  exist  among  particular  sets  of  institutions,  
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markets, and assets. Coupled with descriptions of customary practices, of the relevant legal 
framework, and of the mechanisms of intervention by public authorities, institutional 
analysis could convey the impression of systemic functioning of finance.2 

By definition, however, analytical description does not provide a theoretical explanation 
for the emergence of systemic behaviour. The US, for instance, would appear to possess a 
financial system, if an institutional description was given of the main agents, markets, assets, 
laws and practices. But description alone fails to establish the reasons for the ordered and 
regular interaction of the elements comprising the US system of finance. If systemic financial 
behaviour exists, it must ultimately rest on fundamental relations that bind together the 
elements of the financial system. Demonstrating these relations requires arguments based 
on economic theory. 

It is also notable that analytical description fails to convey even the impression of systemic 
financial behaviour as soon as its focus moves onto international finance. The realm of global 
finance presents a picture of transactions and markets that is irreducibly chaotic and 
disorderly. The term ‘global financial system’ is in practice a misnomer: global finance 
amounts to a jumble of financial flows, often undertaken by institutions that have global 
reach. There is ultimately no sense of ordered and regular interaction among the many 
global financial agents. Thus, there is a distinct contrast between national finance, which can 
take the appearance of a system through mere description, and global finance, which is 
inherently far more chaotic. To account for this disparity it is again necessary to have a 
theoretical explanation of how finance becomes a system. 

Political  economy  has  distinct  advantages  compared  to  mainstream  economics  in  
demonstrating  the  systemic  content  of  finance,  not  least  because  it  typically  searches  for  
systemic integrity. Nonetheless, finance presents a paradox, which creates complex 
problems even for political economy in this respect. In a nutshell, the key economic relations 
that provide systemic content to finance do not lie within the realm of finance, but within 
the rest of the economy. The paradox is that the processes of finance, even when they attain 
great complexity, cannot by themselves create a system. The emergence of a financial 
system is ultimately derivative of relations characteristic of the spheres of production, 
exchange and distribution of goods and services. 

It is not hard to ascertain the derivative nature of the system of finance, both theoretically 
and practically. When finance is shorn of its institutional particulars, it essentially amounts to 
advancing  monetary  value  either  against  a  promise  to  pay  it  back,  or  against  a  title  of  
ownership over the economic activities that would deploy the advanced value. Financial 
institutions, markets and assets can be understood as methods of issuing, collating, 
exchanging, and clearing promises to pay as well as titles to ownership. There is no doubt 
that some of these methods possess sufficient institutional coherence to attain a high 
degree of regularity under a broad variety of social and economic conditions. Banking 
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activity, for instance, has been observed under greatly varied social conditions across 
historical time, often reaching remarkable complexity.3 

However, for financial practices – including banking – to become integrated into a system, 
there must already be regularity in creating and augmenting monetary value in the rest of 
the economy. Without such regularity, the augmentation and return of value that has been 
mobilized in financial transactions would depend exclusively on the specific and particular 
conditions of the recipient as well as on the legal framework surrounding the transactions. In 
individual financial transactions the augmentation and return of value could, of course, be 
secured by both the conditions of the recipient and the law. Yet, a financial system 
constitutes a myriad of interrelated financial transactions, and neither the specific conditions 
of the recipients of value, nor the law could provide an adequate basis for regularity of value 
augmentation and return in the aggregate. For that it would be necessary to have 
appropriate social conditions applying to participants in finance, in addition to the specific 
conditions of individual recipients of value as well as the law. 

The paradox of finance is that its institutions, markets and assets can secure the return of 
value in particular instances, but cannot guarantee the systematic augmentation and return 
of value in the aggregate. The components of finance do not produce monetary value but 
merely intervene in its advance and repayment. Thus, a prerequisite for a system of finance 
to emerge is that social relations must exist such that the deployment, expansion and 
accrual of monetary value across the economy could be taken for granted by participants in 
financial transactions. Only if such relations were already in place, would it be possible to 
form a financial system. 

In short, a system of finance could emerge only if capitalist relations already permeated 
economic life. The components of finance would then have a social basis on which to 
become an integral whole – a system – mobilizing and advancing monetary value 
systematically. The actual form of the financial system would naturally vary according to 
particular historical conditions, but the system itself would be based on the social practice of 
regularly recouping value with increment. Under other social and historical conditions, 
financial practices would remain partial, fragmentary, and particular, even if they were 
complex and sophisticated. 

It is a theoretical point of paramount importance that appropriate relations for the 
emergence of a system of finance emerge only within the capitalist mode of production. 
Under capitalist social conditions – independent, competing capitalists who own the means 
of production and hire wage labour – the deployment and expansion of monetary value 
becomes a fixed social practice, providing the foundation for the emergence of a financial 
system. A financial system is a specifically capitalist phenomenon, although sophisticated 
financial practices can be observed in a wide variety of other social formations.4 
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Even assuming the existence of capitalist conditions, however, the emergence of a 
financial system continues to pose thorny theoretical problems, as is shown in the rest of 
this chapter. Two related points are worth making at the outset. First, theoretical analysis 
ought to establish the logical sequencing of economic relations that give to the financial 
system its characteristic outlook. Mobilizing and advancing monetary value results in a 
layering of financial relations with its own internal logic, thus structuring the financial 
system. In Marxist terminology, the financial system represents a dialectical unfolding of 
relations among industrial, commercial, and financial capitalists. Second, theoretical analysis 
ought to correspond broadly to the actual historical development of finance, if it is not to 
become ideally abstract. This is particularly important in view of the multiplicity of forms of 
the financial system, but also of the transformation of finance in the course of 
financialization. 

Interest-bearing and loanable money capital 

Some general definitions provide the point of departure for the theoretical analysis of the 
financial system.5 Finance is a broad economic category that refers to the various methods 
through which capitalist enterprises obtain and deploy funds to support profit-making 
activities. Credit, on the other hand, is a narrower category that refers to the advance of 
value against a promise to repay later, plus increment. Finance is broader than credit not 
least because it includes relations of equity (or property) rather than borrowing and lending. 
Moreover, for Marxist political economy, as was seen in connection with Hilferding’s work in 
Chapter 3, the distinction between trade (or commercial) and monetary (or banking) credit 
lies at the foundation of the financial system. 

All credit has monetary foundations, but these differ between its trade and monetary 
forms.  Trade  credit  is  the  advance  of  commodity  output  against  a  promise  to  pay  later.  In  
transactions of trade credit, money acts as measure of value (accounting unit of contracts) 
and as means of payment that eventually settles transactions; however, the original form of 
value advanced is commodities. Monetary credit, on the other hand, is the advance of 
money against a promise to pay later, plus interest. In transactions of monetary credit, 
money acts as measure of value and as means of payment, but it also is the original form of 
value advanced. 

The focus of analysis in this chapter lies mostly on monetary credit, which is inextricably 
linked to interest-bearing or loanable money capital and provides the backbone of the 
financial system. The first step in establishing the theoretical content of monetary credit, 
therefore, is to consider more closely the relationship between borrowers and lenders. 

The borrower–lender relationship in neoclassical theory 

Mainstream economics focuses overwhelmingly on monetary credit and assigns a secondary 
role to trade credit; moreover, the mainstream treatment of borrowing and lending has 
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traditionally focused on the institutions, laws and market practices of France.6 However, 
during the last three decades, a change has taken place which has also affected financial 
policymaking. The advent of ‘new financial economics’ in the late 1970s – essentially a 
branch of microeconomics that relies on game theory – has entailed a highly abstract 
analysis of the relationship between borrowers and lenders.7 

Simplifying ruthlessly, the new financial economics analyses the borrower—lender 
relationship as the interaction between two individuals who approach the credit transaction 
from very different standpoints: the borrower holds a project and possesses specific 
knowledge of its details and possesses; the lender holds money but has no knowledge of the 
project. The asymmetry of information is problematic for the relationship between the 
holder of money (the principal) and the holder of the project (agent) since the latter can use 
specific knowledge about the project to gain an unfair advantage over, or even to defraud, 
the former. 

Consequently the relationship between borrower and lender takes the contractual form of 
the lender advancing money to the borrower for a given period of time in exchange for a 
proportionately fixed share of the proceeds from the project (interest).8 The lender must 
also  practise  information  collection  and  monitoring  of  the  borrower  in  order,  first,  to  
minimize the chances of the borrower undertaking fraudulent or careless action (moral 
hazard) and, second, to avoid attracting disproportionate numbers of poor quality borrowers 
(adverse  selection).  The  outcome  of  moral  hazard  and  adverse  selection  could  be  the  
rationing of credit actually provided by lenders, and hence the failure of credit markets to 
clear.9 

In this light, banks and other financial institutions are providers of services that 
presumably improve the efficiency of the interaction between borrowers and lenders. It is 
evident that information asymmetry among borrowers and lenders reduces efficiency since 
it forces the lender to carry the costs of monitoring. Banks are institutions that specialize in 
collecting information and monitoring borrowers; these tasks can be undertaken cheaply 
due  to  the  size  of  banks  but  also  because  of  the  peculiar  nature  of  banks  as  businesses.  
Banks borrow short-term funds from many lenders (depositors) and make longer-term loans 
to many borrowers. The more they diversify their lending, the less the risk posed for 
ultimate lenders (depositors) by the actions of the borrowers. Thus, banks create liquidity by 
turning short-term deposits into long-term loans; they also gather information and manage 
the risks attached to lending.10 

It is apparent that this is a highly abstract approach to the borrower–lender relationship 
which focuses heavily on the content of the interaction at the expense of its broader social 
and economic context. Access to information is an important aspect of the borrower–lender 
relationship, and there is little doubt that banking relies on systematic collection of 
information and management of risk. However, information is always context-specific. The 
methods and practices of information-gathering and assessment in the realm of finance 
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reflect the social and economic character of borrowers and lenders. Furthermore, banks 
could practise information-gathering and risk-management in ways that could actually 
induce instability in the relationship between borrowers and lenders. The strength of 
Marxist political economy is that it acknowledges the information-related operations of 
financial institutions while bringing the social aspects of the borrower–lender relationship to 
the fore. 

Borrowers, lenders, and ‘monied’ capitalists in Marxist political economy 

Marxist theory of the borrower–lender relationship rests on a special form of capital: 
interest-bearing capital, or in less abstract form, loanable money capital. Similarly to 
neoclassical theory, Marx’s analysis of the borrowing and lending of money begins at a 
highly abstract level.11 Unlike neoclassical theory, however, the counterparties to the credit 
transaction are assumed to be capitalists and not merely individuals with different 
endowments and access to information. Immediately, therefore, the transaction has a 
specific social context: both parties are profit-seeking entities that deploy the cost-return 
calculus of the capitalist enterprise. 

The assumption that both borrower and lender are capitalists does not preclude the 
possibility that in practice one or both of the counterparties are not capitalists, and might 
even be wage labourers, as indeed happens commonly under conditions of financialization. 
The point is, rather, that the content of the borrower–lender relationship would emerge 
most clearly if both parties were assumed to be capitalists. Once that content is established 
theoretically, other credit transactions which do not necessarily involve capitalists on both 
sides could also be analysed. 

For Marx moreover, the moneylending transaction is inherently an act of exchange, a 
trade, occurring in the sphere of circulation.12 Since it is an act of exchange, it must satisfy 
the characteristic quid pro quo of value transfer among the counterparties. The question 
then immediately rises: what is the traded commodity? Marx’s answer is that it is interest-
bearing capital: the lender advances a sum of money that is considered from the start to be 
capital; the borrower gives in exchange a promise to return the money after a fixed period of 
time, plus an increment.13 Thus, from the lender’s standpoint, the entire transaction has the 
characteristic reflux form that is appropriate to capital in general. Since both counterparties 
are capitalists, the presumption is that the borrower will use the borrowed money to 
generate value and surplus-value to meet the contractual promise. The increment paid to 
the lender is a share of the surplus value (profit) that the borrower is expected to generate – 
it is interest. 

Interest-bearing capital captures the fundamental content of the borrower–lender 
relationship and represents the abstract kernel of moneylending. It is a form of capital that 
differs greatly from industrial and merchant capital, not least because it is itself traded as a 
commodity from its inception. Nonetheless, interest-bearing capital is a commodity sui 
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generis since it is neither produced, nor does it have an obvious use value. Rather, it is a sum 
of money that is advanced for a definite period of time on condition of repayment. Hence its 
price is equally peculiar: it is interest, or a share of the profits that could in general be 
created by deploying the money borrowed. 

Three points are particularly striking regarding Marx’s theoretical analysis of interest-
bearing capital. The first is that he placed tradability at the heart of the credit relationship: 
the  act  of  credit  is  an  act  of  exchange,  even  if  it  is  highly  peculiar  as  such.  Trading  is  an  
inherent aspect of finance that reaches highly advanced forms as the financial system 
develops. This is a crucial aspect of financialization resulting in new forms of profit examined 
in Chapter 6. 

Second, Marx implicitly assumed – similarly to contemporary mainstream theory of 
finance – that the relationship of borrower to lender occurs between the owner of money 
and the holder of a project. However, for Marx, both lender and borrower are characteristic 
capitalist types, and hence are subject to prior determinations that shape the act of lending. 
The project holder, in particular, is typically an industrial capitalist.14 By this token, the 
transaction of monetary credit has an underlying productive purpose: it aims at commencing 
or expanding a circuit of industrial capital. 

Third, for Marx interest is a share of the surplus value produced by the industrial capitalist 
that has deployed the borrowed capital.15 Mainstream economics also defines interest as a 
share of the returns generated by the project of the borrower. For Marx, however, the 
owner of capital for loan is remunerated purely because of property rights over the capital 
lent. Interest is a return for ownership of money capital for loan, and there is no question of 
the lender playing a role in organizing, or managing the creation of surplus value. 

The question that naturally arises at this point is: what kind of capitalist owns money 
capital  available for  loan and trades it  for  interest  with industrial  capitalists? In the part  of  
his work that discusses the abstract core of the borrower–lender relationship, Marx 
suggested that the lender is a ‘money’ or ‘monied’ capitalist.16 That is, the lender is an owner 
of money capital who does not wish to become directly involved in the grubby business of 
productive accumulation. The ‘monied’ capitalist has the right to receive interest – which is 
simply a part of the surplus value that is subsequently generated – because of ownership 
rights over of the capital lent. In effect, the monied capitalist is a rentier, though this word 
appears very rarely in Marx’s writings. 

To be more specific, for Marx, the act of lending implies the splitting of surplus value into 
interest and ‘profit of enterprise’.17 This quantitative division of surplus value corresponds to 
the qualitative distinction between, respectively, ‘monied’ capitalist and ‘active’ capitalist, or 
capital-as-property and capital-as-function. By this token, ‘monied’ capitalists form a distinct 
section of the capitalist class defined by owning interest-bearing capital and receiving 
interest income. It follows immediately that there is an inherent tension between ‘monied’ 
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and ‘functioning’ capitalists: the more surplus value that accrues as interest to the former, 
the less that remains as ‘profit of enterprise’ for the latter. 

The ‘monied’ capitalist is, by construction, remote from the process of production and 
accumulation. Consider, for instance, the characteristic formula that Marx proposes for 
interest-bearing capital.18 The formula for the circuit of industrial capital is given by: M – C –
 … P … – C’ – M’, where M is money capital invested, C is inputs purchased, P is productive 
capital set in motion, C’is finished output, and M’ is sales revenue that incorporates surplus 
value. The motion of interest-bearing capital is superimposed upon the motion of industrial 
capital,  resulting  in  a  circuit  of  the  form:  M  –  M  –  C  –  …  P  …  C –  M –  M ,  where  M  is  the  
interest-bearing capital initially advanced and M  is the restored capital of the lender plus 
interest. From the perspective of the lender this complex motion can be simplified to the 
first  and  the  last  point,  resulting  in  the  ‘superficial’  form  of  M  –  M  which  leaves  out  the  
actual process of accumulation. For the ‘monied’ capitalist, money simply begets money. 

The remoteness of the lender from the process of production could be interpreted as the 
lender’s essential indifference toward the creation of value. Moreover, the inherent tension 
between ‘monied’ and ‘functioning’ capitalists over the division of surplus value could be 
interpreted as the predatory attitude of ‘monied’ capitalists toward accumulation. What 
matters to lenders is the return of capital plus interest – the intervening accumulation 
process is merely a detour. Thus, the negative features of the rentier are discernible in the 
‘monied’ capitalist: distant from production, at loggerheads with the active capitalist, 
indifferent and even predatory toward accumulation. 

Marx’s theoretical emphasis on ‘monied’ capitalists reflects the influence of classical 
political economy and should be treated with caution.19 Relative remoteness from 
productive activities and a potentially predatory outlook are important features of the 
lender, but the relationship of lender to borrower is considerably deeper, as is shown 
immediately below and in Chapter 6. The accrual of interest, furthermore, is hardly limited 
to a distinct section of the capitalist class that owns capital available for lending. In mature 
capitalism the typical lending agent is a financial institution that lends money capital 
collected across the capitalist class, and even across other classes. The concept of the 
‘monied’ capitalist has limited explanatory power over the lending phenomena of 
financialized capitalism. 

To be more specific, the lender is typically more knowledgeable of the project of the 
borrower than is implied by the analysis of the ‘monied’ capitalist. The lender must ensure 
the  return  of  interest-bearing  capital  as  M ,  and  although  the  contractual  aspect  of  the  
lending relationship offers some legal guarantees, better assurance could only be provided 
by the borrower’s ability to generate M’. Paradoxically enough, the lender is obliged to 
examine and monitor the business of the borrower precisely to remain remote from 
production and accumulation. For, if the borrower failed, the lender would be obliged to 
take over the borrower’s project with the aim of recouping some of the capital advanced, 
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thus becoming involved in the grubby business that the lender aimed to avoid in the first 
place. The requirement to monitor the borrower is even more pressing when the lender uses 
other people’s money, as is the case for financial institutions; banks have entire departments 
devoted to the monitoring task. 

Note that Hilferding was fully aware of the monitoring role of financial institutions in 
advanced capitalism, as was shown in Chapter 3. His concept of finance capital was based on 
the assumption that the lender actively participates in the business of the borrower, indeed 
to such an extent that banking and industrial capitals presumably become amalgamated. 
Finance capital rests on the implicit view that the relationship between lenders and 
borrowers  cannot  be  summed  up  as  relative  indifference  and  tension  of  one  toward  the  
other. It was apparent to Hilferding that the lender of money in mature capitalism is a far 
more complex creature than a mere ‘monied’ capitalist, or a ‘parasitical’ coupon clipper. 

One  last  question  to  consider  is:  what  is  the  use  value  of  the  thing  traded  among  
borrowers and lenders, and how does it relate to the rate of interest? For Marx, interest-
bearing capital has a sui generis use value that corresponds to its sui generis character as a 
commodity.20 Specifically, the money capital advanced by the lender gives to the borrower 
the  ability  to  generate  the  average  rate  of  profit.  This  ability  constitutes  the  peculiar  use  
value that the lender sells to the borrower for the – equally peculiar – price of the rate of 
interest. In other words, what is traded in the markets for credit is capital’s general ability to 
produce surplus-value for given periods of time.21 

Two further analytical points by Marx are pertinent in this connection. First, the price of 
this  peculiar  commodity  bears  no  relation  to  the  labour  theory  of  value,  and  nor  to  the  
actual  production  of  values  and  commodities.  It  is  the  outcome  of  a  mere  quantitative  
division of total profit that reflects the demand and supply of interest-bearing capital at a 
particular  moment,  and  nothing  else.  In  short,  there  is  no  such  thing  as  ‘natural’  rate  of  
interest.22 No material, social or economic realities are captured by the rate of interest, 
other than the transient balance of demand and supply for interest-bearing capital. 

Second, the rate of interest tends to be below the rate of profit, the latter normally acting 
as the upper boundary for the former.23 This argument is characteristic of Marxist theory of 
finance, and sets it apart from neoclassical theory, though the absence of equalization is not 
fully explained by Marx. To an extent the excess of the rate of profit over the rate of 
interests reflects the difference between active and hoarded money capital. It further 
reflects the inherent cyclical motion of capitalist economies that tends to keep the rate of 
profit above the rate of interest, except for periods of crisis when the relationship could be 
reversed.24 

Marx’s  argument  on  the  use  value  of  interest-bearing  capital  and  its  importance  for  
determining the rate of interest has to be approached with care. The notion that the ability 
to produce surplus-value is inherently contained in a sum of money (even if that is capital) is 
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not immediately persuasive. The potential for surplus-value is also contained in the project 
that the borrower brings to the transaction; and that is without even mentioning the 
borrower’s presumed role in mustering and supervising the accumulation process. 
Availability of money capital is a necessary but not sufficient element for the generation of 
surplus-value. Without the project and the active role of the borrower, the money capital of 
the lender would be a barren sum of money. 

The point is important for the further analysis of the borrower–lender relation. 
Establishing the potential of the borrower to generate surplus value is precisely the reason 
why the lender has to gather information and subsequently to monitor the borrower. This is 
an  integral  part  of  credit  transactions  and  characterises  the  operations  of  financial  
institutions. In normal commodity transactions, the buyer checks the quality of the use value 
of commodities, ensuring that value is borne adequately by the commodity traded.25 In the 
case of interest-bearing capital, the buyer (borrower) need not check the quality of the use 
vale traded because money (as long as it is not fraudulent) possesses an undifferentiated 
ability to buy, which is all that is required by the borrower. However, the seller (lender) has 
to check the buyer’s potential to generate surplus-value, if the money lent is not to be 
wasted. This is yet another aspect of the sui generis character of interest-bearing capital. 

To recap, the use-value of interest-bearing capital is the ability to produce surplus value, 
which is a necessary but not sufficient condition for the borrower to generate surplus value. 
For  surplus  value  to  materialize,  the  borrower  must  also  possess  and  supervise  an  
appropriate project. It is not true that any sum of money possesses the ability to generate 
surplus  value  in  general,  which  is  made  available  by  the  lender  to  the  borrower,  and  for  
which the lender can demand a share of the putative surplus value. 

Idle money and the practice of systematic lending 

Marx’s discussion of the borrower–lender relationship, however, contains yet another 
analytical  strain  that  provides  a  far  more  nuanced  view  of  the  capitalist  who  possesses  
interest-bearing capital. This might be called the ‘hoards’ approach to monetary credit, 
which was briefly mentioned in connection with Hilferding’s work. To be specific, Marx 
showed in Volume II of Capital that the circuit of industrial capital systematically releases 
money funds that lie temporarily idle as money hoards.26 These funds provide the 
wherewithal for the regular formation of interest-bearing capital. From this perspective, the 
financial  system  is  a  set  of  social  mechanisms  that  systematically  convert  temporarily  idle  
funds into money capital available for lending. 

This  is  a  very  different  approach  to  assuming  that  interest-bearing  capital  belongs  to  a  
distinct, ‘monied’, fraction of the capitalist class. Far from being the exclusive property of a 
layer of rentiers, interest-bearing capital is in large measure the reallocated spare money 
capital of the capitalist class. By the same token, interest accrues across the capitalist class 
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and does not constitute the revenue foundation of a separate social group – of the ‘monied’ 
capitalists. 

The appropriate concept for analysis of the borrower–lender relationship within the 
‘hoards’ approach is loanable money capital rather than interest-bearing capital. Indeed, 
loanable capital is the developed form of interest-bearing capital both in theory and in the 
actual  operations  of  the  capitalist  economy.  The  term  ‘loanable  capital’  was  proposed  by  
Marx,  although  it  was  heavily  deployed  only  in  the  later  chapters  of  the  third  volume  of  
Capital that deal with more concrete financial phenomena.27 Loanable capital rests on the 
advanced functioning of the financial system, and thus corresponds to a lower level of 
theoretical abstraction than interest-bearing capital. 

The ‘hoards’ approach places heavy emphasis on the active formation of loanable capital 
by  the  financial  system  as  the  latter  collects  idle  funds  across  society.  For  this  reason  the  
typical form of loanable capital is that of financial assets – cash, deposits with financial 
institutions, and securities – which are promises to pay (liabilities) of financial institutions. 
Creating loanable capital involves mobilizing idle money funds generated within the circuits 
of industrial and commercial capital. It also involves mobilizing funds generated outside 
capitalist circuits, for instance, the private hoards formed out of personal income across 
social classes. The latter is a characteristic mode of creation of loanable capital in 
financialized capitalism, led by a host of institutional investors, such as pension funds, 
insurance companies and the like; it also provides a route to financial expropriation, as is 
shown in Chapter 6. 

More complexly, the creation of loanable capital further involves the anticipation of the 
future accrual of idle funds to the financial system. A fundamental practice of financial 
institutions is actively to create their own liabilities after advancing their own credit in the 
expectation that there will be future accrual of idle funds as well as future accrual of returns, 
both of which would post-validate the creation of liabilities.28 By advancing their own credit, 
financial institutions enlarge the circuits of industrial capital, thus indirectly expanding the 
potential  sources  of  future  idle  funds.  The  financial  system  thus  acts  as  lever  for  the  
formation of loanable capital but in a highly mediated and precarious way. 

It is worth stressing that the operations of the financial system spontaneously lessen the 
importance of the ‘productive’ purpose of borrowing. In advanced financial systems, for 
instance, money is systematically lent by financial institutions for purposes of consumption, 
or  to  facilitate  financial  transactions  by  other  institutions.  It  follows  immediately  that  the  
actual returns to loanable capital in advanced financial systems do not necessarily originate 
in  surplus  value  directly,  or  even  at  all.  Note  that  the  important  aspect  of  the  accrual  of  
interest to the owner of loanable capital is that it occurs for reasons of capital-as-property. 
Interest takes the form of a reward for merely parting with the money lent regardless of the 
purpose of the loan. This appearance prevails even when lending is for productive purposes. 
Thus, it provides a formal basis for the payment of interest even when there is no productive 
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purpose to the loan.  The source of  interest  accruing to the owner of  loanable capital  does 
not necessarily have to be surplus value resulting from a capitalist project. 

Note further that in developed financial systems the inherent tradability of interest-
bearing or loanable capital is accentuated. An important reason for this is that the financial 
system extends the range of potential counterparties in financial transactions far beyond the 
immediate participants to the circuit of a particular industrial capital. Another reason is that 
the financial system increases the variety of tradable credit instruments, which no longer 
need to be directly linked to particular industrial sectors. The financial system also 
homogenizes the types and methods of trading securities.29 At the same time, the financial 
system intensifies the tendency to trade financial assets. Means of payment (liquidity) are 
required by financial institutions to settle obligations, particularly as institutions are actively 
issuing their own liabilities in advance of future returns. The financial system itself becomes 
a major source of demand for liquid funds at short notice, hence encouraging trade in 
financial assets. 

Loanable money capital, like interest-bearing capital, is distant from production, and thus 
its functioning is only partially dependent on material factors – that is, on the world of use 
values. Marx demonstrated the importance of labour skills, technology, and the rate of 
turnover for the fundamental functioning of industrial and merchant’s capital, including the 
determination of its profitability.30 In sharp contrast, the functioning of loanable capital is 
strongly conditioned by the design of financial institutions, customary practice, legal 
framework, and even cultural and moral elements. These factors also shape the impact of 
material factors on the functioning of loanable capital. Thus, both the volume and the rate at 
which loanable capital is advanced depend on technology and labour skills; nonetheless, 
similar sums could be lent from the modest offices of a hedge fund in Mayfair as from the 
tower of a bank in Wall Street. 

It follows that the enterprises specializing in handling and managing loanable capital could 
exhibit considerable variety in actual practice, even if they adopted similar organizational 
form. The institutional, legal, customary and cultural framework within which financial 
institutions operate stamps their practices across countries and areas.31 For the same 
reason, the financial system necessarily exhibits significant differences in design and 
operation across countries, and even across areas within the same country. This is a 
commonly  observed  aspect  of  finance  that  is  discussed  in  more  depth  in  the  rest  of  this  
book. The ineluctable variation among financial systems is important to analysing 
financialization. 

In sum, the ‘hoards’ approach provides more analytical mileage than the ‘monied’ 
capitalist approach in analysis of contemporary finance. The borrower–lender relation can 
be more fruitfully considered in terms of two ‘functioning’ capitalists interacting to trade 
loanable money capital. The lender approaches the transaction as the owner of money 
capital that is of no immediate use to the operations of the circuit of capital for a specific 
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period of time; the borrower seeks money capital to inject into an existing, or to start a new, 
circuit  of  capital.  There  is  no  need  for  prior  (economic  or  social)  links  between  the  two  
counterparties, and their relationship unfolds on the basis of the borrower returning the 
money to the lender, plus interest. Thus, the financial system emerges out of the unplanned 
interactions of ‘functioning’ capitalists, and provides order to the advance and return of 
loanable capital. 

Finance and real accumulation: A two-way relationship 

The preceding analysis of the borrower–lender relationship provides a point of departure for 
the theoretical examination of the structure of the financial system and its relationship to 
real accumulation. Analysis in the rest of this chapter has roots in Marx’s discussion of 
finance in the ‘chaotic’ chapters of section five of the third volume of Capital. This part of 
Marx’s work contains key insights into the structure of the financial system drawing on the 
institutional and historical specificities of the time.32 Marx’s  views  were  the  basis  for  
Hilferding’s theory of finance which is, in turn, the bedrock for the theoretical exposition of 
the financial system in the rest of this chapter. 

Discussion of the financial system in the following sections also draws on Suzanne de 
Brunhoff’s seminal Marx on Money and on Duncan Foley’s sustained output, even if it does 
not openly acknowledge its debts at all times and nor does it agree with these two authors 
on all points.33 It draws still more heavily on Japanese Marxism, especially the Uno tradition, 
though again it differs in important particulars. Unlike post-war Anglo-Saxon Marxism, 
Japanese Marxists have been fully aware of the classical Marxist debates on finance already 
since the early interwar years. Economic thought came to Japan mostly from Europe at the 
turn of the twentieth century, and perhaps the weightiest part of it was Marxism.34 
Hilferding’s book has been used as a standard university economics textbook for decades 
during the post-war period; its influence on Japanese Marxism has been enormous. 

Several insights regarding the structure of the financial system in the rest of this chapter 
originate in Kozo Uno’s Principles of Political Economy (Keizai Genron). This is an extremely 
dense and far from limpid book, though an abridged version appeared in Japanese in 1964 
and was translated in English in 1980. To appreciate Uno’s approach to the relationship 
between theoretical and historical concepts in the context of finance it is perhaps easier to 
use Keizai Seisakuron, an English translation of which has been produced by Tomohiko 
Sekine, available in mimeo as The Types of Economic Policy Under Capitalism. With regard to 
the contradictory role of credit in capitalist accumulation, in particular, there is much to be 
gained from Uno’s Kyoukouron, which is not available in English and is sometimes referred to 
as Theory of Crisis, though it would be more accurately rendered as Theory of Panic. 

The Uno School is, of course, a broad current containing several smaller eddies. Its best-
known exponent in the West is Tomohiko Sekine, whose Dialectic of Capital is fundamental 
to  appreciating  Uno’s  method  of  analysis  as  well  as  the  Unoist  order  of  economic  
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investigation rising from merchant’s capital, to moneylending capital, to industrial capital; 
Sekine has also examined the relationship between commercial credit and banking credit. 
Equally known in the West is Makoto Itoh, who however holds a distinctive position within 
the Uno School, always willing to examine and incorporate fresh ideas from other traditions. 
Itoh  has  had  a  long-standing  interest  in  money  and  finance,  evidenced  by  his  (jointly  
authored) first book, The Basic Theory of Money and Credit (Kahei Sinyou no Kihon Riron). His 
influence on the analysis of the structure of the financial system in the remainder of this 
chapter  is  apparent.  Less  known  in  the  West  but  even  more  prominent  in  analysing  the  
functioning of finance and the role of money in contemporary capitalism has been 
Shigekatsu Yamaguchi. His Theory of the Structure of Finance (Kinyuu Kikou no Riron) lays out 
the basic relations between commercial, banking and money market credit, while 
independently capturing the key insights of post-Keynesianism on credit money. The 
exposition below has also drawn on Yamaguchi’s analysis. 

Summarily put, in the rest of this section the ‘hoards’ approach of Marx is taken as point 
of departure for developing a theoretical view of the structure of finance as a system. The 
financial system comprises a set of social mechanisms that emanate from real accumulation, 
incorporate commercial credit, and mobilize idle funds that are transformed into loanable 
capital subsequently to be returned to accumulation. The financial system emerges out of 
capitalist accumulation but also shapes and directs the path of the latter. There is a two-way 
relationship between accumulation and finance. This approach is capable of casting 
theoretical light onto the financialization of contemporary capitalism. 

Finance is not a parasitical entity but an integral element of the capitalist economy. 
Developed capitalism without a developed financial system would be unthinkable. The 
financial system offers key services to capitalist accumulation and improves the profitability 
of industrial and commercial enterprises. This is ultimately the reason why financial 
institutions are able to make profits on a sustained basis. Nonetheless, the relationship 
between the financial system and real accumulation is contradictory – finance can also be 
predatory and destructive of real accumulation. Specifying some of the conditions under 
which such phenomena could occur takes up much of the rest of this book. 

The fundamental insight of the Uno tradition in this respect is that finance comprises an 
integral whole of relations ordered in interconnected layers emerging spontaneously out of 
real accumulation. This is a path-breaking contribution that could be simply summed up by 
representing the credit system in the form of a pyramid of credit relations.35 The pyramid 
rises from the elemental relations of trade credit, to the more complex relations of 
monetary (banking) credit, to the still more complex relations of money market credit, and 
finally  to  relations  of  central  bank  credit.  The  capital  (stock)  market,  on  the  other  hand,  
exists  alongside  the  pyramid  of  the  credit  system,  but  is  connected  to  the  latter  through  
value flows and price determination. Credit system and stock market together comprise the 
financial system. 
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The importance of this conceptual representation of finance does not rest on the specific 
institutions and markets to which it refers, and not even on the notion of ordering credit 
relations in the form of a pyramid. Financialized capitalism, as is shown in chapters 7 and 8, 
has thrown out a variety of financial institutions and practices that do not immediately fit 
the schematic view of the pyramid including, for instance, banks lending to individuals and 
trading in derivatives markets. Moreover, the actual design of the financial system can vary 
among particular countries and could well diverge from the abstraction of the pyramid, 
reflecting historical, institutional and other developments. 

The importance of the ordered representation of credit and finance derives, rather, from 
two deeper theoretical features. The first is that the financial system emerges endogenously 
from real accumulation: finance is a necessary outgrowth of accumulation rather than an 
arbitrary  set  of  institutions  and  practices  devised  by  an  extra-economic  authority.  The  
endogenous emergence of the financial system, on the other hand, does not prevent it from 
being highly changeable as well as malleable. The second is that credit relations contain an 
internal necessary order. Credit in a capitalist economy comprises chains of interconnected 
promises  to  pay  –  rising  from  the  simple  to  more  complex  –  that  mutually  sustain  each  
other,  thus  generating  social  trust  and  validity  in  the  system  of  credit  as  a  whole.  For  this  
reason credit can stretch accumulation, but it can also have a destructive effect, particularly 
if the chains of promises to pay are disrupted leading to collapse of social trust. 

Trade and banking credit 

Consider now the layered and ordered relations of the credit system more closely. The first 
layer (from below) of the credit pyramid is trade credit, emerging directly from real 
accumulation. This is an elementary form of credit that occurs spontaneously and necessarily 
among competing enterprises. Trade credit requires neither loanable capital, nor complex 
financial institutions to emerge since it is simply the advance of finished output against 
promises to pay among enterprises. The financial instruments to which it gives birth can take 
several forms, including bills of exchange, and promissory notes. Trade credit provides the 
grounds on which other credit relations are able to develop and form the financial system. 

Trade credit typically emerges within particular sectors of production in which enterprises 
are already related to each other through pre-existing practices of buying and selling, thus 
already  possessing  a  basis  for  trust  necessary  for  the  advance  of  credit.36 Trade credit 
improves the profitability of ‘active’ capitalists because it, first, accelerates the turnover of 
capital and, second, reduces reserves of money and inventories of finished output held by 
enterprises. A striking aspect of financialization is the relative decline of trade credit, shown 
in Chapter 8, perhaps indicating increasing reliance of enterprises on other forms of credit 
for the needs of circulation. 

The second layer of the credit pyramid is monetary (or banking) credit, which rests partly 
on,  and  incorporates  elements  of,  trade  credit.  This  is  credit  associated  with  the  most  
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fundamental institutions of the credit system – banks – and entails the trading of loanable 
capital, in which banks specialize. The question that immediately arises is: what are banks 
and how do they emerge? 

Briefly put, banks are capitalist enterprises that develop skills in buying financial assets 
(securities) by extending their own liabilities (promises to pay).37 A bank’s assets 
fundamentally comprise promises to pay that others have made. In the first instance, banks 
acquire financial assets that are spontaneously generated among enterprises through trade 
credit relations. To this purpose banks advance loanable capital that belongs either to 
themselves or to others. As banking develops, the range of financial assets acquired by banks 
expands enormously. In advanced capitalism bank assets are only very partially related to 
trade credit instruments and include government securities, private securities, loans of 
various descriptions, and so on. 

The most striking aspect of banking as a capitalist activity is that a bank can acquire 
financial assets by simply relying on its own creditworthiness, rather than by advancing 
loanable capital. The purest form of banking credit is the advance of a bank’s own promises 
to pay in anticipation of the future accrual of loanable capital to the bank, which would thus 
allow the bank to honour promises that it has already made. In short, the liabilities of a bank 
are often promises to pay made by the bank in anticipation of regularly receiving sufficient 
inflows of loanable capital. This is the basis on which banks begin to mobilize loanable 
capital across the capitalist class, rather than through simply waiting for loanable capital to 
arrive in the form of deposits, or otherwise. 

Banks are able to operate in this  ground-breaking way because they evolve out of  what 
Marx called ‘merchant’s capital’, and more specifically out of ‘money-dealing capital’.38 
Merchant’s capital exists in the sphere of circulation and specializes in the operations of 
buying and selling; money-dealing capital is a part of merchant’s capital focusing on aspects 
of circulation that are narrowly related to money, such as storing, safekeepinging, 
transmitting, and changing money from one national denomination to another. Merchants 
and money-dealers are in pivot position among capitalists to undertake the business of 
banking. Since the assets of banks consist of promises to pay made by enterprises and others 
across economic sectors, banks need a broad range of information and knowledge about the 
creditworthiness of potential borrowers. Merchants and money-dealers naturally develop 
such knowledge and acquire the related skills to assess creditworthiness by regularly dealing 
with a broad range of unrelated capitalists.39 

Two interrelated points merit further emphasis. The first is that the approach to banking 
summed up in this section has a direct correspondence to the historical debate on the 
emergence of banks typically referred to as the contrasting ‘goldsmiths’ and ‘bills’ 
approaches.40 For the goldsmiths view, the historical roots of banks lie with goldsmiths who 
presumable began to accept deposits subsequently making advances to borrowers. Thus, 
banks are passive financial intermediaries collecting spare value and making it available to 
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others. For the bills view, in contrast, the historical roots of banks are to be found with 
merchants who began to specialize in bill discounting. Thus, banks are active capitalists who 
seek to make loans by using both their capital and their credit; Marx’s sympathies lay with 
the bills approach.41 

To avoid confusion, however, it is necessary to consider in a little more detail Marx’s view 
of the historical emergence of banks. There is no doubt that, for Marx, banking is an ancient 
form of capitalist economic activity.42 However, banking in classical antiquity, or even in 
medieval  Italy,  hardly  emerged  on  the  basis  of  commercial  bill  discounting.  On  the  other  
hand, banking in England in the early modern era certainly developed and grew on that 
basis.43 This historical observation lies at the root of Marx’s dialectical approach to banking 
capital.  Even  if  banking  is  an  ancient  economic  activity,  the  form  which  best  allows  for  its  
analysis  as  a  capitalist  activity  is  not  necessarily  the  most  ancient.  English  banking  is  the  
reference point for analysis of banking because it captures its deeper content in advanced 
capitalism. From this perspective, the bills view is capable of casting light on banking in both 
advanced capitalist economies and pre-capitalist societies, even if it does not necessarily 
match  the  specific  form  of  banking  in  previous  historical  periods.  Conceptually  and  
analytically, the bills view is capable of dominating the goldsmiths view of banking. 

The second point is even more important as it relates directly to contemporary banking 
theory. The goldsmiths view lies at the foundations of the conventional fractional reserve 
approach to banking; it also provides underpinnings for contemporary microeconomics of 
banking which seeks to explain the emergence of banks in terms of information asymmetries 
between borrower and lender, as was seen in earlier sections of this chapter. Banks are 
treated as fundamentally passive financial intermediaries that acquire reserves by collecting 
loanable funds thus creating a basis on which to engage in lending. In contrast, the bills view 
is the foundation of the alternative and far more fruitful contemporary approach to banking 
that  is  associated  with  post-Keynesianism.  In  a  nutshell,  banks  are  active  agents  who  first  
make loans and then seek to secure the reserves that will support the advances already 
made.44 

The Marxist view of banking summed up in this section has considerable sympathy with 
the post-Keynesian approach. Banks do not passively intermediate the flows of loanable 
money capital. On the contrary, banks are active capitalist agents that specialize in acquiring 
financial assets, that is, in making loans of various types. Banks engage in lending by using 
loanable capital that they already hold – both their own and that of other people – but also 
by anticipating incoming flows of loanable capital that could support advances already 
made. By engaging in these practices banks help to stretch accumulation, and thus to 
generate the flows of loanable capital which they have already anticipated. This is ultimately 
the source of the mysterious power of banking in advanced capitalism. 

Recapping, banks are capitalist enterprises that specialize in collecting and advancing 
loanable capital. Banks also undertake money-dealing operations, including foreign 
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exchange transactions, management of deposits, transmission of money, the making of 
payments, and so on. Banks invest their own capital to support their activities, and aim at 
making competitive profits. The following section pays closer attention to bank profits since 
they are an integral element of financial profit the rise of which has been a striking feature 
of financialization.45 

Bank profit, solvency and liquidity 

Bank profit flows from a variety of sources, reflecting the mix of activities in which banking 
capital typically engages. It arises as the spread between the interest that banks earn on 
assets and that which they pay on liabilities. It arises also through money-dealing operations, 
which normally earn the average rate of profit since these activities are integral to the circuit 
of  the  total  social  capital.  It  arises,  finally,  from  banks  operating  in  financial  markets  and  
earning fees and commissions as well as obtaining capital gains. The relative weight of each 
source of profit differs according to a bank’s specialization as well as the specific institutional 
and historical framework of banking in particular countries. 

Bank  profit  does  not  arise  from  directly  deploying  the  bank’s  own  capital,  and  this  
constitutes a qualitative difference between banking and other forms of capital. Banks are 
enterprises that engage exclusively in the sphere of circulation and do not produce value. 
The profits of banks, consequently, do not reflect the mobilization of resources directly 
through the investment of bank capital.46 Banks are intermediaries that sustain their profit-
making assets mostly through borrowing. They are highly leveraged enterprises that provide 
only a small proportion of own capital. Unlike industrial enterprises, the capital invested by 
banks only partially provides the resources required by banks (labour power, buildings, 
technical equipment and so on). Rather, bank capital is mostly required to guarantee bank 
solvency, and thus to secure the chains of credit pivoting on banks. 

The defining aspect of banking is the acquisition of promises to pay (assets) made by 
others, which is financed by issuing the bank’s own promises to pay (liabilities). Therefore, 
bank profitability depends on the validity of the promises made by others and acquired by 
the bank, as well as on the composition of the bank’s assets and liabilities. Bank profit would 
be, for instance, directly affected if borrowers failed to pay, if fluctuations in interest rates 
altered the value of assets and liabilities, if interest rate spreads changed unpredictably, and 
so on. These risks force banks to collect information and monitor borrowers, to which 
purpose they develop skills and devote appropriate resources. Nonetheless, it is impossible 
entirely to eliminate losses since some borrowers will certainly fail as well as for other 
reasons.  The  primary  purpose  of  bank  capital  is  to  cushion  banks  against  such  losses,  
ultimately ensuring solvency. 

At the same time, the own capital of banks is important for purposes of liquidity. From the 
standpoint of Marxist political economy, the definition of liquidity is simple: the ease of 
converting a financial asset into the universal equivalent, the latter being the absolute form 



 125 

of liquidity. The fundamental banking practice of acquiring assets by issuing liabilities has 
direct implications for liquidity since bank liabilities tend to be shorter-term than assets. 
There is no mystery in this respect: banks seek to acquire promises to pay made by others in 
exchange for their own; hence, other things equal, they would be more likely to succeed if 
bank promises were shorter-term, thus entailing quicker return to the money form.47 At the 
limit, a bank’s promises to pay become credit money with absolute liquidity. They are 
deposits and banknotes payable on sight. ‘Maturity transformation’ is thus an integral aspect 
of capitalist banking; it is the ‘banking’ side of money creation by banks. Therefore, banks 
are in constant need of liquid assets to meet pressures generated by the holders of liabilities 
who are requesting payment. 

The standard way for  banks to deal  with the demands of  liquidity  is  to keep reserves of  
liquid assets, which are, however, costly since they tend to have a low return; banks can also 
obtain liquidity by selling assets, which is even more costly, particularly when liquidity has to 
be obtained urgently; banks, finally, can borrow liquidity in the open markets for loanable 
capital. The mix of methods actually deployed by banks is a matter of customary practice – 
partly reflected in law – but also resulting from the institutional and historical framework 
within which banks operate. Problematic access to liquidity by banks is a characteristic 
feature of capitalist crises, and the turmoil that began in 2007 is typical in this respect, as is 
shown in Chapter 9. 

Regardless of the particular methods of obtaining liquidity, ‘maturity transformation’ 
implies that banks would necessarily fail if the holders of liabilities demanded payment en 
masse.48 The only fail-safe way to deal with this danger would be for banks to keep reserves 
of liquidity that would fully match their liabilities. The implication would be apparent: the 
essential function of banks to advance loanable capital would be impaired, not least because 
banks  would  not  be  able  to  advance  their  own  credit  in  expectation  of  future  accrual  of  
loanable capital to back the advance.49 

Bank liquidity and bank solvency are thus related to each other: if the quality of a bank’s 
assets declined, its solvency would come into question; the holders of bank liabilities would 
probably demand that the bank should honour its promises to pay. The solvency of the bank 
would be protected by its capital which could absorb losses generated by its assets; by this 
token, capital would also protect liquidity, since others would remain prepared to hold the 
bank’s  promises  to  pay.  However,  there  is  no  theoretical  basis  on  which  to  ascertain  the  
level  of  capital  that  would  provide  adequate  protection  to  banks  at  a  given  point  in  time.  
Both solvency and liquidity are empirical categories, resulting from historical experience and 
particular institutional structures. 

Bank profits reflect the integral role of banks in a capitalist economy. For one thing, 
banking credit is highly fungible and could be made available to functioning capitalists with 
varying specializations across the economy. Consequently, banking credit allows functioning 
capitalists to accelerate turnover, to expand the scale of existing operations, and to develop 
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new activities. Banks also mobilize the reserves of idle money generated by individual 
functioning  capitalists,  and  therefore  reduce  the  idle  money  held  by  capitalists  in  the  
aggregate. Finally, but no less vitally, banking credit mobilizes idle money capital and 
therefore facilitates the mobility of capital among sectors of the economy. Banking credit is a 
fundamental component of the equalization of the rate of profit in advanced capitalist 
economies. 

Banks, moreover, regularly collect information across the economy in order to advance 
loans.  They  become  the  repository  of  economic  and  social  knowledge  in  a  capitalist  
economy,  and  typically  possess  an  overall  view  of  real  accumulation,  in  contrast  to  the  
partial and fragmented view held by non-financial enterprises. The breadth of the 
information  on  which  banking  credit  is  necessarily  based  gives  to  it  a  more  objective  and  
social character than the inevitably parochial commercial credit. The credit relationship 
between two specific capitalists in a given line of business is inevitably more particular than 
the credit relationship between a capitalist and a bank operating across several lines of 
business; credit, and thus trust, attains a more social and less personal character when it is 
advanced by a bank.50 

Yet, banking capital also undermines capitalist accumulation. Banks anticipate the future 
to make loans, but always on the basis of expected profits. Managing liquidity and solvency 
with an eye to ensuring profitability is the cause of inherent instability in banking. Capitalist 
crises typically involve banks, as is shown in the final section of this book in relation to the 
global crisis that broke out in 2007. 

Money market and central bank credit 

The third layer of the credit pyramid is money market credit. The term ‘money market’ 
typically captures a range of short-term wholesale markets for loanable capital. In this book 
the term is used in the narrower and stricter sense of the interbank market – of a wholesale 
credit market among banks. In practice the money market is far broader and contains 
wholesale credit trading among other financial institutions but also large industrial and other 
corporations. 

In Marx’s and Hilferding’s writings, the money market is not specified as a distinct entity 
within the financial system, although it is present in analysis of particular financial events 
and phenomena. Both tended to treat it as yet another financial market, often 
indistinguishable from the capital market. In Keizai Seisakuron, Uno made a conceptual 
breakthrough in this respect by identifying the interbank market as a distinctive element of 
the credit system.51 The interbank market is separate from the capital market, even though 
the latter belongs to the financial system in general. 

The  power  of  Uno’s  insight  does  not  derive  from  his  view  that  the  object  traded  in  the  
money market is  ‘money as funds’  (shikin) while the object traded in the capital market is 
‘money  as  capital’  (shihon). This distinction – which makes natural linguistic sense in 
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Japanese – purports to capture the difference between a mere sum of money and a sum of 
money traded as capital. It is fundamental to Uno’s ‘doctrine of circulation’ and forms part of 
his claim that the object generally traded between borrower and lender is a mere sum of 
money (shikin), while capital (shihon) is traded in the stock market. In effect it is a denial of 
Marx’s  claim  that  interest-bearing  capital  is  a  sum  of  money  traded  ‘as  capital’.  For  Uno,  
money ‘as capital’ is traded in the stock market. 

Uno’s argument regarding the nature of the traded object between borrower and lender 
faces a profound conceptual difficulty: if it is a mere sum of money, rather than capital, why 
does the lender have the right to demand (and obtain as a matter of course) its return plus 
interest? There is no solution for this problem in terms of Uno’s distinction between shikin 
and shihon. On the other hand, if one were to adopt Marx’s assumption that the traded 
object is money capital available for loan, the problem would largely disappear. For, the 
funds in both the money and the capital market would then constitute loanable money 
capital that naturally returns to its owner. In the rest of this analysis we will assume that the 
traded object in the money market is interest-bearing, or more accurately loanable, capital. 

Uno’s insight is nonetheless path-breaking because it brings to the fore the creation of the 
money market by financial institutions rather than by the ultimate owners and users of 
loanable capital.52 Ultimately, the reason for the emergence of the money market is demand 
for liquidity due to the normal operations of banking, which leads banks to trade spare 
liquidity with each other. More specifically, supply of loanable capital in the money market 
emerges as banks find it expensive to hold spare liquidity; demand comes from banks 
seeking to borrow liquidity to fund assets. From this perspective, the money market is, at its 
core, an interbank market for reserves of liquidity. 

Money  market  credit  is  a  variant  of  banking  (or  monetary  credit)  but  it  typically  occurs  
among financial institutions which already specialize in providing banking credit. 
Consequently, it represents a more developed form of banking credit compared to credit 
between banks and functioning capitalists. Creditworthiness in the money market is 
established  among  specialist  lenders  who  hold  assets  spread  across  a  range  of  economic  
sectors. Money market credit thus possesses a general and objective aspect – participants 
have to take a view of accumulation as a whole, rather than simply monitoring a particular 
circuit of capital in which the funds would be deployed. By this token, trust in the money 
market has social determinants, even if it relates to private transactions among bankers and 
other intermediaries.53 

Broadly speaking, the money market is the site where loanable capital is traded in a 
society-wide manner rather than simply between individual borrowers and lenders. In the 
money market, loanable capital is a social entity traded among specialists who are 
indifferent to particular applications of borrowed funds. Credit transactions become 
impersonal acts among participants that are specialists in lending, even though they remain 
private acts between a lender and a borrower. In the money market, loanable capital truly 
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emerges as a commodity sui generis commanding a price (rate of interest) that can act as 
general reference point for other credit transactions. 

Money market credit is vital to capitalist accumulation because it increases the fungibility 
of  loanable  capital.  A  deep  and  wide  money  market  is  an  integral  requirement  of  an  
advanced credit system since it allows banks to deliver their own functions more effectively. 
If the money market malfunctioned, banks would face difficulties in obtaining liquidity and 
hence banking credit would also begin to malfunction. It is characteristic of capitalist crises 
to emerge first in the money market, subsequently becoming broader credit crises and 
perhaps developing into general economic crises. 

The final layer of the credit pyramid is central bank credit. The nature and role of central 
banks has already been discussed in Chapter 4, suffice it here to state that central banking 
represents a peculiar mixture of public and private credit, while being the most social form 
of credit available in capitalist economies. The central bank emerges spontaneously and 
necessarily as the bank of banks: it is the dominant bank of the money market at which 
other money market banks keep reserves of liquidity.54 Central banks offer services to 
accumulation by minimizing the liquidity reserves kept by the financial system as a whole, 
but also by allowing banks to manage liquidity more flexibly and efficiently. 

Central bank credit is directed primarily at money market banks; it is a variant of banking 
credit deployed by the foremost specialists in trading loanable capital. Consequently, it is 
necessary for the central bank continually to examine the entire terrain of accumulation thus 
engaging in the required collection of information and monitoring of borrowers. Central 
bank credit, by the same token, is the highest grade of credit available in the capitalist 
economy. For this reason, the liabilities of the central bank tend to be the money used in 
large financial transactions even before becoming the fundamental form of credit money. 

The pre-eminent and broadly social role of central bank credit in a capitalist economy is 
strengthened by two further factors. First, the central bank becomes the bank of the state 
and, second, it becomes the holder of the nation’s reserves of world money. Both functions 
have proven of critical importance throughout the twentieth century, providing the basis for 
state intervention in finance. Financialization rests on the tight connection between the 
central bank and the state. The dependence of the central bank on the state derives, first, 
from the public securities held to support its liabilities, second, from the state officially 
declaring central bank liabilities to be legal tender and, third, from the state implicitly 
guaranteeing the solvency of the central bank. In financialized capitalism, central bank credit 
is, in effect, a variant of public credit, while central bank liabilities have acquired aspects of 
fiat money. 

Capital markets, investment banks, institutional investors and the design of the financial 
system 
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In  addition  to  the  credit  system,  the  financial  system  also  comprises  the  capital  (or  stock)  
market. Relevant aspects of the capital market are discussed in more detail in Chapter 6; 
suffice it here to state that the term effectively refers to a range of securities markets in 
which loanable capital (and other idle money across society) is traded as both equity and 
debt. Equity poses complex theoretical problems through the form of joint-stock capital, and 
the consequent separation of ownership from control which characterises mature 
capitalism. Debt traded in capital markets, on the other hand, represents primarily longer-
term bonds and similar instruments that allow lenders and borrowers to bypass lending by 
banks. The existence of capital markets, consequently, raises issues of mixing debt and 
equity to fund capitalist operations, a problem that characterises the modern joint-stock 
corporation. 

Capital markets are frequently analysed as providing ‘direct finance’ to corporations, in 
contrast to ‘indirect finance’ provided by banks.55 This is a powerful distinction, as is argued 
immediately below and in Chapter 6, but its importance should not be exaggerated. For one 
thing, capital markets also generate further financial intermediation. Thus, investment banks 
engage in a form of banking that is integrally related to capital markets in terms of 
fundamental activities and profit extracted. Moreover, mature capitalism is characterized by 
the rise of ‘institutional investors’ – pension funds, investment funds, and so on – that 
typically transact with investment banks. Capital markets are not necessarily, and nor even 
predominantly, places where owners meet eventual users of loanable funds. Both 
investment banks and institutional investors have been fundamental to financialization, and 
empirical aspects of their rise are examined in chapters 8 and 9. In the rest of this chapter 
consider some brief theoretical observations regarding these forms of financial 
intermediation in contrast to ordinary (commercial) banks. 

Investment banking is fundamental to capital markets, indeed to several markets in which 
financial assets (securities) are traded, not least because investment banks are necessary to 
create such markets. In Chapter 1 it was briefly shown that investment banks are the 
cornerstone of the vast over-the-counter derivatives markets since they provide market-
making services and organize the infrastructure of derivatives markets. For essentially similar 
reasons, investment banks are integral to capital and other securities markets.56 
Fundamental  to  investment  banks  is  the  separation  of  ownership  from  control,  which  
characterises joint-stock corporations. The holders of equity (shareholders) resemble 
strongly the lenders of money, and receive profits as passive owners of capital. Equity and 
debt securities, therefore, are similar as traded instruments in capital markets, even if they 
differ inherently from each other since equity stands for outright property over capital. 

Investment  banking  is,  in  the  first  instance,  the  practice  of  managing  the  issuing  of  
securities by guaranteeing sale through the bank’s own resources, subsequently breaking 
the total issue into saleable lots and finding buyers. The distinguishing feature of investment 
banks is thorough knowledge of potential counterparties based on information collected and 
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relations maintained with potential buyers. Thus, investment banks are the denizens par 
excellence of  capital  markets.  The  main  function  of  investment  banks,  however,  is  far  
broader than merely managing the initial issuing of securities. For, buying securities could be 
considered as equivalent to depositing money with a bank since securities buyers generally 
want to be able to convert newly acquired assets into money. Liquidity is a prime concern of 
participants in securities markets which means, above all, possessing the ability to sell. 
Investment banks provide the required liquidity by ‘making markets’ – by standing ready to 
buy and sell securities at constantly varying prices. Securities buyers can be assured that the 
return of their loanable capital (or plain idle money) to the money form would be possible as 
a matter of course. Investment banks strengthen the equity holder’s essential similarity to 
the lender of money, while also reaffirming the debt holder’s character as lender of money. 

A fundamental difference between investment and ordinary (or commercial) banks, 
therefore, is that the former create liquidity by dictating the terms of trading of securities, 
while the latter create liquidity by transforming deposits into longer-term assets. The basis 
of liquidity creation is qualitatively different between the two since the former involves 
trading securities in open markets, while the latter entails issuing promises to pay by banks. 
For this reason, continuous trading is a necessary feature of securities markets, and 
investment banks must continually participate in securities trading. 

Investment banks make securities markets by continually varying the rate of interest for 
traded securities, and thus the attached prices. The price differences that occur while buying 
and selling securities are a source of profit for issuers, holders and intermediating banks. The 
fundamental elements of profit extraction through the associated mechanisms are examined 
in detail in Chapter 6. Investment banks are able to extract profits essentially due to services 
provided, which include, above all, liquidity creation, but also information collection about 
counterparties, monitoring potential buyers, and handling the technical aspects of 
transactions. They are also able to extract profits by trading securities on own account, an 
aspect of investment banking that has been vital to financialization. 

Institutional investors, on the other hand, are a very different kind of intermediary in 
securities markets. Individual holders of loanable capital or idle money face a pronounced 
asymmetry in trading with investment banks as market makers. Individuals typically do not 
have  requisite  skills  to  undertake  monitoring,  to  collect  information  either  about  
counterparties  or  the  economy,  and  even  simply  to  engage  in  the  technicalities  of  
transacting.  They  are  in  an  inherently  weaker  position  relative  to  banks  and  this  can  be  a  
source of financial expropriation, discussed in Chapter 6.  The  asymmetry  can  be  partly  
overcome through aggregation of the holders of loanable capital, or idle money. Institutional 
investors are essentially agents in securities markets that allow the owners of capital, or of 
money for loan, to transact on a less asymmetric basis with investment banks. They are able 
to hold a large and diversified portfolio of securities, against which they could borrow thus 
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expanding their trading options; they could also employ specialists to engage in monitoring 
counterparties and markets. 

Institutional investors are qualitatively different from banks in important respects, even 
though both collect idle funds available for lending. Above all, institutional investors do not 
anticipate future incoming flows of loanable capital, or idle money, by advancing their own 
credit to make loans; institutional investors typically collect idle funds, subsequently making 
them  available  to  issuers  of  securities.  For  the  same  reason,  the  liabilities  of  institutional  
investors  do  not  have  to  be  short-term,  much  less  payable  on  sight;  in  other  words,  the  
liabilities of institutional investors do not generally become money. Furthermore, the assets 
of institutional investors must be marketable to ensure the ready return of loanable capital 
collected. This is not the same concern as that of a bank attempting to ensure the 
repayment of a loan, which requires direct monitoring of the operations of the borrower 
from a bank. Institutional investors engage less in monitoring the issuers of securities, and 
more in ensuring the tradability of the securities held. 

The final issue to note in this chapter is that the capital market is closely related to the 
pyramid of the credit system, even if the two stand at some distance from each other. More 
specifically, there are two types of organic link between the credit system and the capital 
market. First, both draw funds from a common pool of idle money generated in the course 
of capitalist accumulation but also more broadly across society. At the margin, the holder of 
idle money opts between making the funds available within the credit system, or in the 
capital market. Second, prices in the capital market are closely related to prices in the credit 
system.  The  rate  of  interest  in  the  money  market  acts  as  the  benchmark  not  only  for  all  
other rates of interest within the credit system, but also for returns in the capital market. 
Securities prices are closely related to the rate of interest, with profound implications for 
financial profit, as is shown in Chapter 6. 

Ascertaining the balance between credit system and capital market within the financial 
system is a complex theoretical problem that underpins the traditional distinction among 
financial systems into, respectively, bank-based (or German–Japanese) and capital market–
based (or Anglo-Saxon). There has been extensive debate regarding the significance of the 
two types of financial system in the course of capitalist development, particularly for late 
developing countries.57 The presumed advantages of bank-based finance have to do with the 
long-term commitment between banks and enterprises which presumably results in 
investment performance that is more conducive to growth. Market-based finance, on the 
other hand, is characterized by short-term relationships between banks and enterprises; it 
could be argued, however, that it provides better assessment of the cost of capital and more 
flexibility in dealing with risk. The debate has evident significance for financialization, as was 
already mentioned in Chapter 2. Aspects of it are considered in the following chapters in 
connection with the transformation of finance in the US, Japan, Germany and the UK. 
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It should be stressed that the debate on the design of financial systems has very old 
antecedents. Elements of it can be found, for instance, in Steuart’s Inquiry into the Principles 
of Political Economy which effectively advocated long-term credit banks funded through the 
mobilization of landed property. This was in contrast to the focus on commercial banks 
funded through deposits and other short-term funds in Smith’s Wealth of Nations. By this 
token, support for bank-based systems has long retained an element of state direction of the 
economy, often with a socialist admixture. 

In Marx’s writings, the spontaneously arising form of the capitalist credit system has close 
affinities with market-based finance.58 That is, the credit system comprises banks that lend 
essentially on a short-term basis by mobilizing idle money capital. Hilferding’s innovative 
argument about the transformation of capitalism due to the emergence of finance capital 
can thus be understood in terms of the market-based financial system of competitive liberal 
capitalism spontaneously becoming the bank-based system of mature (and declining) 
capitalism.  For  Hilferding,  banks  dominate  the  financial  system  in  mature  capitalism,  even  
though the capital market also grows as it supports finance capital. The future of capitalism 
for Hilferding lay in Germany, a late developer that relied on her banks, not England, a 
declining power in which banks kept their distance from corporations. 

This is not how the design of financial systems has developed in the course of subsequent 
history, however. Financialization, in particular, can be considered as the ascendancy of 
Anglo-Saxon, market-based finance, though the empirical reality is far more nuanced, as is 
shown in Chapter 8. The complex empirical outcomes that have obtained in the course of 
the last three decades indicate that the character of the financial system cannot be captured 
fully by the distinction between bank-based and market-based systems. In practice, financial 
systems present considerable variety and cannot be neatly slotted in the two categories. 
After all, financial systems are sets of institutions and markets that specialize in mobilizing 
and trading loanable capital. Since loanable capital has a highly flexible form that depends 
on the performance of institutions and the nature of state intervention, the outlook of the 
financial system is also a matter of historical development and cannot be determined in the 
abstract. 

1 See, for instance, Arnold Boot and Anjan Thakor, ‘Financial System Architecture’, Review of Financial Studies 
10:3,  1997;  and  Anjan  V.  Thakor,  ‘The  Design  of  Financial  Systems:  An  Overview’,  Journal of Banking and 
Finance 20, 1996. 

2 There is no shortage of books that do precisely this for particular countries and in different historical 
contexts. US banking, for instance, is well served by a variety of works, including the magisterial account of Fritz 
Redlich, The Molding of American Banking, New York: Johnson Reprint Corporation, 1951; but see, for example, 
Larry Schweikart, Banking in the American South: From the Age of Jackson to Reconstruction, Baton Rouge: 
Louisiana State University Press, 1987; and Naomi Lamoreaux, Insider Lending,  NBER,  Cambridge:  Cambridge  
University Press, 1994. 

3 A point made with particular force by Marx, Capital, vol. 3, ch. 36. 
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4 This point often eludes historians of non-capitalist societies, who are enthralled by the complexity of ancient 
financial practices. It can also befuddle Marxists, such as Jairus Banaji, who appears to think that a financial 
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6. THE CONUNDRUM OF FINANCIAL PROFIT 

Financial profit: Multiple forms underpinned by heterogeneous social relations 

Rising financial profit is a characteristic feature of financialization, empirical evidence for 
which  is  provided  in  Chapter  8. Several theoretical approaches to financialization have 
interpreted rising financial profit as an indication of constrained profitability in the sphere of 
production and a corresponding escape of capital in the sphere of finance. Thus, in The Long 
Twentieth Century, Giovanni Arrighi has argued that financial expansions take place when 
capital switches ‘from trade and production to financial speculation and intermediation’ and 
profits increasingly come from ‘financial deals’.1 Greta Krippner, following Arrighi, has 
defined  financialization  as  ‘a  pattern  of  accumulation  in  which  profits  accrue  primarily  
through financial channels rather than through trade and commodity production’.2 

The notion that financialization could be defined in such terms is problematic for reasons 
discussed in Chapter 2, but even if it was not, financial profit would continue to pose a major 
theoretical and conceptual conundrum. The nature of the conundrum was identified by 
Robert Pollin in debate with Arrighi. For Pollin, ‘Arrighi never explicitly poses the most basic 
question about the, M ® M’ circuit, which is, where do the profits come from if not from the 
production and exchange of commodities?’3 Pollin’s remark succinctly captures the 
theoretical difficulty posed by rising theoretical profit: what is its economic source and thus 
its social content? 

Pollin sketched an answer to this question by linking various forms of financial profit to 
flows of value. Thus, financial profit could come from: first, zero-sum redistribution within 
the capitalist class; second, distribution ‘from workers and communities’ in favour of the 
capitalist class; and third, surplus value, the increase of which might be facilitated by 
financial mechanisms. Pollin suggested that only the last source properly relates to Arrighi’s 
analysis. Arrighi replied that Pollin’s three possible sources of financial profit correspond to 
different stages of financial expansion, which is hardly an answer for the deeper issue raised 
by Pollin.4 

Rising financial profit presents a thorny theoretical problem at the heart of 
financialization: what are the social and economic relations that correspond to its creation 
and accrual? Insight into the issue can be gained by considering some of the forms of 
financial profit. A tentative initial description would be that of monetary returns deriving, 
first, from money capital advanced on the basis of debt and, second, from money capital 
obtained  as  equity  in  capital  markets;  the  former  would  be  interest,  the  latter  would  be  
dividends. Even with this elementary description, however, complex conceptual questions 
immediately arise. Why would returns to tradable equity be considered a form of financial 
profit, when returns to other owned capital would be plain profit? This question has a direct 
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social equivalent: how does a shareholder differ from the owner-operator of a capitalist 
enterprise?  At  a  further  remove,  why  is  it  legitimate  to  add  up  dividends  and  interest  as  
forms of financial profit? This question also has an evident social equivalent: how does a 
plain lender to an enterprise differ from a shareholder? 

If the description of financial profit moved beyond the simple sum of interest and 
dividends, even more severe conceptual difficulties would emerge. For, financial profit could 
also  take  the  form  of  capital  gains  arising  due  to  changes  in  the  prices  of  financial  assets  
which would accrue when sale actually took place; capital gains, moreover, could be 
obtained by holders of both equity and debt securities. What would be the source of 
financial profit accruing from trading financial assets that were often completely unrelated 
to production? 

More complexly, a form of financial profit similar to capital gains could also accrue from 
the sale of assets that were not inherently financial but simply fell within the purview of the 
financial system. Most prominent among these assets would be housing, which has indeed 
become a source of financial gain and loss for broad layers across all social classes in 
financialized capitalism. Gains and losses from selling houses present one of the hardest 
conceptual problems relating to financial profit. Given that both seller and buyer could be 
wage workers, what would be the social source of financial profit from trading houses? 

The last question also applies to a broad range of other transactions that could result in 
further forms of financial profit as individual workers and households have been drawn 
systematically into the financial system. Thus, financial profit could be earned by those who 
lend to workers as well as by those who handle workers’ savings; financial profit could also 
be made by households that trade directly in securities markets. What would be the source 
of such profit, and what would be its significance in terms of social stratification? 

This is hardly the end of the conceptual difficulties posed by the multiple forms of 
financial profit, however. For, in addition to profit received by the owners of debt, equity 
and other assets, there is also profit received by financial institutions. It is intuitive that 
financial profit earned by capitalist enterprises through commercial and other activities 
differs  conceptually  from  financial  profit  accruing  to  those  who  simply  own,  or  trade,  
financial assets. For one thing, and as was discussed in Chapter 4, financial institutions draw 
profits  by  handling  money  reserves  and  flows  that  are  necessary  for  payments  and  
purchases across the economy. These are money-dealing profits accruing for delivering 
functions integral to the circulation of commodities; therefore, they derive from the flow of 
surplus value and accrue at a rate equal to the average rate of profit.5 

Financial institutions, nonetheless, are intermediaries that also earn returns in the form of 
interest spreads, fees and commissions. These are financial profits that derive from 
managing the flows of loanable capital (and spare money) of others. Financial institutions, 
moreover,  could  also  generate  proprietary  profits  by  trading  in  financial  markets  on  own  
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account – by operating as holders of loanable capital. Not least in this connection are the 
bonuses and other forms of remuneration received by employees of financial institutions. 
These are typically excluded from the national data on the profits of financial institutions, 
often appearing as salaries and other types of personal income; nonetheless, they are in 
reality a form of financial profit with significant implications for the social structure of 
financialized capitalism. 

In sum, financial profit could be described in terms of the formal function of the recipient. 
It could be profit accruing to a final lender, an equity holder, a trader in financial assets, a 
financial institution, or an employee of a financial institution. Financial profit could also be 
described in terms of the social character of the recipient. It could be profit accruing to a 
capitalist, a worker, a household belonging to a ‘third’ class, a financial institution, or even 
an employee of a financial institution. The multiplicity of functions and of social types among 
recipients corresponds to the variety of processes through which financial profit is 
generated. Several disparate returns comprise financial profit, broadly including interest, 
dividends, and capital gains. 

The element that provides conceptual and practical unity to these returns is the financial 
character of the processes through which the returns are generated. The processes are 
financial because, at one remove, they are associated with the flows of loanable money 
capital and plain money in circulation. The relevant agents are capitalists but also other 
individual holders of money, including workers. At a further remove, the processes are 
financial because they are associated with the functioning of financial institutions which 
systematically transform idle money into loanable money capital. 

In this light, the primary form of financial profit in analytical terms is that which accrues to 
the owners of loanable capital, or idle money. Broadly speaking, the receivers of this form of 
profit hold financial assets associated with either loans or equity. The primary form of 
financial profit, thus, includes returns from lending, returns from holding equity, and returns 
from trading financial assets. Financial profit, however, also has a secondary form: profit 
earned by financial institutions. The latter typically function as intermediaries in the flows of 
loanable capital, or plain money, of other people and are consequently remunerated out of 
returns emanating from these flows. Profits drawn by financial institutions do not present 
additional conceptual problems in terms of their sources: they are fractions of the flows of 
surplus value, personal income, or the stock of money capital (or plain money) belonging to 
others and accruing as recompense for services provided. The exception – which is 
important to financialization – refers to profit earned by financial institutions through 
independent trading of financial assets. But even this form of profit does not pose significant 
additional complexities since it could be treated analogously to financial profit accruing to 
the owners of loanable capital through trading in financial assets. 

Financial profit is thus an envelope term covering several forms of financial return that 
arise  in  complex  and  variable  ways.  In  the  rest  of  this  chapter  the  conceptual  content  of  
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financial profit is examined by focusing on its primary forms: profit accruing to the owners of 
loanable capital (or idle money) from advancing loans, from holding equity, and from trading 
financial assets. Its secondary forms – profits accruing to financial institutions – are 
considered only in the light of the primary forms. By examining its primary forms, the 
specific character of financial profit relative to ‘normal’ capitalist profit can also be 
established, allowing for conclusions regarding the social structure of financialized 
capitalism.  A  necessary  first  step  in  this  regard  is  to  introduce  the  notion  of  ‘profit  from  
alienation or expropriation’ – an important, though relatively ignored, part of classical and 
Marxist political economy.6 Pollin’s question to Arrighi could then begin to be answered. 

Profit in Marx’s economics 

Marx’s chief innovation in the field of political economy was his analysis of capitalist profit in 
chapters 7 to 9 of the first volume of Capital, even though his views on the issue have been 
far from generally accepted. Briefly put, for Marx, profit is the money form of surplus value 
generated in production. Wage workers receive the equivalent of the value of labour power 
as money wages, but are normally obliged to work for longer than the time-equivalent of the 
value received, thus creating additional, or surplus, value. This process is exploitation in 
production and constitutes the defining feature of capitalism. 

Thus, profit in Marxist political economy is fundamentally treated as a flow of surplus 
value – and of net output – freshly created in the sphere of production. Surplus value attains 
a monetary form in the sphere of circulation through the sale of finished output, and accrues 
as the exclusive property of the capitalist who owns the capital advanced. Particular types of 
return emerge as the aggregate flow of surplus value is subsequently divided among various 
claimants in the sphere of circulation. Ground rent is the part accruing to landlords for 
having property in land; industrial profit and merchant’s profit, on the other hand, are the 
parts accruing to capitalists for having property in capital as well as for functioning in 
economic reproduction. Both industrial and merchants’ profit are further subdivided into 
interest and profit of enterprise. Interest accrues to the owners of money capital available 
for lending, while profit of enterprise accrues to capitalists actively engaged in production or 
trade. 

Marx’s  analysis  of  capitalist  profit  is  rooted  in  extensive  study  of  political  economy,  
summed up in The Theories of Surplus Value, which is arguably the first systematic treatise 
on the history of economic thought. Marx’s theory of profit relied heavily on David Ricardo, 
though  Marx  also  diverged  drastically  from  Ricardo  on  this  issue.  In  Principles of Political 
Economy and Taxation, Ricardo postulated that profit is a newly produced flow of value 
(embodied labour) that accrues per period. Yet, profit is not a self-standing part of net 
output emerging due to a characteristic profit-generating process. Rather, it is the residual 
net output that accrues to capitalists once workers have claimed the share corresponding to 
wages, and landlords have claimed the share corresponding to ground rent.7 For this reason, 
profit tends to fall as population grows and less fertile land is brought under the plough: 
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rising wages and rent crush the residual net output accruing to capitalists. Marx, similarly to 
Ricardo, treated profit as part of the flow of net output accruing to capitalists. However, he 
rejected Ricardo’s view that profit is a residual and put forth his theory of exploitation to 
explain the emergence of profit as the result of a characteristic capitalist process. 

Equally important for our purposes is that Marx’s theory of profit was also influenced by 
other strains of classical political economy which identified forms of profit unrelated to the 
newly produced flow of value. This strain of Marx’s theory is vital to analysing financial 
profit. The key concept in this regard is ‘profit upon alienation’, originally formulated by Sir 
James  Steuart,  who  had  a  strong  impact  on  Marx’s  economics  in  general,  and  on  Marx’s  
theory of money and finance in particular. In his Inquiry into the Principles of Political 
Economy,  Steuart  claimed  that  the  price  of  a  commodity  contains  ‘real  value’  and  ‘profit  
upon alienation’. The former is determined by three factors: the normal labour required for 
production, the cost of subsistence of workers, and the cost of materials; the latter is 
determined  by  any  excess  of  price  over  ‘real  value’,  and  constitutes  the  profit  of  the  
manufacturer.8 

Steuart subsequently drew a distinction between ‘positive profit’ and ‘relative profit’.9 
‘Positive profit’ derives from the general ‘augmentation’ of value and output, and improves 
the ‘public good’. ‘Relative profit’ derives from a ‘vibration of the balance of wealth between 
parties’ – from trade, and has nothing to do with the general increase in output. This is an 
important distinction, even though Steuart’s terms in discussing it were, as ever, imprecise. 
On the one hand, profit could arise from the expansion of productive capacity – it could be 
an  addition  to  previous  output.  On  the  other,  profit  could  arise  purely  from  a  zero-sum  
trading game relative to output – it could simply represent the loss of another party in the 
sphere of circulation. For Steuart, ‘profit upon alienation’ belongs to the latter type, it 
constitutes ‘relative profit’. 

Steuart’s  analysis  contains  manifest  error,  as  Marx  pointed  out  in  Part  1  of  Theories of 
Surplus Value, since it identifies capitalist profit in general with ‘profit upon alienation’.10 
That is, Steuart considered capitalist profit generally to emerge from a zero sum game in 
exchange. For Marx, in contrast, capitalist profit is already contained in ‘real value’, not least 
as part of the ‘normal labour required for production’. Nonetheless, Marx was impressed by 
Steuart’s argument that the profit of one party in circulation could be the loss of another. 
This would be a type of profit that differed qualitatively from the flow of surplus value 
created in production through the exploitation of workers. 

Marx deployed Steuart’s concept of ‘profit upon alienation’ (or ‘upon expropriation’) in his 
work, though not extensively, and often in analysis of financial transactions relating to the 
personal income of workers.11 Marx considered such transactions to be, first, exploitative 
and, second, unrelated to surplus value. It cannot be overstressed that exploitation 
occurring in financial transactions is qualitatively distinct from exploitation in production. To 
be specific, exploitation in financial transactions amounts to a direct transfer of value from 



 143 

the income of workers to the lenders – that is, it stands for a re-division of money revenue 
streams, typically taking the form of interest. The social factors that account for such 
exploitation are related to the sphere of circulation, reflecting in particular the unequal 
position of workers and capitalists in financial transactions, as is discussed in more detail in 
the rest of this book. The more standard form of exploitation in production, on the other 
hand, amounts to creating a fresh flow of value out of unpaid labour, which accrues as the 
exclusive property of the capitalist who owns the finished output. Its social underpinnings lie 
in  production – in the lack of  property rights  by workers over the means of  production,  as  
well as in the power that capitalists exercise over the production process. 

Insight into the analytical content of the distinction between the two types of profit can 
be gleaned from various passages in the Theories of Surplus Value. The following statement 
by Marx in Part 3 of that book, for istance, referring to interest being potentially unrelated to 
surplus value merits extensive reference:12 

[Here] the fact is disregarded that interest may be a mere transfer and need not 
represent real surplus-value, as, for example, when money is lent to a 
“spendthrift”, i.e. for consumption. The position may be similar when money is 
borrowed in order to make payments.  In both cases it is loaned as money, not as 
capital, but it becomes capital to  its  owner  through  the  mere  act  of  lending  it  
out … In this case interest, like profit upon expropriation, is a fact independent of 
capitalist production – the production of surplus value. It is in these two forms of 
money – money as means of purchase of commodities intended for consumption 
and as means of  payment of  debts – that  interest,  like profit  upon expropriation 
constitutes a form which, although it is reproduced in capitalist production, is 
nevertheless independent of it and [represents] a form of interest which belongs 
to earlier modes of production. 

It follows that profit ‘upon expropriation’ that arises from lending to workers represents a 
form of exploitation which is independent of surplus value. In the third volume of Capital, 
Marx also argued that lending to workers represents ‘secondary exploitation’, the latter 
including further exploitative processes that occur in circulation. Specifically, for Marx:13 

It is plain enough that the working class is swindled in that form too [the renting of 
housing], and to an enormous extent; but it is equally exploited by the petty trader 
who supplies the worker with the means of subsistence. This is a secondary 
exploitation, which proceeds along the original exploitation that takes place 
directly within the process of production itself. 

The historical dimension of secondary exploitation was also posited by Marx in the 
Grundrisse, and it is again worth quoting at length:14 

The relation in which on one side the worker still appears as independent, i.e. not 
as wage labourer, but on the other side his objective conditions already possess an 
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independent existence alongside him, forming the property of a particular class of 
usurers, this relation necessarily develops in all modes of production resting more 
or less on exchange … Where this relation repeats itself within the bourgeois 
economy, it does so in the backward branches of industry, or in such branches as 
still struggle against their extinction and absorption into the modern mode of 
production. The most odious exploitation of labour takes place still takes place in 
them … What takes place is the exploitation by capital without the mode of 
production of capital. The rate of interest appears very high because it includes 
profit and even a part of wages. This form of usury, in which capital does not seize 
possession of production, hence is capital only formally, presupposes the pre-
dominance of pre-bourgeois modes of production. 

To recap, for Marx, the characteristic type of capitalist profit is that of a fresh flow of value 
generated in production through the exploitation of workers. However, there is also ‘profit 
upon alienation or expropriation’ resulting from zero-sum transactions that relate to money 
revenue or existing stocks of money, and accruing through commercial or financial 
transactions.  Marx’s  (or,  rather,  Steuart’s)  insight  is  deployed  throughout  this  book  to  
analyse financial profit, particularly profit from lending to individuals and profit from trading 
financial assets. In sum, financial profit could result from subdividing the newly produced 
flow of surplus value per period, but it could also emerge from expropriating the income and 
the money stocks of others through the operations of the financial system. Furthermore, the 
two processes could be systematically linked, especially when it comes to trading financial 
assets, as is shown in the rest of Chapter 6. 

Financial profit, in both its primary and secondary forms, is thus distinct from ‘normal’ 
capitalist profit deriving from surplus value generated in production. The latter is integral to 
the capitalist mode of production, capturing the fundamental class division between 
capitalists and workers that permeates the sphere of production. Surplus value is the 
specifically capitalist form of the ‘augmentation’ of value which Steuart considered to be the 
foundation of ‘positive profit’. Financial profit, in contrast, contains elements of surplus 
value but is, by construction, a broader category of profit that also includes other forms of 
monetary increments. Indeed, financial profit resembles a primordial form of profit 
capturing purely the excess of money returned over money advanced. 

The concept of ‘profit upon alienation or expropriation’ is vital to the analysis of financial 
profit earned from trading financial assets as well as from capital gains. It is also vital to 
analyse financial profit earned from mortgage and consumption loans to households, or 
from handling pension and other funds. These forms of financial profit could accrue directly 
to  the  holders  of  financial  assets,  or  to  financial  institutions  as  fees,  commissions  and  
proprietary profits. They comprise the gist of the notion of ‘financial expropriation’, 
proposed elsewhere as an integral aspect of financialized capitalism.15 At  core  this  is  an  
exploitative relationship representing the direct appropriation of personal money income, or 
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of loanable capital and plain money that belongs to others. But it is different from 
exploitation at the point of production and rests on a zero sum game between the 
counterparties to financial transactions. More complexly, it could also be an intermediate 
step to appropriating a share of the flow of surplus value, as is shown below. 

The social foundations of financial expropriation lie, in part, in the non-capitalist character 
of personal income. Workers and others enter financial transactions in order to obtain use-
values, whether immediately in the form of wage goods or in the future through a pension. 
In contrast, financial institutions approach financial transactions in order to make profits. 
There are systematic differences in information, organization and social power between the 
two counterparties, which potentially allow financial institutions to exploit the holders of 
personal income. To be sure, it is also possible for individual workers to approach financial 
transactions  from  the  perspective  of  making  a  profit,  but  this  does  not  eliminate  the  
systematic difference between individuals and financial institutions as counterparties to 
transactions. 

The social foundations of financial expropriation lie, further, in the peculiar content of the 
act of trading loanable capital in financial markets. Transactions of loanable capital, as was 
argued in Chapter 5, involve the advance of value against future claims which continue to be 
traded. Profit emerges for counterparties in the first instance as a share of the loanable 
capital initially traded – that is, it derives from a zero-sum game. If the attached claims were 
validated  out  of  future  flows  of  value,  however,  the  zero-sum  game  would  become  a  
preamble to drawing profits out of surplus value, or future income. If, on the other hand, the 
claims were not validated, profits from the initial trade would remain a share of someone 
else’s loanable capital. The economic relations involved in this complex process are analysed 
in the rest of this chapter; suffice it here to state that they are integral to all financial trading. 

In broad historical terms, financial expropriation represents a throw-back to ancient forms 
of capitalist profit-making that are independent of the generation of surplus value. Some of 
the  conceptual  issues  involved  in  pre-capitalist  profit  making  are  further  examined  in  the  
following section. In financialized capitalism, however, profit-making that is unrelated to 
surplus value no longer represents a survival of ancient pre-capitalist relations. On the 
contrary, it stands for the spreading of new and exploitative relations across society as 
financial markets grow and as individuals are increasingly drawn into the formal financial 
system. Present-day extraction of financial profit reaffirms the relatively remote and 
predatory disposition of finance toward accumulation in mature capitalism. In this respect, 
financial profit is reminiscent of elemental money-making activities that go back at least to 
classical antiquity. Further insight into financial profit can thus be gained by considering 
Aristotle and Demosthenes on profit making in classical Greece. 

Pre-capitalist profit and financial profit 
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Aristotle wrote systematically about value and economic activity in Politics, although he 
made only fleeting references to profit (kerdos). The fundamental distinction he proposed 
was between oikonomike (obtaining goods by managing the household – oikos) and 
chrematistike (obtaining goods by engaging in exchange).16Chrematistike he further 
subdivided  in  two  –  that  which  allows  for  the  acquisition  of  goods  necessary  for  self-
sufficiency (autarkeia), and that which allows for the making of money through obtaining 
goods. 

Aristotle reserved a special term for the latter – kapelike, a word that typically described 
petty trading and huckstering in the markets  of  Athens.  The aim (telos)  of  the first  type of  
chrematistike is to obtain goods to use for the purpose for which they were designed; hence, 
this form of chrematistike constitutes a path to acquiring ‘true wealth’ (alethinos ploutos). In 
contrast,  the  aim  of  kapelike  is  to  obtain  goods  only  as  a  means  to  acquiring  money  
(nomisma). This is an unnatural activity as money was originally meant simply to facilitate 
the acquisition of goods and is not a good in itself; it is also an activity without end since 
more money is always better than less.17 

For Aristotle, profit pertains to kapelike. As chrematistike develops, money arises to 
facilitate the exchange of goods; the emergence of money in turn encourages and enables 
the development of kapelike. Engaging in kapelike inevitably generates monetary returns, 
which are profit and indeed comprise the aim of kapelike. Aristotle was perfectly aware that 
profit could be generated by a range of commercial activities within kapelike. Initially profit 
might have been simply the result of buying and selling goods; however, through experience, 
the extraction of profit came to require more skill and involved more sophisticated 
commercial practices (technikoteron).18 In all its forms, nonetheless, profit arising from 
kapelike does not constitute ‘true wealth’ since it results from trading goods and takes the 
form  of  money.  Therefore,  profit  creates  a  frame  of  mind  among  participants  in  kapelike  
that  is  geared  to  expanding  wealth  without  limit.  This  acquisitive  outlook  is  conducive  to  
living but not to the good life. 

The acquisitive and even predatory aspect of profit making is most apparent in 
moneylending, a subdivision of kapelike for which Aristotle reserved the Athenian term for 
usury (obolostatike). The reason is that moneylending makes apparent an inherent aspect of 
kapelike – that profit is drawn not from wealth acquired naturally (kata physin) – which 
anyway happens only in oikonomike – but from wealth acquired from other people (ap’ 
allelon estin).  Interest  is  the  augmentation  of  money  by  itself  rather  than  through  
exchanging goods and is rightly called ‘birth’ (tokos) since money makes money; this is the 
most unnatural (para physin) manner of obtaining wealth. 

The various money-making methods of kapelike were not directly discussed by Aristotle, 
even though he mentioned extant accounts of individual successes in profit making. But 
there is no doubt about their complexity. Thus, Aristotle made reference to Thales of Miletus 
who, after being mocked for his philosopher’s poverty, sought to prove that philosophers 
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could easily command the ways of chrematistike but chose not to do so (ou tout’ esti peri o 
spoudazousin). In the midst of winter Thales predicted that there was going to be a bumper 
olive crop, raised money and pledged the functioning of all the oil presses of Miletus and 
Chios.  Come  the  time,  he  made  a  large  profit  by  renting  the  presses  out  at  a  price  of  his  
choosing. Cornering the market in this manner (monopolian auto kataskeuazein)  was  a  
recognized principle of money making in Aristotle’s time. History does not tell us whether 
other impoverished Greek philosophers deployed their skills with similar success, but in the 
years of financialization plenty of economists have followed in the steps of Thales of Miletus 
with none of his disdain for the filthy business of money making. 

The commercial and predatory character of profit, particularly in its financial form, is also 
apparent in the forensic speeches of Demosthenes, the richest literary source on 
moneylending and its associated practices in Greek antiquity. Most of the material refers to 
maritime (bottomry) loans which were the typical form of productive lending in the ancient 
Greek world.19 Note, though, that ‘Paragraphe pros Pantaineton’, one of the most complex 
of Demosthenes’s speeches, refers to loans to finance silver mining in Attica.20 The 
institutional and legal framework of such lending is hard to ascertain not least because the 
difference between lender and owner is far from clear in the transactions debated. 

It appears that the lending of money afforded property rights over the mine, even if the 
latter was merely collateral for the loan. The lender was able to transfer ownership of the 
mine to another lender via a separate transaction while the operator of the mine remained 
in place. The monetary return to the lender took the form of interest payments, or of rent 
that was equivalent to the putative interest payments. Thus, at least as far as can be inferred 
from this particular text, the economic forms of lending, buying, renting and their associated 
returns were inextricably bound up both in practice and in law. Moneylending and profit 
making were prominent in Greek antiquity, but the characteristic economic categories did 
not emerge with clarity similar to that of capitalist society. 

The overlapping of categories is a point of particular importance in analysis of bottomry 
loans. Note first that bottomry loans reached great complexity of form in the ancient Greek 
world. Thus, Demosthenes in Pros tin Lakritou Paragraphen leaves no doubt about the 
remarkable sophistication of counterparties with regard to risk premia.21 The contract 
(syggrafe) stated that the borrowers would pay 22.5 percent interest to sail for trade to the 
west  coast  of  the Black Sea (ep’  aristera) and back to Athens, but 30 percent if the return 
journey  started  ‘after  the  rising  of  Arcturus’  (met’  Arktouron) which meant likely stormy 
weather.22 The contract further specified the stages of the journey, the loads to be carried at 
each stage, the commander of the boat, and the obligations of crew and borrower upon 
returning to Athens. Similarly complex are the transactions discussed in Pros Formiona peri 
Daneiou, which also makes clear that merchants could settle debts during the course of the 
journey by paying in the money of other cities, whose rate of exchange varied with place.23 
Above all, it was stated that the borrower could not use the goods purchased through a loan 
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as collateral for a further loan. It appears that this practice was not unusual in Athens, 
certainly for cases that ended up in court. 

Fraud  was  a  feature  of  bottomry  loans,  as  is  trivially  obvious  for  the  speeches  of  
Demosthenes, since they refer to court cases. The predatory and fraudulent aspect of such 
lending – and of the returns to which it gave rise – is most apparent in the contract clauses 
regarding repayment. The practices of the ancient Greek world in this respect were quite 
unusual by contemporary capitalist standards. Thus, the law specified that in the case of loss 
of ship, or of being obliged to throw the commodities overboard in a storm, the borrower 
had no further liability to the lender. This has been interpreted as a form of insurance, by 
Geoffrey de Ste. Croix, no less; but it was not insurance since no-one was subsequently 
indemnified for the loss of either ship or commodities, which was entirely borne by the 
parties involved.24 

Releasing the borrower from liability in case of disaster signifies that bottomry loans in 
Greek antiquity had an inherent aspect of joint investment – the lender effectively becoming 
equity holder and taking losses. The advance of a bottomry loan was not necessarily 
matched by its return, although the lender earned a pre-determined interest rate rather 
than a variable share in the profits of the enterprise. Moreover, the advance was not made 
for a definite period of time, earning interest proportionately, but for the entire trip 
irrespective of duration.25 The advance thus resembled joint investment although, again, the 
remuneration of the owner was as a pre-determined percentage of the money advanced 
(tokos) rather than as a proportion of the overall profit generated. Thus arose the 
opportunity for predatory and fraudulent action by the borrower who, however, would be 
personally liable for the lost property, if fraud was demonstrated. Chrematistike could be a 
dangerous pursuit, if the urge to make profit took the better of the judgement of the 
counterparties.26 

In short, there were several types of profit making in classical Greece, some associated 
with straight lending, others with pure commercial transactions, others with arbitrage 
among foreign exchange rates and still others with rental income from slave-based mining. 
The similarities of form with contemporary financial profit are apparent, despite the passage 
of more than two millennia; ancient profit also had a predatory aspect, mixed with fraud and 
deception. On the other hand, there are equally apparent differences with contemporary 
financial profit. Returns from financial transactions, for instance, were mingled inextricably 
with returns from commerce and production. The rights of property and the rights of 
recompense for value advanced were not as clearly delineated as in mature capitalist 
society. 

At least for Aristotle, finally, financial profit was unnatural and contributed nothing to 
genuine wealth, deriving purely from the wealth of others. In a capitalist economy, however, 
there is a rational foundation for the accrual of financial profit, even if that is only the 
provision of services boosting profitability across the economy. This is not to deny that, as 
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Aristotle noted, financial profit could be a share of the wealth belonging to others. In the 
rest of this chapter financial profit is considered in further depth to establish the sources of 
the characteristic profit forms of financialization. 

Financial profit from advancing loans: The importance of leverage (gearing) 

The simplest primary form of financial profit is that earned by making loans: receiving 
interest, a process that has been discussed extensively in this and previous chapters. Purely 
in terms of its analytical content, such profit can be broadly divided into, first, interest 
earned from loans made among capitalists and, second, interest earned from loans made 
between capitalists and workers (or even a ‘third’ class). The former typically represents a 
share of surplus value, though it could also have aspects of financial expropriation, as is 
shown below for trading financial assets. The latter includes a share of personal income and 
is a characteristic outcome of financial expropriation. 

Further analytical insight into financial profit could be gained by focusing more closely on 
interest  as  a  share of  surplus value paid for  loans among capitalists.  The complexity  of  the 
relationship between borrowing and lending capitalists would then emerge more fully, 
casting light onto the nature of financial profit. As was discussed in Chapter 5, there are two 
strains to Marx’s work in this regard: the first assumes that the lender is a ‘monied’ capitalist 
who owns capital for lending; the second assumes that loanable money capital is created out 
of idle money generated by the circuit of capital. Both approaches assume that the borrower 
is a functioning capitalist (typically an industrialist) who obtains the capital necessary for the 
project  in  hand  and  proceeds  to  generate  surplus  value.  The  flow  of  surplus  value  is  
subsequently divided between interest accruing to the lender, and profit of enterprise 
accruing to the borrower. Interest thus corresponds to a quantitative division of total profit, 
which subsequently becomes a qualitative distinction between profit accruing purely due to 
ownership of loanable capital, and profit accruing as a result of functioning as a capitalist in 
the process of production. 

Marx related this qualitative distinction to the putative division of the capitalist class into 
the ‘monied’ and the ‘functioning’ fractions that are presumably in opposition to each other 
over  the  division  of  total  profit.  As  was  discussed  in  Chapter 5, this is not a persuasive 
argument especially in conditions of financialized capitalism. Nevertheless, Marx’s focus on 
the inherent opposition between interest and profit of enterprise could have fruitful 
implications in analysing the capitalist economy, provided that it was further developed. To 
be specific, the relationship between borrower and lender is not simply a zero sum game 
corresponding to a tug-of-war between the ‘monied’ and the ‘functioning’ fractions of the 
capitalist class. Borrowing has a complex effect on the profitability of the functioning 
capitalist and involves more than a straighforward opposition between borrower and lender. 

A crucial factor in this regard is that the borrowing capitalist could also own some of the 
capital invested in the project, a possibility that is largely absent from Marx’s analysis. If 
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allowance was made for it, the opposition between profit of enterprise and interest would 
emerge in a different and more informative light. For, profit of enterprise and interest would 
then relate to each other through leverage, or gearing, a concept that is of paramount 
importance in mature capitalism. The nature of financial profit in contemporary capitalism 
would  then  acquire  a  different  complexion.  Consider  the  following  simple  presentation  of  
the issue. 

Following Marx in chapter twenty-one of the third volume of Capital, take an industrial 
capitalist  with  a  project  requiring  capital,  K,  to  generate  the  average  rate  of  profit,  r,  and  
hence resulting in total profit, : 

(i)  = rK 

Marx mostly assumed that the industrialist borrows the entire capital invested. 
Consequently, total profit, , is split between the borrower, who retains profit of enterprise, 
E, and the lender, who receives interest, I. Thus: 

(ii)  = E + I 

Interest and profit of enterprise are inversely related, and that is the simplest way of 
capturing the opposition between borrower and lender. Marx further postulated that the 
rate of interest, i, tends to be below the rate of profit, r, as was discussed in Chapter 5. Given 
the assumption that the entire capital has been borrowed, the postulate is trivially true since 
by, construction, i = I/K < r = /K. The true significance of the postulate becomes clear only 
when it is assumed that the capital of the project is partly borrowed and partly owned by the 
functioning capitalist. Marx was aware of this possibility but did not fully discuss it. If the 
borrower already owned some capital, the opposition between interest and profit of 
enterprise would take a different aspect compared to the simple zero sum game implicit in  
= E + I. 

Assume that the capital of the project is divided between a borrowed part, B, and a part 
owned by the functioning capitalist, S: 

(iii) K = B + S 

The project is thus run with leverage B/S. The key point in this respect is that the level of 
leverage is not externally given (technologically or otherwise) but constitutes a decision 
variable of the functioning capitalist. There is, of course, a qualitative difference between 
deciding the level of leverage and deciding the precise mix of real resources to be mobilized 
by the enterprise. The latter is a material magnitude – workers, raw materials, machinery, 
plant, equipment – that corresponds to living standards, technology and the speed of capital 
turnover. It refers to use values which must be deployed in specific ways to generate the 
surplus value that the project is capable of producing. In contrast, the former is a financial 
magnitude referring to the balance sheet of the enterprise. And yet, as is shown below, 
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leverage matters to the profitability of the project holder – finance affects the operations of 
productive capitalists. 

Consider now the form taken by the return to the project once leverage is introduced. As 
before,  = rK, since nothing would have changed in the operations of the enterprise other 
than its financing.27 Also,  = E + I. Total profit would be similarly divided between profit of 
enterprise and interest. Once again, the quantitative division of total profit would result in a 
rate  of  interest,  that  is,  i  =  I/B,  or  I  =  iB.  However,  since  some  of  the  capital  would  now  
belong to the functioning capitalist, the profit of enterprise would be given explicitly by e = 
E/S = (  – I)/S. Given that  = rK and I = iB, it follows immediately that: 

(iv) e = (r – i)B/S + r 

This result states that the rate of profit of enterprise rises with leverage as long the rate of 
profit exceeds the rate of interest, i < r. Not only this, but leverage makes the rate of profit 
of enterprise higher than the average rate of profit. Algebraically this is trivially true since 
the functioning capitalist would add a further amount of surplus value (equal to r – i per unit 
of S) to that already generated by S. 

The implications for the general relationship between interest and profit of enterprise are 
far-reaching. At one remove, the opposition between the two remains present: for every 
level of , the higher is I, the lower would be E, and hence the lower would be the rate of 
profit of enterprise. At a further remove, however, the opposition is tempered because 
leverage gives a general boost to the rate of profit of enterprise. In sum, the borrower 
opposes the lender, since interest lowers the profit of enterprise; but the borrower also 
relies on the lender, since lending boosts the profit of enterprise. 

On these grounds, treating borrowers and lenders as belonging to two opposing fractions 
of the capitalist class is a very partial representation of the fundamental relationship of 
lending, which could even prove misleading. Rather, borrowers and lenders ought to be 
treated  as  economic  agents  that  develop  contradictory  relations  stretching  across  the  
capitalist class. By the same token, the distinction between non-financial and financial profit 
does not represent a simple opposition, and certainly not a putative split, between active 
(functioning, borrowing) and passive (parasitical, lending) capitalists. Once leverage is taken 
into consideration, it becomes clear that access to loanable money capital could directly 
affect the profitability of the functioning capitalist. Financial profit is complexly, and 
contradictorily, related to profit drawn by active capitalists. 

Two questions immediately arise at this point. First, does it follow that all functioning 
capitalists would engage in borrowing part of their capital? Second, does it also follow that 
functioning capitalists would continually increase leverage, thus raising the rate of profit of 
enterprise? Both questions are directly related to the Modigliani–Miller theorem, the 
cornerstone of mainstream theory of finance.28 The theorem argues that, if capital markets 
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are  perfect  and  there  are  no  transactions  costs  and  taxes,  the  level  of  leverage  of  an  
enterprise is irrelevant to its stock market valuation and to the cost of financing its liabilities. 
What matters instead is the combination of real resources mobilized by the enterprise – 
labour power, raw materials, technology, and so on. By the same token, financial decisions 
are irrelevant to overall profitability, and can be disregarded by economic theory. 

The Modigliani–Miller theorem reflects the extraordinary focus of mainstream economics 
on the substance of economic processes at the expense of form. In terms of substance the 
theorem is valid, and is reflected in the simple assumption underpinning the analytics above. 
Namely, the total profit generated by the enterprise would remain at  = rK irrespective of 
the financing mix that the functioning capitalist adopted. Total profit is dictated by real 
wages, technology (the organic composition of capital) and the turnover of capital; the mix 
of borrowed and own capital is irrelevant to the flow of surplus value. However, form is also 
of paramount importance to capitalist economic processes, as practising capitalists know all 
too well. It is intuitive that enterprises would not be indifferent to rising leverage, even if 
substantive activities (and therefore the ability to generate profit) had remained unchanged. 
Insight into this issue can be obtained through brief discussion of the difference between 
debt and own capital in the rest of this section as well as in the next section. 

Briefly  put,  debt  imposes  a  fixed,  external  obligation  on  the  borrower:  interest  and  
principal have to be repaid in pre-determined amounts at fixed times, or bankruptcy would 
result. Indeed, capitalist crises are characterized by the inability of borrowers to settle 
existing debt obligations, often resulting in failure. Leverage, therefore, increases risk for 
functioning capitalists because, first, it makes the rate of profit of enterprise more variable 
and, second, it raises the danger of bankruptcy. From the perspective of the functioning 
capitalist, the higher the level of leverage for any given size of capital, the greater the risk 
posed by unforeseen fluctuations in output and profitability. The beneficial effect of rising 
leverage on the profit of enterprise is tempered by rising risk.29 

Yet, there is no a priori optimal level of leverage that could be determined by analysing 
the  material  conditions  of  production  –  wages,  technology  and  turnover  of  capital.  
Functioning capitalists must base their leverage decisions on the levels of leverage normally 
prevailing in their sectors, subsequently deciding on what is appropriate for their own 
enterprises. The empirical regularities of leverage reflect the characteristics of each sector – 
preponderance of fixed over circulating capital, rapidity of turnover of capital, institutional 
practices  of  sale  and  purchase,  access  to  telecommunications,  but  also  plain  custom  and  
tradition. Needless to say leverage would also vary according to the phase of the economic 
cycle. 

The level of leverage is thus a financial decision that directly affects profitability but also 
the survival of functioning capitalists. It is a decision that relates to the balance sheet rather 
than the material reality of production or circulation, but it could still affect the profitability 
and the development of an enterprise. In this regard, leverage is an instance of the capitalist 
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form of organization impinging directly upon the performance of production and circulation. 
The financial profit drawn from the flow of surplus value as the borrower pays the lender has 
a complex and contradictory relationship to the non-financial profit remaining to the 
functioning capitalist. However, in advanced capitalism, even the profit remaining after the 
lenders have been paid off could also acquire a financial character. Thus, further to explore 
the social content of financial profit, the following section turns to the holding of equity. 

Financial profit from holding equity: Shareholders compared to lenders of money 

Equity and the profit to which it gives rise are inextricably bound with the operations of the 
capital market. The latter covers a range of open financial markets that deal in loanable 
capital but also in plain sums of idle money mobilized on the basis of both equity and debt, 
as was discussed in Chapter 5. Returns to traded equity (shares) are distinct from returns to 
traded debt (bonds, typically long-term). Strictly speaking, the return to debt is interest 
whose conceptual content has already been analysed. In contrast, the return to equity is 
dividends, which correspond to different underlying relations and pose new conceptual 
problems. Moreover, the holders of both bonds and shares could also earn further returns 
by simply trading both bonds and shares in the capital market. This form of financial profit 
and the underlying similarity between shares and bonds are considered in the next section. 

The equity market corresponds to joint-stock capital – to the leading form of organization 
of capital (productive, merchant and banking) in mature capitalism. The joint-stock 
corporation is a long-standing historical form of large capitalist enterprises, but has become 
dominant only since the emergence of monopoly capitalism in the late nineteenth century. 
The period of financialization has been stamped by the supremacy of the joint-stock 
corporation, and the global economy is dominated by large multinational enterprises. 

The joint-stock organization of the capitalist enterprise derives from two sources, both of 
which have a long historical pedigree.30 The first is the legal and institutional formalization of 
the principle of partnership in providing capital. This principle characterized merchant capital 
‘companies’ already at the dawn of commercial capitalism. In advanced capitalism it has 
become associated with the legal principle of limited liability that restricts the exposure of 
the property of the capitalist to the project in hand. Accordingly, joint-stock enterprises 
function on the basis of pro-rata ownership of both the corporation and its profits, backed 
by limited liability. Shares are titles of ownership that confer rights to a part of profits and 
could be traded in stock markets. Ownership of capital becomes impersonal, delimited from 
other personal property, and easily transferable. 

The second source is the adoption by capitalist enterprises of elements of corporatist 
organization of labour. Corporatist organization has also had a long historical pedigree and 
can  be  found  in  pre-capitalist  economies,  for  instance,  among  the  craft  guilds  of  medieval  
cities. Joint-stock corporations are hierarchical and bureaucratic organizations that 
frequently fix the career patterns of employees. In this regard they have little in common 
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with the perception of the capitalist enterprise that still populates economic ideology, 
namely of a flexible entity run by an innovative and thrusting owner. Joint-stock capital 
typically is a multi-layered bureaucratic entity whose performance depends on strategic 
insight as well as on the efficient operation of its internal structure. The methods of internal 
organization, with their corresponding rules of bureaucracy and hierarchy, often reflect the 
specific historical and institutional context of different countries. This is one of the reasons 
for differential performance among various forms of capitalism discussed in Chapter 2. 

For the purpose of analysing the conceptual content of financial profit, the most 
prominent feature of joint-stock capital is the separation of ownership from control. This is a 
direct result of enterprise organization that relies on pro-rata, tradable, limited liability 
ownership combined with a corporatist internal bureaucracy. Marxist economics was quick 
to notice the separation of ownership from control, as was already discussed in Chapter 3 in 
connection with Hilferding, whose insights are further discussed below. Note that, for Marx, 
the separation of ownership from control allows capital to emerge as a social entity in itself 
without the irrelevant complications brought by the preferences and initiatives of individual 
owners.31 The impersonal and self-driven nature of capitalist accumulation is thus brought to 
the fore. 

It took longer for mainstream economics to appreciate the importance of separating 
ownership from control, though in recent years the separation has become a standard 
feature of microeconomic analysis under the guise of the opposition between principal 
(owner) and agent (manager).32 The essential notion behind this literature is simple: the 
agent has considerable independence of decision-making and could therefore pursue 
interests that are different from those of the principal. Agent independence could ostensibly 
result in actions that are inconsistent with profit maximization, hence creating inefficiency. 
This view lies at the heart of the ideology of ‘shareholder value’ which has characterized the 
rise of financialization. Summarily put, economic efficiency requires that the interest of 
principals should be paramount in the running of joint-stock enterprises, which means that 
enterprises ought to guide activities with an eye to the value of shares in the stock market. 
The  threat  of  takeover  is  a  disciplining  mechanism  on  managers,  forcing  the  latter  to  pay  
attention  to  the  rate  of  return  on  the  capital  invested.  This  is  evidently  an  appropriate  
ideological shroud for the financialization of non-financial enterprises.33 

The principal–agent framework is a narrow way to approach the internal organization of 
joint-stock  capital  and  the  social  content  of  the  relations  involved.  Two  points  are  worth  
making, which also facilitate the analysis of financial profit arising from holding equity, both 
of which derive from Uno’s analysis of the joint-stock corporation in Keizai Seisakuron. First, 
principals are far from equal since pro-rata ownership means that those who hold more 
shares also have more influence over the internal organization and the operations of joint-
stock enterprises. Large shareholders are qualitatively distinct from the small buyers who 
acquire shares by deploying saving out of personal income. Joint-stock capital does not 
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eliminate the hierarchical and socially divisive role of property in capital, even if it turns the 
latter into an impersonal and limited relationship. 

Second, the divide between managers and large shareholders is not nearly as absolute as 
the principal–agent framework implies; on the contrary, managers often are substantial 
shareholders. Furthermore, under conditions of financialized capitalism, managers but also 
other elements of the bureaucratic structure of large corporations – particularly of large 
financial corporations – are often remunerated through stock options, shares, and other 
forms of financial assets. Profits accrue to those who control joint-stock capital separately 
and independently of their pro-rata investment in the enterprise. In this respect, the 
ideology of ‘shareholder value’ could rebound in favour of managers and large owners of 
stock. 

For the purposes of this chapter, therefore, shareholders can be thought of as economic 
agents  committing  money  capital,  or  plain  idle  money,  to  acquire  property  rights  over  the  
enterprise, and thus over future flows of surplus value. Dividends are a share of surplus 
value accruing due to property rights over the enterprise. The money capital committed by 
shareholders could be loanable capital mobilized through the financial system; but 
shareholders differ from lenders insofar as they commit potential loanable capital, or idle 
money, indefinitely rather than for given period of time. The payment of returns, moreover, 
is not predetermined in terms of either time or magnitude.34 By  the  same  token,  the  
obligation of the enterprise to make payments out of profits to shareholders allows for an 
element of discretion compared to the obligation to make payments to lenders, which is an 
external requirement and typically assumes precedence over payments to shareholders. 

Despite these well-known formal differences between equity and debt, there are also 
strong similarities between shareholders and lenders. For one thing, the returns to both 
arise out of the flow of surplus value, even if the right to receive a fraction of surplus value 
has a different content for shareholders compared to lenders. Above all, the money 
committed  by  both  to  the  enterprise  comes  essentially  from  the  social  pool  of  loanable  
capital and idle money. Furthermore, even though the shareholder does not have the formal 
right to receive the principal back at some predetermined point in time, in practice the 
money could be recouped through the sale of shares in the stock market. Investment banks 
are fundamental to this process, as was shown in Chapter 5. In short, for equity investment, 
both the fluidity and the tendency of loanable capital to return to its owner re-emerge 
through the opportunity to sell shares in the capital market. 

Shareholders can, thus, be thought of as owners of capital who share key characteristics 
with the lenders of money. They are not formally charged with managing the capitalist 
enterprise, even though in practice managers often are substantial shareholders. Equity 
purchases are an investment of loanable or idle money that commands a return but does 
not require active involvement in the running of the enterprise. Similarly to lenders, 
shareholders could potentially secure the return of the capital invested through the resale of 
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equity. The similarity between lender and shareholder implies that, if the lender was 
thought  of  as  a  rentier,  the  shareholder  could  also  be  treated  in  the  same  way.  There  is  
heuristic value this notion, provided that shareholders were not mistakenly identified with a 
rentier fraction of the capitalist class. 

Finally, the underlying similarity between lender and shareholder is also implicit in the 
structural connection between the credit system and the capital market. For the purpose of 
ascertaining the content of financial profit, the most important link between the two 
components relates to forming prices in the capital market. Put simply, share prices pivot on 
the rate of interest determined in the money market. The return earned by shareholders has 
a financial character, first, because it is generated through transactions in the stock market 
and, second, because it is partly based on the rate of interest. Consider now the character of 
financial profit made through trading financial assets, particularly equity, which includes 
capital gains. 

Financial profit from trading financial assets 

Financial profit derived from trading financial assets is by far the most complex form of 
financial profit for a variety of reasons, and not least because it requires analysis of capital 
gains. Profit from trading financial assets it often considered speculative and deriving from a 
zero sum game between buyer and seller. Hilferding for instance, related gains from trading 
to speculation and zero sum transactions, as did Keynes who more generally associated 
capital markets with speculation.35 In recent heterodox literature there have been several 
references to the speculative aspect of gains from trading.36 However,  speculation  is  a  
notoriously difficult concept to define with precision, and it cannot provide an adequate 
point of departure for the analysis of financial profit resulting from trading financial assets. 
There is a systemic role for financial markets in advanced capitalist economies and, without 
denying the existence of speculation, there must also be a systemic point of departure to 
analyse financial profit from trading financial assets. This could only be the fundamental 
relations of loanable capital.37 

Trading in financial assets constitutes transactions in which, typically, the seller receives 
money, while the buyer receives a claim on future income denominated in money. Each 
transaction is ostensibly an exchange of equivalents, and therefore it does not immediately 
follow that the profit of the seller would be a loss to the buyer. It is shown below that profit 
from trading financial assets accrues through a complex and mediated process that could 
indeed be a zero sum game, but it could also include appropriation of a share of surplus 
value, or of personal income. Profit from trading financial assets has a strong dimension of 
‘profit upon alienation or expropriation’ while remaining associated with the fresh flows of 
surplus value. 

Analytical focus in this section will be on equity because it presents more complex 
conceptual problems the answers to which could also apply to profit from trading in debt 



 157 

instruments. The first step is to consider more closely the prices of shares, which are pure 
market prices that are not directly related to value generated in production. Share prices are 
monetary sums advanced against the right to receive an indeterminate share of the flow of 
future surplus value from a project. The fundamental insight in this respect is that the price 
of shares results from discounting expected future dividends.38 

Discounting future streams of income is a fundamental practice of financial markets in 
determining prices. The underlying logic of discounting derives from the quantitative division 
of the flow of surplus value into interest and profit of enterprise, which subsequently 
acquires qualitative characteristics. Any regular income accruing to capitalists could appear 
as  the  receipt  of  interest  on  some  imputed  capital.  Consequently,  the  form  of  interest  is  
capable of generating a range of peculiar prices and profits that characterise the financial 
system. It could, for instance, make profit of enterprise appear to be a return paid for a 
capital that has been fictitiously lent by the owner to himself or herself. It could even make 
wages appear as interest-like return on the fictitious (human) capital of the worker. 

Marx called the imputed capital ‘illusory’ and ‘fictitious’, terms that have several 
meanings, some of which will be further developed below.39 Simply put, however, the 
meaning is apparent: the price of a share is fictitious capital in the sense that, for the owner, 
it represents value that does not exist but is the monetary equivalent of future dividends. If 
the share was sold,  fictitious would become actual  capital  accruing to the seller.  However,  
the share price would continue to fluctuate depending on the discounting of still future 
dividends, and independently of the capital paid at the point of purchase. For its new holder, 
there would be another fictitious capital attached to the share. 

Dividends apart, it follows that financial profit generated in capital markets derives from 
the relation between the fictitious capital attached to a share, and the actual capital realized 
at  the  point  of  sale  in  capital  markets.  The  buyer  of  a  share  could  make  profits  by  
subsequently selling at a higher price – that is, by making capital gains; by the same token, 
there  could  be  capital  losses.  The  thorniest  issues  with  regard  to  financial  profit  relate  to  
capital gains. What is the source of value out of which capital gains materialize? How could a 
sum of fictitious capital generate profits for those who trade financial assets? Are there 
regularities in the determination of capital gains? 

Note that, in essence, the issue of capital gains is not qualitatively different for debt 
instruments, since the price of the latter could similarly fluctuate subsequent to purchase. 
Note also that the issue of capital gains can cast light on the profits of financial institutions 
operating in capital markets. Intermediaries in financial markets are remunerated out of the 
prices  of  financial  assets,  that  is,  out  of  the  money  capital  used  to  pay  for  assets.  Profits,  
whether in the form of fees and commissions or of own trading, ultimately arise out of value 
committed to buying financial assets. 
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Marx opened a theoretical path to analysing financial profit associated with financial asset 
prices by pointing out the fictitious character of financial prices, but his argument was only 
the first step. Hilferding made a more important contribution than Marx in this respect, 
though he fell some way short of analysing financial profit in general. Hilferding, as was 
discussed in Chapter 3, put forth the theoretical innovation of founder’s (or promoter’s) 
profit (Gründergewinn). The natural point of departure for analysis of capital gains, and thus 
of financial profit from trading financial assets, is Hilferding’s notion of founder’s profit. 

For ease of exposition take again the enterprise of 6.3, but assume that its own capital, S, 
now comprises exclusively shares sold in capital markets. The profit of enterprise, E, accrues 
as dividends, D, to the shareholders.40 The  share  price,  S,  would  be  related  to  future  
dividends, D, through a process of discounting. The issue then becomes: what would be the 
rate of discount? Answering this question depends on the analysis of shareholders relative 
to lenders and to traditional owner-operators, summed up in the previous section. The 
benchmark rate of discount for dividends would be the rate of interest, i, determined in the 
money market, but it would also include a risk premium.41 The latter would depend on the 
sector in which the enterprise operated as well as on the particular characteristics of the 
enterprise itself – past history, internal organization, strategic plans, quality of management, 
structure of balance sheet, and so on. 

Broadly speaking, the divergence of the rate of discount from the rate of interest would 
reflect the difference between shareholder and lender as economic agents. Both advance 
money capital from the common pool of loanable capital and idle money, but the basis of 
the advance is distinct and reflected in the rates of return. The lower bound of the 
shareholder’s rate of discount, therefore, would be the rate of interest. The upper bound for 
both the rate of discount and for the rate of interest, on the other hand, would be the 
average rate of profit – the real rate of return generated through mobilization of resources 
by the enterprise. That would reflect the difference between shareholder and lender 
compared to the owner-operator of the entire enterprise. 

In short, the rate of discount, d, would lie in the range:42 

i  d  r 

In this light, and assuming for simplicity that the enterprise had an infinite life, the share 
price would be: 

S = D/d 

Hilferding’s ‘founder’s profit’ is now easy to formalize. To keep analysis simple, ignore the 
risk premium and assume that the rate of discount is equal to the lower bound – to the rate 
of interest. Thus, share prices would be given by S = D/i. If, for further simplicity, it was also 
assumed that the enterprise had no debt (leverage was zero), then D = rK, or K = D/r. Since i 

 r, it would follow immediately that S  K. The difference (S – K) would constitute ‘founder’s 
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profit’. Hilferding’s economic reasoning behind ‘founder’s profit’ becomes apparent through 
these simple formulations. If an enterprise was floated on the stock market, an actual capital 
equal to K would be required in order to generate future, average profits; but the shares 
issued would represent a larger fictitious capital, S, reflecting the rate of discount relevant to 
prospective shareholders. When the shares would be bought, the difference (S – K) would 
accrue partly to the founder and partly to the intermediaries that facilitated the process of 
share issue. 

Founder’s profit is thus an original form of financial profit deriving from trading financial 
assets. In Hilferding’s formulation, it corresponds to the profits from what would today be 
called initial public offerings – that is, the original floatation of a private enterprise in the 
capital market. Furthermore, according to Hilferding, the source of founder’s profit is the 
future profit of enterprise which accrues in a lump sum to the founder, or to the financial 
institution that has acted as promoter of the floatation.43 This is potentially an important 
insight for analysis of capital gains, but needs further elaboration than Hilferding afforded to 
it. 

Consider what would happen if the shares continued to be traded in the capital market 
giving rise to further financial profits (or losses). To pursue the analysis assume that the price 
of the shares rises – that there are capital gains – and a further two transactions take place 
following floatation. The path of the financial asset could be simply depicted through a time-
line. Thus, the enterprise is floated at t0 with capital actually invested equal to K and financed 
through the sale of shares at total price S0. The shares are then resold at t1 for S1 and again at 
t2 for  S2, after which they are held indefinitely. All in all, there is one initial seller, one final 
buyer and two other buyers who subsequently turn into sellers. Assuming that the shares 
are traded under normal conditions (there are no forced sales) it holds that S0 < S1 < S2 – that 
is, capital gains are realized in both transactions. 

t0 t1 t2 

Floated (sold) for S0 Sold for S1Sold for S2 and held 

 

On this basis, the following separate sums of realized financial profit emerge for the three 
sellers during the life of the asset: 

0 = S0 – K, founder’s profit accruing to the founder at t0. 

1 = S1 – S0, capital gains accruing to seller 1 at t1. 

2 = S2 – S1, capital gains accruing to seller 2 at t2. 

Total financial profit throughout the life of the financial assets evidently comes to: 

(v)  = S2 – K 
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That is, total financial profit (capital gains) is given by the money capital committed by the 
last buyer minus the investment costs of the project. By substituting for S2 and K, total 
financial profit could also be written as: 

(vi)  = D/d2 – D/r = [(r – d2)/rd2]D 

Total realized financial profit is thus the difference between discounting expected 
dividends, on the one hand, by the discount rate of the last buyer and, on the other, by the 
average rate of profit. 

This simple presentation immediately demonstrates several key aspects of financial profit 
from trading financial assets. The sum total of financial profit originates, in the first instance, 
in the loanable capital (or idle money) advanced by the final buyer, net of the initial actual 
investment. Each intermediate seller draws financial profit out of the loanable capital of the 
next buyer, while the final buyer finances the entire series of transactions resulting in 
financial profit. There is no qualitative difference in this respect between Hilferding’s 
founder’s  profit  and  capital  gains  in  general.  Founder’s  profit  is  a  narrower  concept,  a  
particular instance of capital gains accruing to the founder from the loanable capital of the 
first buyer. 

But loanable capital is not the deeper source of financial profit. Assuming that all share 
buyers are equally informed about future dividends, each successive buyer finances the 
financial profit of the seller, given that share prices rise. The rise in share prices could arise 
for a variety of reasons, including falls in the rate of interest in the money market, or from 
applying lower risk premia. The precise reasons are unimportant to the issue addressed 
here, and could include speculative and psychological factors since share prices are not 
directly related to value generated in production. What matters is that the final buyer 
advances S2 in order to obtain dividends D ad infinitum, carrying an implicit rate of return 
(discount), d2, which is evidently lower than the average rate of profit, r. 

The final buyer thus obtains rights to the entire flow of surplus value from the project but 
at a greater expense than each previous owner of shares. In effect, the loanable capital 
advanced by the final buyer acts as a down payment for all future profits, and a part of it is 
divided among intermediate sellers as capital gains. This part is recouped by the final buyer 
out of surplus value equal to [(r – d2)/rd2]D, which is thus the ultimate source of capital gains. 
All intermediate instances of capital gains amount to the same process: loanable capital is 
advanced as down payment for future surplus value and is recouped (plus increment) from 
the loanable capital of the next buyer. Capital gains in the pure case of capitalists trading 
equity with each other – and all dividends being paid as expected – ultimately amount to a 
re-division of surplus value among counterparties. 

In this light, the source of financial profit from trading shares can be posited in two ways. 
In direct and immediate terms, such financial profit arises from the loanable capital of the 
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buyer, and in particular from the loanable capital of the final buyer who subsequently holds 
the shares. In indirect and mediated terms, however, it arises out of future profits – from the 
surplus value generated by the enterprise.44 At the limit, if the rate of discount of the final 
buyer became equal to the rate of interest, i, financial profit would obviously be made equal 
to what Marx called the ‘profit of enterprise’ at t2. 

Contrary  to  Hilferding’s  claims,  however,  founder’s  profit  is  not  the  future  profit  of  
enterprise accruing to founder or promoter, and nor is it a remuneration for original 
‘entrepreneurial’ spirit.45 Indeed, unlike the quantitative division of surplus value into 
interest and profit of enterprise, capital gains (of which founder’s profit is a partial example) 
represent no formal division of surplus value at all. Rather, the final buyer acquires the rights 
to the entire future flow of surplus value. The preceding transactions are merely down 
payments made by others out of their own loanable capital in the expectation of earning 
future surplus value. The risk of recouping the advance is shifted onto the next buyer, and 
eventually onto the final buyer, who holds the property rights over the entire flow of surplus 
value. There is no quantitative division of surplus value in this chain which could give rise to 
a qualitative division among capitalists. 

It is apparent that the basic features of this analysis could also apply to other financial 
assets, including instruments of debt. The borrowing of an enterprise could be assumed to 
comprise bonds, that is, securities traded in the capital market. The price of bonds, B, 
similarly to that of shares, would be fictitious capital equal to the discounted value of future 
interest payments. The rate of discount would be the rate of interest in the money market, 
plus a risk premium. Capital gains would arise if the market rate of interest declined, or the 
risk premium fell. Again, the immediate source of capital gains would be the loanable capital 
of the next buyer, but the ultimate source would be the part of surplus value accruing as 
interest. In this case the quantitative division of surplus value would retain its qualitative 
aspect: bond buyers would remain lenders. Consequently, enterprise obligations toward 
bondholders would normally have priority over obligations to shareholders, including at 
bankruptcy. But the essential similarity between trading shares and bonds would still be 
evident as far as financial profit is concerned. 

Difficult conceptual problems arise, however, when the traded financial assets are not the 
liabilities of an enterprise – be they shares or bonds – but of other economic entities, 
including individual workers. State instruments of indebtedness are a case in point. State 
bonds  –  the  bedrock  of  financial  markets  –  are  promises  to  pay  interest  out  of  future  tax  
revenues. It follows that interest paid by the state comprises surplus value collected through 
tax mechanisms. However, interest could also be a part of the money revenue of all social 
classes collected through the same mechanisms. Taxes paid by workers typically reflect 
transfers of surplus value to the state in the form of wages. Nonetheless, the value of labour 
power  has  a  social  and  historical  component  that  is  flexible.  In  principle  taxes  could  also  
squeeze real wages, thus shifting parts of the money revenue of workers onto the state. 
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In that context, financial profits made through state bonds would ultimately represent 
claims on future tax revenue, thus on surplus value and other money revenue collected by 
the  state.  The  lenders  would  hold  claims  against  the  whole  of  society  and  would  be  
remunerated out of the money revenue of society, but the repayment funds would be 
collected by the state. Control over the state mechanisms that determine and collect taxes 
would have decisive implications for the incidence of debt payments by the state on 
different classes. Unlike lending to particular enterprises, furthermore, the risk premium 
attached would tend to be low, reflecting the social character of the creditworthiness of the 
state. On the other hand, fluctuations of state indebtedness would also typically affect the 
rate of interest and could induce capital gains for bondholders. A rapid switch to a low-
interest  rate  regime,  in  particular,  could  be  the  cause  of  sudden  escalation  of  financial  
profits, and thus of enrichment of state bondholders out of the money income of society as 
a whole. 

Even more difficult problems, finally, would emerge for profits relating to financial 
securities that were the liabilities of workers. These evidently refer to financial 
expropriation, and have been prominent in the course financialization. Derivatives that are 
ultimately based on worker debts, for instance, have proliferated in recent decades, and 
were of critical importance to the bubble and bust of the 2000s. These derivatives could be 
thought of as synthetic bonds, that is, securities promising to pay the holder a return 
(interest) out of a variety of payments made by workers which are pooled and then divided. 
The  payments  made  by  workers  would  be  for  debts  relating  primarily  to  the  wage  basket,  
including housing and various consumer debts. In effect, the holder of the derivative security 
would have a claim on the many and varied interest payments made by workers and others 
who incur personal debt. 

What would be the nature of financial profit deriving from trade in such securities? The 
easiest way to answer this question would be to take the case of mortgage loans, though the 
results  would  also  hold  for  other  consumer  debts.  Assume  that  workers’  mortgages  were  
pooled together and bonds were issued giving a right to a fraction of the pooled interest 
payments. The price of a derivative security (bond) would represent fictitious capital, and it 
would result essentially from a process of discounting expected payments. The effective 
price of the security, incidentally, would also include the fees and commissions charged by 
the financial institutions involved in issuing the derivative bond. In the first instance, both 
the profits of sellers and the remuneration of intermediaries would come out of the loanable 
capital  (or  idle  money)  of  the  buyer  of  the  security.  In  this  regard  the  process  would  be  
similar to issuing a regular bond or share, including the payments to intermediaries. 

But what would be the ultimate source of financial profit in this case? The final buyer 
would have financed all intermediate financial profits in the hope of recouping the costs out 
of the rights acquired on pooled payments. Thus the ultimate source of financial profits 
would be mortgage interest payments. Despite the complexity of securitization and the 
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variety of fees and commissions attached, all financial profits would eventually come out of 
mortgage interest payments (or similar securitized consumer debt). Intermediate financial 
profits, meanwhile, would derive from down payments on the future mortgage payments 
made out of each buyer’s loanable capital. 

There is, thus, an evident difference between pooled mortgage instruments and other 
financial instruments issued by enterprises. Workers borrow in order to buy houses by 
mortgaging a part of future wages covering housing needs – they do not mortgage surplus 
value. Workers receive from lenders a lump sum which represents the discounted value of 
the housing part of future wages, but treated as fictitious capital. Workers then proceed to 
repay this debt plus interest through the regular sale of labour power. 

In short, the money revenue of workers is transformed into loanable capital at a stroke, 
allowing financial intermediaries to absorb parts of it as financial profit by trading securities 
that are based on future wage payments. The path is thus opened for financial institutions to 
bring to bear predatory practices reflecting the systemic difference in power and outlook 
between financial institutions and workers. Financial profits could be extracted throughout 
the lifetime of the security, ultimately deriving from future wage payments. Similar 
considerations would hold for other consumer borrowing. This is a key aspect of financial 
expropriation,  a  form  of  ‘profit  upon  alienation  or  expropriation’  that  is  characteristic  of  
financialization. 

To recap, financial profit arising from trading financial assets can be theoretically 
approached on two levels. Immediately and directly it arises out of the loanable capital of 
each buyer of the financial asset; but in mediated and indirect terms financial profit arises 
out of the flows of surplus value as well as out of the flows of personal and other revenue. 
For financial assets issued by capitalist enterprises, financial profit originates in the flows of 
future  surplus  value.  For  financial  assets  issued  by  the  state,  financial  profit  originates  in  
surplus  value  but  also  in  the  money  revenue  of  all  classes,  collected  through  tax.  For  
financial assets that are ultimately liabilities of workers and other households, financial 
profit originates in the money revenue of workers and others. Financial profit made from 
trading financial assets, consequently, spans the spheres of production and circulation, 
allowing for profit to be generated out of the processes of circulation. This is a distinguishing 
feature of financialized capitalism. 

Needless to say, the price of financial assets can also decline. For our purposes, the 
reasons for such price falls do not matter – whether they are due to interest rate increases, 
sudden adjustments of risk premia, or even panic sales. The point is that, if prices fell, the 
financial profits made by the last seller would come entirely out of the loanable capital (or 
idle money) of the last buyer. This would be a zero sum game, a pure redistribution of 
loanable capital (and idle money) among different sections of economy and society. 
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This is far from a rare event in financial markets. Stock market bubbles, for instance, 
typically attract small shareholders who are caught in the euphoria of the boom and buy 
financial assets on exaggerated expectations of future returns. When the crash comes, they 
register net losses, which correspond to profits made by previous sellers of financial assets 
(and by the same token of the financial institutions which mediated the transactions). Such 
events could represent great transfers of value from one section of society to another, in the 
first instance, of loanable capital but, at a further remove, of future flows of value and 
surplus value. 
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Part 3 EMPIRICAL AND HISTORICAL FEATURES OF FINANCIALIZATION

 

7. THE CONTEXT OF FINANCIALIZED ACCUMULATION 

Analysing financialization in historical terms 

Financialization is the outcome of historical processes that have taken place across the world 
since the 1970s; it represents a period change of the capitalist mode of production entailing 
a systemic transformation of mature economies with extensive implications for developing 
economies, and should properly be examined in these terms. Finance has become ascendant 
in domestic accumulation, thus setting afresh both the terms of profit extraction and the 
relations of hierarchy among countries. 

Several of the theoretical approaches discussed in Chapter 2 share the view – implicitly or 
explicitly – that financialization reflects a transformation of the capitalist mode of 
production. Period analysis, however, has particular requirements and poses characteristic 
difficulties. It cannot be a mere elaboration of historical events, and nor of patterns of social 
change, since it would then become either history or a concrete study of particular social 
formations. Equally, it cannot be an abstract discussion of the evolving relations of capitalist 
accumulation, since it would then lose much of the specificity characteristic of historical 
periods of development. Of necessity period analysis must occupy a middle ground, 
departing from theoretical concerns while systematically integrating historical phenomena in 
a theoretically informed way. 

Period  analysis  in  classical  Marxist  theory  took  shape  in  the  early  twentieth  century  in  
connection with the analysis of imperialism, summed up in chapters 2 and 3.1 Lenin’s 
analysis, in particular, was explicitly a theory of the succession of historical periods in the 
development of capitalism – laissez-faire, monopoly, and imperialist capitalism. His theory of 
imperialism was grounded on the fundamental tendencies of capitalist accumulation, while 
simultaneously incorporating prominent historical developments. Lenin, drawing on 
Hilferding, related imperialism to the rise of monopoly, the emergence of finance capital, 
and the export of capital from the metropolis to the periphery resulting in inherently 
exploitative relationships among countries in the world market.2 

In this light, the theoretical analysis proposed in Chapter 2 has sought the roots of 
financialization in the molecular processes of capitalist accumulation, namely in the altered 
conduct of enterprises, banks and workers. Fundamental to the structural transformation 
represented by financialization have been the financial operations of monopoly capitals 
(joint-stock multinational enterprises). Contemporary monopoly capitals rely on retained 
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profits to finance investment; insofar as they require external finance they are capable of 
raising funds in open markets, thus also acquiring financial skills. Hilferding’s assertion that 
in the course of capitalist development monopoly capitals rely increasingly on banks to fund 
fixed investment, hence giving rise to finance capital, does not hold in contemporary 
conditions. 

Fundamental to financialization has also been the altered conduct of banks, including 
mediating and transacting in open markets as well as lending to, and handling the financial 
assets of, individuals. Perhaps most striking, however, has been the altered conduct of 
individuals – and households in general – who have been drawn into the realm of formal 
finance for purposes of both borrowing and lending. It is equally important to note that, 
given the transformation of domestic accumulation in mature capitalist countries, 
financialization has entailed new relations in the world market. Specifically, international 
financialization has taken a subordinate form in several developing countries, pivoting on 
the role of world money and involving the export of capital. Even so, financialization has 
been accompanied neither by extensive trade barriers, nor by formal empire. 

However, a theoretical approach to financialization as period change in the development 
of capitalism must be examined and established empirically, if it is to carry weight. The guide 
on  this  score  is  Lenin’s  work  which  was  thoroughly  based  on  empirical  data  matching  his  
approach to dialectical materialism. For Lenin, the unfolding of analysis in social science 
should not be based exclusively on the internal logic of theoretical concepts but should 
acknowledge empirical developments; otherwise thought runs the risk of disappearing in the 
magnificence of its own constructions.3 

Furthermore, a theoretical approach to financialization must be explicitly cognisant of the 
development of institutions, political struggles, legal systems, ideologies, and even cultural 
attitudes  during  the  relevant  period.  Trotsky,  in  a  short  article  written  as  a  critique  of  
Kondratiev’s theory of long-term cycles of capitalist development, offered an exemplary 
Marxist perspective on the interaction between economic and non-economic forces as 
capitalist development passes through different historical phases.4 For Trotsky, capitalist 
accumulation always occurs within a ‘channel’ shaped by ‘external’ conditions that are 
institutional, political, legal, ideological, cultural, and so on. These ‘external’ conditions are 
vital  to  determining  the  long-term  –  ‘basic’  –  path  of  capitalist  accumulation.  Political  
economy must explicitly specify the ‘external’ conditions, if it is to grasp the direction and 
changes of accumulation, particularly in the context of crisis and historical period change. 
This insight is crucial to the analysis of financialization. 

Chapters 7, 8 and 9 examine the ‘basic’ path of accumulation in the US, Japan, Germany 
and the UK by considering empirical regularities in the conduct of non-financial enterprises, 
banks  and  households.  Several  historical  trends  are  integral  to  the  ‘basic’  path  of  
accumulation in these mature capitalist countries, including technologies, patterns of work, 
domestic and international specialization, and even changes in household life. After 
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examining the ‘basic’ path of accumulation, it will become obvious that the form of 
financialization varies greatly. There is nothing surprising in this result: financialization is an 
outcome of historical changes and must therefore reflect the specific ‘channel’ of 
accumulation within which it occurs. Thus, chapters 7, 8 and 9 also discuss the ‘channel’ of 
accumulation in the US, Japan, Germany and the UK by briefly considering institutional, 
legal, and even ideological developments, particularly those relating to state intervention in 
the economy. 

To be more specific, in historical terms financialization emerged in the 1970s at the end of 
a period of exceptional growth and rising incomes following the Second World War. The long 
post-war boom differed from the period of imperialism that led to the First World War and 
which came to an end with the Second World War. Formal empires were abolished, mass 
production and mass consumption dominated the domestic economy, aggregate demand 
was managed, capital exports were limited, controls prevailed over finance domestically and 
internationally and, above all, world money was again attached to gold through the Bretton 
Woods Agreement. During the long boom, growth in mature capitalist countries was 
generally strong, and real incomes for workers and others followed an upward path. 

The period of financialization, in contrast, has been marked by uncertain and generally 
weak growth in mature capitalist countries punctuated by repeated economic crises, none as 
severe as that commencing in 2007. The material basis of accumulation has been shaped by 
profound technical change in information processing and telecommunications. The 
institutional, legal, political and ideological framework, on the other hand, has been largely 
determined by neoliberal policies that have replaced the Keynesianism of the years following 
the war. Neoliberalism has provided the ideology of the period of financialization, the 
umbrella under which the ascendancy of finance could take place. Financialization has drawn 
on the systematic deregulation of labour markets and of the financial system, both of which 
were purposely implemented by the state. Financialization would have been unthinkable 
without the systematic intervention of the state in the economy, which has gained 
effectiveness due to the state’s command over domestic money operated via the central 
bank. 

Accordingly, the next section of this chapter sketches the path of accumulation in mature 
countries by considering three trends. The first is the decline in the rate of growth of GDP in 
mature countries, which has also been strongly cyclical. Capitalist accumulation has 
generally  lacked  dynamism  and  resulted  in  repeated  crises  during  the  period  of  
financialization. The second is the weakness of productivity growth signifying persistent 
difficulties in opening fresh fields of capitalist investment that could have led to sustained 
GDP growth and rising incomes. The third is the retreat of labour in the face of capital, partly 
due  to  technological  and  regulatory  change,  and  partly  due  to  the  pressure  of  higher  
unemployment. The retreat of labour has meant that the balance of income distribution has 
shifted in favour of capital in the course of financialization. On this basis, the ‘channel’ of 
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accumulation and the role of state intervention in the financialization of mature capitalist 
economies are discussed in more detail on this page. The focus is on central banks, which 
have emerged as the pre-eminent public institution of economic policy in financialized 
capitalism. 

The path of accumulation in the course of financialization: Characteristic trends 

Empirical analysis in this section, as in much of this book, refers to the four leading mature 
capitalist  countries  of  the  period  of  financialization:  the  US,  Japan,  Germany,  and  the  
UK.5Figure  1 gives a general indication of the relative weight of capitalist accumulation in 
each country by comparing shares in the aggregate GDP of the group during the period of 
financialization. 

 

FIG. 1 Relative shares of GDP, 1970–2007; US, Japan, Germany, UK; constant prices, constant Purchasing Power 
Parities 

There have been no major changes in relative rankings: the US has remained dominant 
and even increased its lead compared to the rest since the early 1990s; Japan, on the other 
hand, has gone into relative decline during the same period; Germany, whose economy is 
significantly smaller than both the US and Japan, has also been in gentle relative decline 
since the early 1970s; the UK has lagged behind Germany throughout the period. 

The challenge to the position of the US as the major site of accumulation in the world has 
not come from within this group, but from the unexpected quarters of China. Had China 
been included in the figures, its share in 2007 would have been similar to Japan’s, even 
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though it would have been negligible in 1970. The emergence of dynamic capitalism in China 
is important to shaping the parameters of financialization globally, but it has not driven the 
ascendancy of finance and the associated transformation of mature countries. It would have 
been  deeply  misleading  to  include  China  in  the  empirical  analysis  of  the  trends  of  
financialization during the last four decades. The importance of China to financialization is 
mostly  associated  with  the  role  of  the  dollar  as  world  money  and  the  accumulation  of  
reserves of world money by the Chinese state, discussed in Chapter 8. 

 

FIG. 2 Real GDP annual growth rates, 1971–2007; US, Japan, Germany, UK 

Lower GDP growth, repeated crises, higher unemployment, changing labour force 

Initial evidence on the path of accumulation during the period of financialization is given by 
annual growth rates of real GDP, shown in figure 2. 

The growth patterns of the four economies have been broadly synchronic, probably 
reflecting close links of trade and capital flows. A closer look indicates that the rates of 
growth have converged onto a lower average during the period; this is preliminary evidence 
of a relative loss of dynamism by accumulation in the course of financialization. Moreover, 
the period has been characterized by cyclical behaviour with four clear dips: the crisis of 
1973–75, the crisis of 1980–82, the crisis of 1990–92, and the crisis of 2000–2002. The years 
following 2007 represent another major crisis that is not shown in figure 2 but is discussed at 
length in Chapter 9 as a structural crisis of financialization. It should be stressed, 
nevertheless, that significant differences in growth performance have remained among the 
four countries. Accumulation has continued to reflect the specific features of each country, 
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as is clearly demonstrated by Japan, the only one of the four to have gone through a major 
crisis in the second half of the 1990s. The specificity of accumulation and the importance of 
particular institutional features in each country for the pace and pattern of accumulation 
have emerged vividly in the course of the crisis of 2007. 

 

FIG. 3 Unemployment rates, US, Japan, Germany, UK 

In sum, financialization has been marked by a gradual decline in the pace of accumulation 
punctuated by repeated crises in all four countries. The counterpart to this growth 
performance has been an upward shift in the rate of unemployment. Abstracting from 
cyclical fluctuations, figure 3 indicates that unemployment has generally edged upwards in 
the 1990s and 2000s compared to the 1970s. 

The causes of weakening growth performance, repeated crises and higher unemployment 
in the course of financialization are neither immediately obvious, nor simple to establish. 
One factor that could have lent such a shape to the ‘basic’ path of accumulation in the four 
countries is the long-term change in the composition of both output and the labour force. 
Simply put, the service sector, which was already prominent, has become still more 
important across the four economies. 

Figure 4 shows a steady rise of employment in the service sector as a proportion of the 
total labour force. The trend dates at least to the 1950s and hence it is not specific to 
financialization; however, the data leaves little doubt that financialized capitalism is 
primarily and increasingly a service economy. Figure 4 also indicates that both Germany and 
Japan have retained a more significant proportion of non-service-sector employment, 
corresponding to greater residual relative strength in the secondary (mostly industrial) 
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sector. This is an early sign that the long-standing distinction between Anglo-American and 
German–Japanese capitalism has not disappeared in the course of financialization. 

 

FIG. 4 Employment in services as proportion of labour force, US, Japan, Germany, UK 

Two further aspects of the transformation of the labour force in the course of 
financialization have to be mentioned alongside the changing composition in favour of 
services. The first is the systematic deregulation of labour markets since the 1970s and the 
growth of casual and female labour.6 The second is the wholesale transformation of 
technology particularly with the introduction of artificial intelligence and rapid 
telecommunications; the impact on work practices has been strong and led to the 
prevalence of new skills in the labour process.7 Furthermore, information technology has 
brought  work  into  private  time  and  encouraged  a  reversal  to  piece  work  and  putting  out  
practices. There are appears to have been a rebalancing of paid and unpaid labour in favour 
of the latter in the years of financialization.8 In standard Marxist terms, financialization has 
probably been accompanied by the intensification of labour as well as by the extension of 
unpaid labour. Intensification resulting from new technology was probably an important 
reason for dissatisfaction with work in developed countries, together with loss of discretion 
over work choices.9 
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FIG. 5 Labour productivity (GDP/hour worked, levels), US, Japan, Germany, UK 

Weak productivity growth 

However, the transformation of the labour force and the adoption of new technologies in 
mature countries have not led to sustained and rapid increases in the productivity of labour. 
This  is  one  of  the  most  prominent  aspects  of  financialization  as  a  historical  period  in  the  
development of capitalism. Consider, first, the evolution of the levels of labour productivity, 
shown in figure 5. The US has remained ahead of the others, while Germany and Japan have 
gradually closed much of the gap; the UK has lagged persistently behind. There has been 
steady  growth  of  productivity  in  all  four  countries,  but  this  is  hardly  the  most  important  
feature of productivity performance during the period. 
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FIG. 6 Labour productivity (GDP/hour worked, annual growth rates) 

If the rate of growth of labour productivity is considered, the underlying problem 
becomes apparent. Figure 6 shows five year moving averages for productivity growth in the 
four countries; a simple average was generated for Japan, Germany, and the UK, while the 
US has been kept separate. The reason is the unusual performance of the US in productivity 
growth, which has significant implications for financialization. Thus, labour productivity 
growth in the US has drifted sideways for most of this period, with the exception of a bulge 
that emerged in the mid-1990s and began to peter out in the early 2000s. The bulge was due 
to particular US developments that are discussed below. Germany, Japan and the UK, on the 
other hand, have been steadily converging to the historically lower levels of productivity 
growth of the US.10 Taken as a whole, the four leading countries of financialization present a 
picture of weak productivity growth despite the introduction of new technology, the 
transformation of the labour force and the wholesale restructuring of their economies. 

The growth of labour productivity is a factor of decisive importance in characterising 
historic periods of capitalist development. Marx considered labour productivity to be a 
fundamental factor in determining the production of surplus value (profit), and thus shaping 
capitalist competition and the rate of profit.11 If the length of the working day is prescribed 
by institutional practices and by the balance of class struggle (including the legal system) and 
if nominal wages are given, capitalists could improve competitiveness either by raising 
productivity,  or  by  intensifying  labour.  Of  the  two,  raising  productivity  is  by  far  the  more  
sustainable option over the medium and long term. The long-term method for raising 
productivity, on the other hand, is to develop and introduce new technology systematically. 
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Consequently, Marx was the first among the great economists to study technical change and 
the evolution of technology in depth.12 Sustained increases of productivity through the 
introduction of new technology could be expected to have powerful effects on profitability, 
other things equal. If productivity rose, competitiveness would evidently be increased 
because the (per unit) value of commodity output would decline. If the lowering of value 
spread to the commodities entering the wage basket, it would follow that real wages would 
also fall over time; consequently, the rate of profit would rise. Sustained, long-term 
productivity increases, in other words, would alter the balance between wages and profits in 
favour of the latter. The beneficial impact on profitability would occur even if productivity 
improvements allowed workers to have access to greater volumes of (cheaper) wage goods. 

Rising profitability would have important implications for future growth since a larger 
share of output would accrue in the form of profit. From the perspective of classical political 
economy and Marxism, however, the beneficial impact of rising productivity on growth must 
not be understood in terms of the motivation, or the calculations, of the individual capitalist. 
The boost to growth would not result from, say, capitalists opting to increase investment in 
the  expectation  of  higher  profits  as  productivity  rose.  For  Marx  –  and  Ricardo  –  the  point  
rather  was  that,  if  a  greater  share  of  output  accrued  to  the  capitalist  class  in  the  form  of  
profit, there would be greater command over resources necessary to support investment 
plans. The field of investment for capitalists would expand, allowing for reproduction on an 
expanded scale, boosting accumulation and spurring the rate of growth, other things equal. 
The actual effect on growth would clearly depend on a host of other factors, including the 
availability of wage labour and the expansion of aggregate demand.13 

Technological innovation and novel methods of labour organization capable of raising 
productivity have characterized periods of dynamic growth in the history of capitalism. The 
introduction of new techniques of steel and chemical production, for instance, was 
important to productivity gains that sustained the period of growth beginning in the 1890s 
and lasting until the outbreak of the First World War. New methods of mass production, new 
raw materials and generalized electrification were instrumental to productivity gains in the 
course of the long boom after the Second World War. In contrast, the new technologies and 
changes in labour organization in the years of financialization have not resulted in sustained 
productivity growth in mature countries. The weakness of productivity growth underscores 
the relatively poor results of GDP growth during the period, shown in figure 2. 

Looking more closely at figure 6, from the middle of the 1970s to the middle of the 1990s, 
productivity growth was broadly flat or declining, including in the US, the leading country in 
introducing the new technologies of the era.14 Robert Solow observed that ‘You can see the 
computer age everywhere but in the productivity statistics’, and his quip became the ‘Solow 
Paradox’ characteristic of the new era.15 After 1995, however, significant technological 
improvements in the microprocessor industry and faster productivity growth in general 
seemed to materialize for the US economy. A debate took place within mainstream 
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economics in the second half of the 1990s regarding the validity of the upsurge. One side 
claimed that the upsurge represented an eventual breakthrough in productivity gains caused 
by the spread of new technologies; another argued that the upsurge was due mostly to rapid 
growth in the IT industry and reflected events within that sector rather than the general 
dynamism of productivity growth.16 

By the early 2000s it had become widely accepted that a structural break had taken place 
in the US around 1995, and productivity growth had shifted toward the higher levels of the 
1950s and 1960s. The spur was apparently driven by extremely fast productivity growth in 
the microprocessor industry that had caused a drastic decline in new technology prices by 
the mid-1990s, thus boosting investment in information technology in the second half of the 
1990s. Economists claimed that rising investment in information technology had at last led 
to significant productivity gains in sectors that produced and used information technology. 
Even  more  strongly,  it  was  claimed  that  the  services  sector  had  also  begun  to  respond  to  
new technologies by raising productivity substantially, mostly in wholesale, retail and 
financial trading (though not in banking). Presumably the productivity transformation was 
broadly based, and a cure had been found for ‘Baumol’s disease’, that is, for the tendency of 
the service sector to register weak productivity growth.17 

Mainstream studies of productivity growth typically comprise macro-level, econometrics 
papers, engaging in growth-accounting.18 Arguments are usually based on total factor 
productivity (TFP) – on the econometric residual of growth accounting, which is a vastly 
different concept to labour productivity. TFP is deeply problematic as an explanation of 
macro-level movements in productivity not least because it is a residual and therefore by 
definition ‘unexplained’. However, there have also been micro-level (firm level) studies, 
mostly in the US, which have broadly argued that productivity growth did indeed assume a 
rising path in the late 1990s. The usual explanation was that computers have favoured the 
employment of highly skilled university graduates as well as improving organization practices 
within companies. For some of these studies, computers even appeared to produce an 
‘intangible capital’ that was perhaps related to some ‘intangible output’, such as better 
service and more varied choice. The revolution in technology and productivity in the US in 
the late 1990s appeared to have had some truly extraordinary outcomes.19 

Even at the peak of the ‘productivity miracle’ period, however, it was clear that the 
putative success of new technology was confined to the US. This outcome baffled 
mainstream theorists given that information technology had spread along similar lines to 
Europe, where productivity growth had not shown any signs of improving. The most 
awkward case was Britain, which registered substantial information technology investment 
in  the  late  1990s  as  well  as  fostering  deregulation  of  labour  markets  for  years,  only  to  
witness poor productivity growth.20 Perhaps US enterprises had found some mysterious way 
of  extracting  higher  productivity  growth  out  of  the  same  technology.  What  was  less  
emphasized in those debates was that productivity growth in manufacturing per se had not 
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shown much upward dynamism even in the US, once the sector of information technology 
was excluded. 

By the end of the 2000s and after the crisis of 2007 had fully emerged, it transpired that 
there had not been much of a ‘productivity miracle’ in the US, or anywhere else. The strong 
productivity  gains  of  the  late  1990s  were  associated  with  the  investment  boom  in  new  
technology that partly led to the stock market bubble of 1999–2000. In the second half of 
the  2000s  productivity  growth  in  the  US  and  in  the  other  three  countries  showed  no  
exceptional vitality. Whatever gains have been registered in the latter half of the 2000s 
appear to have been related to reductions in employment and other ‘efficiency’ measures, 
rather  than  to  technological  progress.  Financialization  has  reverted  to  type  with  weak  
productivity growth; perhaps ‘Baumol’s disease’ has not been cured after all.21 

Rising inequality 

During the period of financialization there have also been severe distributional changes 
which have varied significantly among mature countries. In general, inequality has increased 
but there have also been differences among countries depending on the composition of the 
labour force, work practices, and patterns of productivity growth as well as the 
concentration of wealth, the operation of the tax system and the broader political and 
institutional framework of each country. Inequality appears to have grown most strongly in 
Anglo-Saxon countries – precisely where financialization has been at its most forceful. 

There has been extensive empirical work on the personal distribution of income, 
generating time series data on income distribution mostly in developed countries; the focus 
of attention has been on top incomes, both earned (wages and salaries) and unearned 
(capital assets).22 In the interwar years the income share of the richest layers of the 
population dropped dramatically and remained low until the 1970s. High taxation on capital 
income and real estate were important factors in preventing the income share of the rich 
from  rising.  Since  the  1970s,  however,  the  rich  have  reasserted  themselves  with  a  
vengeance, particularly in the Anglo-Saxon world, and less in Germany and Japan. 

There has been a pronounced rise of income inequality in the US, facilitated by the laxer 
tax regime for the rich characteristic of the ascendancy of neoliberalism. It is striking that the 
reassertion of income inequality has taken place through earned income (wages and 
salaries) often taking the form of stock options and other financial returns. Financial profit 
appears to have been a major lever for the enrichment of the top layers of the income 
distribution, but without a return to the coupon-clipping rentiers of the first decades of the 
twentieth century. The income share of the top 1 percent of the distribution in the US and 
the UK rose dramatically after the 1980s, approximating the levels of the 1920s and 1930s. If 
capital gains (one of the main forms of financial profit) were also included in the statistics, it 
is probable that the income share of the top 1 percent in the US would have reached 
unprecedented levels. 
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These results on the personal distribution of income contradict Kuznets’s law of inequality 
in the course of capitalist development, which is still the fundamental empirical treatment of 
this issue.23 Kuznets expected inequality to rise in the early stages of industrialization as 
incomes attached to capitalist production rose faster than agricultural incomes; however, as 
capitalism matured, inequality would recede. It appears that Kuznets’s law has been 
reversed in the course of financialization, as neoliberalism has dominated the ideological 
sphere: a U-shaped path for inequality has emerged in the course of the twentieth century.24 

The rise in personal income inequality has been related to the financial practices of large 
non-financial enterprises, particularly their increased involvement in open financial markets 
and accretion of financial skills. The ideology for such practices has been provided by 
‘shareholder value’, briefly discussed in chapters 2 and 6. The impact of shareholder value 
on income distribution appears to have been substantial, bearing in mind the characteristic 
tendency of managers to be remunerated through financial means. Stock options tend to 
acquire a higher value when share prices rise, thus encouraging managers to deliver short-
term boosts to share prices. Policies could include repurchasing own shares as well as 
granting higher dividends. On this basis, it appears that financialization has had a deleterious 
effect on the performance of non-financial enterprises, particularly on productive 
investment. 

Lazonick, who has been a leading researcher in this field, has provided empirical estimates 
for such management practices in some of the largest US enterprises during the years of 
financialization.25 The value of stock repurchases increased dramatically in the course of the 
bubble of the 2000s, partly due to rising share prices, but mostly due to a sustained increase 
of actual repurchases by enterprises. The ratio of repurchases to the net income of these 
enterprises has increased dramatically during the bubble, as has also the value of dividends. 
In short, financial techniques and skills have been deployed by large non-financial 
enterprises to bring about a transfer of value via the stock market, a part of which has ended 
up with managers. Financialization of non-financial enterprises has thus affected income 
distribution in the US. 

The rise in inequality in the personal distribution of income, however, is too broad and 
general a trend to be explained purely in terms of financial expropriation and other forms of 
financial profit making. The sphere of distribution is, after all, dependent on the spheres of 
production and circulation; the phenomena of distribution are related to underlying trends 
in the organizational and technological restructuring of both production and circulation. 
Mainstream economics is aware of this connection as is shown by the debates on inequality. 
The prevalent approach has been to relate rising inequality to the changing composition and 
skills of the labour force. Since rising inequality in the era of financialization has been 
primarily related to income rather than wealth, it could be claimed that inequality has been 
skill-based, reflecting the underlying changes in the forces of production. 
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Thus,  in  the  1980s  and  1990s  it  was  argued  that  the  transformation  of  production  and  
circulation favoured skill-intensive sectors, resulting in a ‘skill premium’ that exacerbated 
inequality compared to less skilled workers. Skill-biased technological progress has been 
considered the main cause of rising inequality.26 However, the effect of skill-bias, even if it 
existed, would depend on the response of the supply of skilled workers, and hence of the 
education and training systems. Thus, it has been argued that the rapid technological change 
of the 1980s and 1990s in the fields of information technology and telecommunications has 
surpassed the ability of the education system to respond, thus raising the remuneration of 
skilled labour and intensifying unemployment.27 

Yet, the transformation of the labour force and the associated patterns of inequality have 
produced much more complex phenomena as financialization has deepened. The pattern 
that has emerged in mature countries in the 2000s is not that of simple opposition between, 
on the one hand, high-skilled and well-paid and, on the other, low-skilled and badly paid 
workers. As financialization has advanced, the result has been to weaken the position of the 
middle of the income range. The upper and lower deciles of the income distribution, at least 
in the US, have done relatively better than the middle deciles. It appears that remuneration 
has behaved better among highly skilled and low-skilled workers, than among workers with 
moderate skills.28 The factors contributing to these trends are very complex and there is no 
easy way to connect them purely to technical change, such as the introduction of new 
technology.29 The broader aspects of the balance between capital and labour at the 
workplace must also be taken into account, as should the political and institutional 
framework of income distribution in the years of financialization. 

Finally,  a  still  broader  perspective  on  the  rise  of  inequality  could  be  obtained  from  
evidence on the functional distribution of income between capital and labour. 
Financialization of mature countries has been characterized by a uniform worsening of the 
position of labour relative to capital throughout this period. Consider figures  7 to 10 
summing up the relative position of capital and labour in the US, Japan, Germany and the 
UK. Each figure shows, first, the share of wages in annual national income, second, the real 
GDP per hour worked and, third, the real wage per hour worked. The three variables are not 
directly related to each other and care is necessary when drawing conclusions. Nonetheless, 
the figures still convey the evolution of productivity, real wages and the division of national 
income among capital and labour in each of the four countries. 

Labour has lost income share in all four countries in the course of financialization. The 
steepest decline in the share of labour has occurred in Japan, followed by Germany: it 
appears that maintaining manufacturing strength has been at the cost of shifting the 
distribution of national income in favour of profits. Decline in the share of labour has also 
occurred in the US and the UK, with a strongly cyclical aspect. However, some of the losses 
of  labour  in  the  UK  appear  to  have  been  reversed  in  the  2000s.  During  the  same  period  
productivity measured by real GDP per hour worked has continued to rise steadily in all four 
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countries. Nonetheless, real wages per hour worked have shown a much less steep rise – the 
gap between the two lines becoming progressively wider, especially in Japan and Germany. 
The divergence between the two curves is a further indication of the worsening position of 
labour in the course of financialization. 

 

FIG. 7 Labour income share, GDP/hour worked, real wages/hour worked, US 
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FIG. 8 Labour income share, GDP/hour worked, real wages/hour worked, Japan 

 

FIG. 9 Labour income share, GDP/hour worked, real wages/hour worked, Germany 

 

FIG. 10 Labour income share, GDP/hour worked, real wages/hour worked, UK 
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The rise of income inequality and the retreat of labour during the last three to four 
decades are highly complex phenomena. They are related to the change in the composition 
of  the  labour  force  in  favour  of  services,  to  the  altered  skills  required  by  the  jobs  newly  
created, and to the general transformation of the labour force; they are also related to the 
downward pressure on real wages throughout this period, associated with labour market 
deregulation and changing institutional practices at work. The rise in unemployment, shown 
in figure  3,  has  acted  as  a  disciplining  force  on  employed  workers  during  the  period  of  
financialization. The domination of neoliberal ideology in policymaking, finally, has also 
contributed to the retreat of labour during the period. 

The disciplining of labour by resurgent capital is also apparent in figure 11 showing the 
annual growth rate of labour compensation per unit of labour input. There has been 
sustained decline in the growth rate of labour compensation and a reduction of the 
amplitude of its cyclical variations throughout the decades of financialization. From the early 
1980s onwards, capital appears to have had the advantage against labour in all four 
countries. 

The distributional content of financialization as a period change of mature capitalism can 
now be simply summed up: capital has managed to appropriate the bulk of output increases 
from rising productivity, even if the latter has not grown with much dynamism. During this 
period, the top layers of the income distribution have enormously increased their command 
over aggregate income, while the middle of the distribution has suffered losses. Several 
mechanisms have allowed capital and the rich to appropriate an increasing share of the 
social wealth in the course of financialization, often varying in each country, but frequently 
relying on financial processes. 

Remuneration through financial assets but still taking the form of wages has marked the 
rising incomes of the rich. Financial profit has been an important lever for the rise in 
inequality in the years of financialization, and the framework for its extraction is examined in 
further detail in chapters 8 and 9. The remaining sections of this chapter consider the 
‘channel’ of accumulation by discussing the role of the state in facilitating the growth of 
financial profit in the years of financialization. 
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FIG. 11 Growth rate of labour compensation, US, Japan, Germany, UK 

The state shapes the ‘channel’ of financialized accumulation 

Fundamental features of state intervention in finance 

The ‘channel’ within which financialized accumulation has flowed has been shaped in large 
measure by the state, even though the dominant ideology of the period has been 
neoliberalism. Unfortunately, classical Marxist debates at the turn of the twentieth century 
are of limited help regarding the role of the state in shaping the context of accumulation. 
Hilferding did propose the notion of ‘organized capitalism’ subsequent to writing Finance 
Capital, but he assumed that even ‘organized capitalism’ had emerged spontaneously, 
deriving from interactions among large monopolies. In effect, Hilferding downplayed the 
essentially autonomous character of state intervention in the capitalist economy. More 
innovative was Bukharin’s Imperialism and World Economy treating ‘state capitalism’ as an 
integral whole of large monopoly capitals, banks and the state competing in national blocs 
across the world market. Nonetheless, Bukharin’s disposition toward abstract generalization 
as well as his misleading view of capitalist competition in the world market occurring among 
national blocs weakened the impact of his theory. 

In the years following the Second World War, Marxist political economy has devoted 
considerable attention to the economic role of the state in mature capitalism, typically 
stressing the importance of state ownership of means of production, including public 
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utilities. Fundamental in this respect has been the rise of Keynesianism, including the 
strengthening of the welfare state and managing aggregate demand through fiscal and 
monetary policy. Still, Marxist theoretical discussions of these issues never achieved the 
clarity and persuasiveness of the classical debates on imperialism. 

The period of financialization, on the other hand, has been accompanied by the 
ascendancy of neoliberalism which has generally treated state intervention in the economy 
with extreme suspicion, or even outright hostility.30 Deregulation, privatization and 
liberalization have been bywords for neoliberal ideology, implying that the state tends to 
have a deleterious influence on capitalist accumulation. However, state intervention in the 
economy  has  far  from  disappeared  in  the  course  of  the  last  four  decades.  As  far  as  
financialization is concerned, suffice it to say that the transformation of mature economies 
would have been inconceivable without the facilitating and enabling role of the state. 

Intervention by the state in the course of financialization has been multifaceted, including 
in the labour market, and has naturally varied among particular countries reflecting historical 
specificities. There are, however, three features of the state’s role that represent profound 
change associated with financialization and merit special reference. All three indicate that 
the state has actively and independently shaped the channel of financialized accumulation. 
The  first  is  considered  in  further  detail  in  the  rest  of  this  chapter,  the  remaining  two  are  
discussed in chapters 8 and 9. 

First, the state has made financialization possible through command over state-backed 
central  bank  money.  The  evolution  of  the  form  of  money  has  led  to  the  domination  of  
domestic circulation by valueless credit-money that is ultimately exchangeable only into 
central bank-generated legal tender. Domestic money has come to depend entirely on 
socially constructed trust buttressed by the institutional mechanisms of the credit system. At 
the heart of financial ascendancy lies absolute state monopoly over the final means of 
payment – a direct negation of neoliberal thinking as far as money is concerned. 

State control over valueless legal tender means that the central bank can function as the 
ultimate support of the financial system in terms of liquidity. The ability of the central bank 
to provide generally acceptable liquidity derives, in large part, from substantial holdings of 
state securities to back its own liabilities as well as from having an implicit state guarantee of 
its solvency. State securities, furthermore, are the bedrock of liquidity in the money market 
since they presumably carry a low risk of default. In the absence of state-issued instruments 
of  debt,  money  markets  would  have  had  less  depth  and  liquidity  as  well  as  lacking  a  
benchmark for interest rates. The dominant role of the central bank in the money market, 
including its ability to influence interest rates, relies on the presence of the state. 

Second, the state has enabled the global spread of financialization through command over 
world money. Classical Marxism has typically associated imperialism with the export of 
capital from developed to developing countries, which creates a hierarchy of imperial power, 
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allows for the extraction of surplus from the periphery, and sustains territorial empires. In 
the years of financialization there have been no territorial empires, and capital exports have 
occurred mostly among developed countries, even if there have been substantial flows to 
developing countries since the 1990s. One of the most striking features of financialization – 
discussed in Chapter 8 – is that, on a net basis, capital flows have reversed direction: capital 
has been exported by developing to developed countries. The reverse flow of capital is 
inextricably linked to the role of the US dollar as world money. The US dollar has provided 
new mechanisms and pathways for the projection of imperial power, thus generating flows 
of capital that resemble a form of tribute paid by developing to developed countries for the 
use of  world money.  It  is  worth stressing that  the net export  of  capital  from developing to 
developed countries has resulted from financial interactions among states rather than from 
the investment decisions of private agents. 

Third, and related to the previous two, the state has smoothed the path of financialization 
by altering the regulatory and supervisory framework of finance. The impact of institutional 
and legal measures is disproportionately large on the operations of finance, as was discussed 
in Chapter 5. Financialization has been directly facilitated by the deregulation of the 
domestic financial sphere in terms of interest rates but also in terms of the activities and 
practices of financial institutions. Even more decisively, financialization has been facilitated 
by  the  lifting  of  international  monetary  and  financial  controls.  Exchange  rates  among  key  
countries have become flexible since the final collapse of the Bretton Woods Agreement in 
1973, and cross-border capital flows have been progressively deregulated. These forms of 
state intervention – both of which have again been associated with the international role of 
money – have encouraged the spread of financialization in ways discussed in chapters 8, 9 
and 10. 

Central banking as a lever of financialization: Independent central banks and inflation 
targeting 

The  importance  of  central  banks  in  advanced  capitalism  derives,  first  and  foremost,  from  
control over legal tender. The ascendancy of central banks in the years of financialization has 
been ultimately linked to the search for a new framework of monetary operations in the 
1990s and 2000s. The years that immediately followed the collapse of the Bretton Woods 
Agreement in 1971–73 were marked by rapid price inflation, indicating problematic 
management of valueless money as well as the malfunctioning of money as unit of account. 
Inflation constitutes a risk for loanable capital since it lowers the relative value of the capital 
advanced. The ascendancy of finance would have been undermined, if relations of credit 
were systematically disrupted by losses to lenders due to high inflation. Therefore, the initial 
response  of  monetary  authorities  in  the  US  and  elsewhere  was  to  attempt  to  control  
inflation by instigating large and sustained increases in the rate of interest in the late 1970s 
and early 1980s, thus pushing economies into recession.31 
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Even more important, however, were changes in the theory and practice of central 
banking that gradually emerged in response to the malfunctioning of money as unit of 
account. Two approaches to central banking have dominated monetary policy since the early 
1990s: central bank independence and inflation targeting. They have jointly dictated the 
functioning of central banks in developed and developing countries, thus shaping the course 
of financialization. For a lengthy period in the 1990s and 2000s the inflation performance of 
developed countries improved significantly. The lowering of inflation was deemed a great 
success of monetary policy – the ‘Great Moderation’ – and was attributed by mainstream 
theorists to the new orthodoxy of central bank independence and inflation targeting.32 The 
crisis of 2007 put an end to this illusion, showing that money and finance continue to have a 
strongly disruptive role in contemporary capitalism. 

The theoretical rationale for central bank independence is plain. First, it is postulated that 
an equilibrium natural output exists from which current output diverges only temporarily. If, 
for instance, current inflation was above expected inflation, there would be a temporary 
drop in real wages and thus a rise of current above natural output. But when expectations 
adjusted (‘rationally’) to current inflation, the divergence would disappear. Second, it is 
assumed that current inflation depends on the rate of growth of the money supply, that is, 
the quantity theory of money is valid. Third, it is further assumed that macroeconomic policy 
is fundamentally a choice between, on the one hand, the level of current inflation and, on 
the other, the difference between current and desired output.33 

The policy problem, and hence the mismanagement of money as a unit of account in the 
1970s but also more generally, is assumed to originate in the preferences of policymakers, 
namely the predilection of elected politicians for higher current inflation. Characteristic to 
elected politician preferences is ‘time or dynamic inconsistency’, that is, plain dishonesty. 
They have an in-built incentive to cheat on inflation policy since they could reap short-term 
benefits from temporarily rising output by purposely accelerating inflation. Policymakers 
could resort to this approach, if fiscal policy had exhausted its potential to expand output 
and employment. Alternatively, they could encourage current inflation simply to curry 
favour with the electorate. 

The cure for the disturbance of the measuring function of money caused by unreliable 
politicians would be a conservative central bank. It is typically assumed that a central bank 
would be more strongly averse to inflation than an elected government. Therefore, if 
monetary  policy  was  exclusively  assigned  to  a  central  bank  that  was  kept  independent  of  
political interference, there would be fewer instances of purposeful acceleration of inflation 
temporarily to boost output. Moreover, the central bank could gain credibility by 
persevering in its commitment to keep inflation low, thus encouraging the inflation 
expectations of economic agents to adjust accordingly. The measuring function of money 
would be protected and, presumably, gains would ensue for economy and society. 
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The theoretical rationale for inflation targeting is also straightforward and closely related 
to independent central banking. The policy draws partly on the quantity theory of money 
and partly on the notion that there is a temporary trade-off between current inflation and 
current output. It is also assumed that there is a ‘natural’ rate of unemployment consistent 
with stable inflation; attempts to lower unemployment below the natural rate would simply 
result in higher inflation. To be more specific, monetary policy by an independent central 
bank ought to take into account, first, the expectations of inflation among capitalists and 
workers, and, second, the ‘output gap’. The latter can be thought of as the difference 
between the actual and the natural rate of unemployment. The most influential policy 
prescription for central bank policy in this respect is the Taylor Rule, which prevailed in the 
US for nearly two decades.34 

The Taylor Rule is based on the assumption that monetary expansion would lower the real 
rate of interest, stimulate economic activity, and thus reduce the output gap; monetary 
contraction would have the opposite result. The real rate of interest is given by the nominal 
rate minus the expected inflation rate. Consequently, the central bank should set an inflation 
target and should then manipulate the nominal rate of interest in the hope of influencing 
inflation expectations. By so doing it would affect aggregate demand, eliminating the 
difference between the actual rate and the target rate of inflation over a period of time. The 
measuring function of credit money would again be protected. 

Two issues immediately stand out with regard to this approach to central banking that has 
stamped financialization. The first is that there is little evidence of a stable tradeoff between 
inflation and unemployment.35 For much of the post-war period, rising unemployment levels 
in developed countries have been associated with falling growth rates of output; there is no 
clear evidence that the price level is driven by monetary factors. Contemporary money 
malfunctioned as measure of value for much of the 1970s, but it is misleading to explain this 
phenomenon as simply the result of lax monetary policy and excessive creation of money. 
Rather, the malfunctioning of money is partly due to the complex processes linking real 
accumulation to the monetary circulation, as was discussed in Chapter 4. Inflation is also the 
outcome of poor performance by capitalist accumulation, rather than being simply the result 
of faulty monetary processes. 

Second, the underlying assumption of inflation targeting was that the achievement of 
price stability would also result in overall financial stability. This view was put across by Anna 
Schwartz and was adopted generally for much of the period of Great Moderation.36 For 
Schwartz, financial instability arises primarily from unexpected changes in the rate of 
inflation. If the central bank focused on keeping inflation low, it would thereby reduce the 
risk of lending booms (induced by high inflation) and recessions (induced by unexpected 
deflation or disinflation). The “Schwartz Hypothesis” has been tested by mainstream 
economists, who duly found a positive association between price instability and financial 
instability.37 
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However, it was also observed that financial asset price bubbles tended to occur as central 
banks  applied  the  policy  of  inflation  targeting.38 Consequently, arguments in favour of 
central  bank  pragmatism  began  to  emerge  in  the  2000s  emphasizing  ‘flexible  inflation  
targeting’  that  also  took  into  account  financial  asset  prices.  Nonetheless,  the  core  of  the  
inflation targeting approach remained intact, and no concrete steps were taken by central 
banks to prevent the huge bubble of 2001–2007 in the US and elsewhere. The ensuing crisis 
has left the policy of inflation targeting in tatters since it has become apparent that exclusive 
focus on price stability has actually exacerbated the risk of financial collapse. The certainties 
of the Great Moderation have vanished. 

Once it became clear that inflation targeting had failed, a debate emerged on the future 
role of central banks.39 The crisis has required urgent intervention by central banks, thus 
resulting in an even stronger role for central banking within financialized capitalism. The 
reason is apparent: central banks have retained control over legal tender, particularly 
through commercial bank reserves. The ability of the US and the UK central banks to 
confront the worst of the crisis of 2007 has relied on the enormous expansion of bank 
reserves, as was briefly shown in Chapter 4 and will be discussed in more detail in chapters 8 
and 9. Re-strengthened intervention, however, has compromised the so-called 
independence of central banks, since it has often been undertaken under direct pressure 
from elected governments, as is shown in connection with the eurozone crisis in Chapter 9. 
There is little doubt that central banks have been pivotal to state intervention under 
conditions of financialized capitalism. 

Last but not least, the importance of central banks in shaping the context of financialized 
accumulation has also been demonstrated with regard to the evolving form of money. When 
the rise of e-money proper but also of access e-money assumed significant proportions in 
the late 1990s, a question emerged among mainstream economists whether the position of 
the central bank would be threatened. In particular, if significant volumes of e-money were 
created outside normal credit channels, concern was raised that central banks might 
become less able to undertake monetary policy and influence the rate of interest. 

The debate that ensued has cast light on the deeper relationship between contemporary 
money and the central bank under conditions of financialization.40 It  was  eventually,  and  
rightly, recognized that e-money does not pose a major threat to the central bank’s absolute 
dominance over the monetary sphere, even though e-money is a novel form of money 
unrelated to the advance of credit. At the very least, competitively issued e-money proper 
would still require a common unit of account to standardize commodity prices and monetary 
contracts. The same unit of account would probably act as the instrument for the mutual 
clearance of privately issued liabilities of e-money proper. In developed capitalist economies 
the most plausible unit of account for these purposes would be legal tender instituted by the 
state. 
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Consequently, the issuers of e-money would still need to keep reserves of legal tender to 
support their e-money liabilities, and these would be provided competitively by a central 
bank-like institution through an open market. In effect, the channels of monetary policy 
would be gradually re-instituted as this process unfolded. And even if this outcome did not 
come to pass, it would always be open to the central bank to issue its own e-money while 
requiring that other issuers of e-money kept central bank e-money as reserves. Again, the 
central bank’s ability to determine monetary policy and influence the rate of interest would 
be re-established. Since a mechanism of this kind has been historically constructed for credit 
money through the institution of state-backed central money, there is no reason why it 
could  not  also  be  constructed  for  e-money.41 Central banks would remain the pivotal 
institutions of the monetary and credit domain in mature, financialized capitalism. 
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explored further the possibility that the role of the central bank might be diminishing due to competitive, 
private issue of e-money, thus weakening the monopoly of the state over the issue of money; see, selectively, 
James  A.  Dorn  (ed.),  The Future of Money in the Information Age, Washington, DC: Cato Institute, 1996; 
Michael Latzer and Stefan Schmitz, Carl Menger and the Evolution of Payments Systems, Cheltenham: Edward 
Elgar, 2002; Randall S. Kroszner, ‘Currency Competition in the Digital Age’, in Evolution and Procedures in 
Central Banking,  ed.  David  Altig  and Bruce  D.  Smith,  Cambridge:  Cambridge  University  Press,  2003,  pp.  275–
305; Stefan W. Schmitz and Geoffrey Wood (eds), Institutional Change in the Payments System and Monetary 
Policy, London: Routledge, 2006. 

41 Friedman has exaggerated the possible impact of continuous technological innovation, which could 
presumably lead to ever newer issuers of e-money proper, thus forcing the central bank into a race that it 
cannot win. However, the same possibility also exists with credit money, but in practice it has not come to pass. 
Friedman, ‘The Future of Monetary Policy’ and ‘Decoupling at the Margin’. 
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8. UNDERLYING TENDENCIES AND VARIABLE FORMS: MATURE AND SUBORDINATE 
FINANCIALIZATION 

Empirical analysis of financialization in this chapter is undertaken on three levels. First, 
financialization is gauged in the aggregate with the aim of identifying its general form and 
features. To this purpose a conceptual framework is developed drawing on the distinction 
between real and financial accumulation within Marxist political economy. By deploying this 
framework financialization can be compared across the four reference countries: the US, 
Japan, Germany, and the UK. Comparison reveals systematic differences in the form of 
financialization, partly reflecting the traditional contrast between market-based finance, 
characteristic of the US and the UK, versus bank-based finance characteristic of Japan and 
Germany. 

Second, the fundamental tendencies of financialization are investigated by examining the 
conduct of non-financial enterprises, banks and households. Once again, significant 
differences emerge among the four countries broadly consistent with the differences in the 
aggregate form of financialization. There has been financialization across the group, but its 
economic and social forms differ significantly among individual countries. 

Third, financialization is examined in the context of developing countries identifying 
substantial differences with developed countries in both content and form. To be more 
specific, financialization in developing countries is heavily associated with the operations of 
world money and the resulting accumulation of foreign exchange reserves; it is further 
associated with the entry of foreign banks. For these reasons, financialization has taken a 
subordinate character in developing compared to developed countries. 

The empirical analysis of financialization on these three levels presents complex 
conceptual difficulties. It is intuitive, for instance, to seek evidence of the ascendancy of 
finance in the activities of financial enterprises and the financial sector in general. However, 
the financial system is an intermediary entity that does not produce value, and therefore 
there  is  no  obvious  way  of  capturing  either  its  magnitude  or  its  specific  gravity  relative  to  
accumulation as a whole. Furthermore, a broad range of financial activities bear only a 
partial connection to the operations of financial enterprises, including financial operations 
that are undertaken by non-financial enterprises in open markets. Establishing the footprint 
of contemporary finance, therefore, must take into account the operations of both financial 
and non-financial entities in the economy. 

Moreover, there are substantial data problems, particularly when comparisons are 
attempted across countries. The evidence adduced in this chapter has been drawn mostly 
from flow of funds statistics composed either by national income statistics agencies, or by 
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central banks, and referring to a range of financial assets. Yet, there are major difficulties in 
aggregating and comparing financial assets across national accounts. Methods of data 
collection and reporting differ widely, and there are gaps and variations in the time periods 
for which data is available, as is made clear in the Appendix to this chapter. Data difficulties 
greatly compound the conceptual problems of measuring financial activities and call for 
additional caution in interpreting the figures. The empirical material presented below is 
more important for the trends it indicates rather than for the absolute size of the financial 
magnitudes to which it refers. 

Distinguishing between real and financial accumulation 

The financial system serves a variety of purposes in capitalist accumulation, both monetary 
and financial, as was discussed in Chapter  5.1 Monetary services include creation of credit 
money, safekeeping of money hoards, transferring sums of money across the economy, 
facilitating foreign exchange transactions, and so on. Financial services include primarily the 
mobilization of loanable capital across the economy and its subsequent advance through 
loans. Financial services further include collecting spare money funds across society as well 
as trading loanable capital in open markets. 

To deliver these services financial institutions have to gather information and assess risks 
across the economy. The financial system, consequently, acts as the nerves and brains of the 
capitalist economy; it is the social entity that turns the marshalling of spare resources by 
society into an integral whole, although on the basis of private property and profit making. 
Monetary and financial services are closely interwoven, above all, through the creation of 
credit money by financial institutions. Debates on financialization often overlook the 
monetary operations of the financial system, despite the pivotal importance of the latter in 
contemporary capitalism, particularly in relation to world money. 

The first  step in gauging the relative importance of  the financial  system is  to distinguish 
between real and financial accumulation. This distinction originates with Marx who argued 
that ‘money’ capital available for lending possesses a separate form of accumulation 
compared to capital employed in production.2 From this perspective, financialization could 
be conceptualized as a change in the balance between real and financial accumulation; 
specifically, financialization represents the asymmetric growth of financial compared to real 
accumulation during the last four decades. Deploying this idea empirically could shed light 
on the content of financialization, but it is first necessary to consider in further depth the 
relationship between the two types of accumulation. 

Real accumulation involves industrial and merchant’s capital and occurs across both 
production  and  circulation.  The  concrete  forms  it  takes  include  the  expansion  and  
development of the means of production, the increase of the labour force, the growth of 
physical output, the improvement of the means of communication, and so on. Real 
accumulation also relates to the sphere of distribution, since it leads to the division of 
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output between wages and profit. The characteristic feature of real accumulation is the 
creation of surplus value in production, which accrues as money profit through the sale of 
output, and is subsequently re-invested. The outward signs of real accumulation, therefore, 
include growth of output (value and use value) increase of the labour force, enlargement of 
capital invested, and so on. National income statistics are a ready-made source of empirical 
analysis for these phenomena, despite inevitable conceptual problems.3 

Financial accumulation, in contrast, occurs primarily in the sphere of circulation and at a 
distance from the sphere of production; it also encroaches on the sphere of distribution 
mostly  through  the  formation  of  financial  profit,  as  was  discussed  in  Chapter 6. Financial 
accumulation fundamentally involves mobilizing, trading, and advancing loanable capital, 
that is, processes which are often undertaken by intermediary financial institutions. Unlike 
real accumulation, financial accumulation does not produce measurable final output (value 
and use value). Although labour is employed and work effort is expended in undertaking 
financial transactions, there is no direct relationship between the expenditure of financial 
labour and the magnitude of financial accumulation. Similarly the capital invested in setting 
up financial intermediaries does not reflect the magnitude of financial accumulation since 
this capital is only indirectly related to mobilizing, trading and advancing loanable capital. 
The concrete form taken by financial accumulation is the piling up of claims on others, that 
is, the amassing of financial assets which have their own (fictitious) prices. 

A distinctive feature of financial compared to real accumulation is that it relates primarily 
to flows rather than stocks. To be specific, financial accumulation refers to the enlargement 
of the flows of loanable capital, in contrast to real accumulation which refers to the growth 
of the stock of industrial and merchant’s capital. Thus, financial accumulation is not 
accumulation in the normal sense of an underlying magnitude becoming augmented. 
Nonetheless, it takes the outward form of normal accumulation since it results in piled up 
claims on others – in amassed financial assets. The conceptual difficulty of gauging financial 
accumulation and its balance with real accumulation originates precisely in this 
characteristic feature of the former. 

The analysis of financial accumulation could be developed further by examining more 
closely the flows of loanable capital. Specifically, there are flows generated as loanable 
capital is released from, or returned to, real accumulation in the form of, respectively, idle 
money capital of industrialists, or fresh loans made to industrialists; but there are also flows 
generated as loanable capital is traded independently of real accumulation, and often at 
some distance from the latter. Taken together over a period of time, the two types of flow 
naturally determine a stock of loanable capital standing aside the process of real 
accumulation. However, the expansion of the stock of loanable capital is an incidental 
outcome rather the motive force of financial accumulation; it is a by-product, a residual, of 
the expansion of the flows of loanable capital. 
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This point is vital to establishing the conceptual and empirical difference between real and 
financial accumulation. The aim of real accumulation is to augment the stock of capital 
engaged in producing value and surplus value. In contrast, financial accumulation contains 
no corresponding drive to expand the stock of loanable capital engaged in financial 
transactions during any period of time, even though financial transactions are motivated by 
profit. The owners of loanable capital as well as the financial institutions that handle its 
flows have a limited capacity to augment its magnitude through their own actions. For, as 
was discussed in Chapter  5,  the  forces  that  enlarge  loanable  capital  are  located  primarily  
within real accumulation and, in the first instance, take the form of tendencies to hoard 
money. Financial accumulation, consequently, does not correspond to the self-driven 
augmentation  of  a  well-defined  stock  of  capital.  It  refers  to  the  expansion  of  the  flows  of  
loanable capital, even though it implicitly determines a stock of loanable capital engaged in 
financial transactions at any time. 

In this light, the balance between financial and real accumulation is shaped by the 
characteristic difference between the two forms of accumulation. As was argued in Chapter 
5, the operations of finance depend on the historical, institutional, legal, customary and 
even cultural framework within which industrial and merchant’s capital interact with 
loanable capital. Consequently, the relationship between real and financial accumulation has 
a historically contingent character. Real accumulation requires a complex financial system, 
and hence necessarily entails the emergence of financial accumulation; however, the 
outlook and the conduct of the financial system vary according to specific and historical 
factors.  A  given  state  of  real  accumulation  in  terms  of  growth  rates,  employment,  
profitability, and so on, could correspond to greatly differing states of financial 
accumulation. Since historical, institutional, political, and even cultural factors play a decisive 
role in the relationship between the two, there can be no ideally optimal balance between 
real and financial accumulation. 

Financial accumulation in the aggregate 

Given the nature of financial accumulation, there is no obvious way empirically to gauge its 
magnitude, and nor to establish its balance with real accumulation. However, an outline of 
financial accumulation as an aggregate phenomenon could be obtained through indicators 
based on flow of funds data, thus affording insight into financialization. The same indicators 
could  also  begin  to  establish  variations  in  the  ascendancy  of  finance  among  the  core  
countries of financialization. To be specific, four indicators are deployed in this section to 
capture  financial  accumulation  in  the  aggregate:  first,  relative  size  of  stocks  of  financial  
assets, second, value added by the financial sector, third, employment by the financial 
sector, and fourth, financial profits by financial institutions. Based on this aggregate picture, 
the underlying tendencies of financialization – namely the conduct of non-financial 
enterprises, banks, and households – are discussed on this page, this page. 
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Stocks of financial assets 

The flows of loanable capital, irrespective of whether they have a direct connection with real 
accumulation or they occur at some distance from the latter, leave a visible trail of financial 
asset stocks. The nominal values of financial assets indicate neither the magnitude nor the 
formal availability of loanable capital, for reasons discussed in Chapter 6 and elsewhere in 
this book. Nonetheless, they constitute evidence of flows of loanable capital that have 
already occurred: they are the outward signs of financial accumulation. Moreover, financial 
asset values also represent potential claims by holders over future flows of loanable capital. 

Financial assets can be created through a variety of disparate processes, for instance, by 
obtaining a bank deposit, by advancing a loan, by issuing a bond in financial markets, and so 
on. Furthermore, financial markets are capable of ‘churning’ loanable capital, that is, 
generating flows of loanable capital unrelated to real accumulation and sustained through 
pure buying and selling of financial assets. There can thus be trails of financial assets that 
have no corresponding link with real accumulation. Above all, financial asset prices 
incorporate a fictitious element – discussed in Chapter 6 – and hence systematically over- or 
under-estimate the corresponding flows of loanable capital.4 

With  these  provisos  in  mind,  a  first  approximation  of  the  trajectory  of  financial  
accumulation is given by the sum total of financial assets as well as by its allocation among 
different sectors of the economy. The simplest aggregate indicator of the rise of finance is 
the ratio of total financial assets relative to gross domestic product (at current prices).5 The 
ratio is calculated below for the US, Japan, Germany and the UK, indicating extraordinary 
growth but also pronounced variation of finance across the four countries. 
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FIG. 1 Total financial assets (excluding rest of the world) as percentage of GDP; US, Japan, Germany, UK 

Specifically, figure 1 traces this ratio for the four countries during the last three decades 
(financial asset data excluding the rest of the world). What matters is the trend rather than 
the comparative position of each country; in the US, for instance, there is a large ‘shadow’ 
financial sector, briefly discussed below and in other parts of this book, which does not 
appear in flow of funds data; in Japan, on the other hand, there is prominent cross-share-
holding among enterprises and financial institutions which is characteristic of the bank-
based nature of the country’s financial system. Nonetheless, the ratio remains informative 
about the path of financial development for the US and Japan as well as for Germany and 
the UK. Thus, the figure shows that there has been sustained rise of finance along broadly 
similar lines, given that the ratio has roughly doubled in all four countries over the period for 
which  data  is  available.  The  figure  also  captures  key  financial  events  of  the  last  three  
decades, including the Japanese stock market and real estate bubble of the late 1980s, the 
more general stock market bubble at the end of the 1990s, and the extraordinary British and 
US real estate bubble of the 2000s. 
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FIG. 2 Total financial assets (including rest of the world) as percentage of GDP; US, Japan, Germany, UK 

If the rest of the world was included in financial assets, affording a first glimpse of the 
international aspect of financialization, things would not change dramatically, except for the 
position of the UK. figure 2 indicates that Britain has the strongest global financial interests 
relative to real accumulation among the four countries. This is a reflection of the historical 
evolution of British capitalism and of the continuing international role of the City of London. 

Both figures further show that, despite the similarity of trends, there has been no 
uniformity in the rise of finance. Financial accumulation has exhibited significant differences 
among mature capitalist countries, which are important to analysing financialization, 
including the crisis of 2007. The surge of Japanese financial accumulation in the 1980s, for 
instance, has remained a rather isolated event. Financial accumulation in the UK and the US 
grew  strongly  in  the  2000s,  but  its  dynamism  has  been  less  pronounced  in  Germany  and  
Japan. 

These differences reflect the variable relationship between finance and real accumulation 
in line with historical, institutional, customary, and other contingent factors in each country. 
They also reflect variations in the performance, composition and direction of real 
accumulation itself. A long-standing way of capturing these complex interactions has been to 
distinguish between, on the one hand, Anglo-Saxon capital market–based capitalism and, on 
the other, German–Japanese bank-based capitalism, briefly discussed in Chapter 2. In the 
former, real is connected to financial accumulation primarily through arm’s-length 
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interactions in financial markets; in the latter, the two are connected primarily through 
relational interactions occurring via financial intermediaries. 

It would seem reasonable to assume that financialization has been stronger in the 
countries of Anglo-Saxon market-based finance. However, figures 1 and 2 do not show that 
that the expansion of Anglo-Saxon finance has consistently surpassed that of German–
Japanese finance during the last three decades. On the contrary, amassing financial assets 
has been notable in Japan, including during the huge bubble of the late 1980s; the US has 
exhibited more modest outcomes, though the absence of the ‘shadow’ banking sector 
significantly distorts the picture; German financial accumulation, meanwhile, has 
systematically lagged behind the rest. It would be more accurate to say, therefore, that 
there has been sustained rise of finance across all four countries. The trajectory of financial 
ascendancy, moreover, does not necessarily match preconceived ideas about the behaviour 
of different financial systems. The financial sector has grown across mature capitalist 
countries, although national specificities have far from disappeared. Nonetheless, the 
growth of finance in the 2000s has been stronger in the Anglo-Saxon systems, with 
attendant changes in instruments and practices. This dimension of financialization has been 
pivotal to the vast crisis of 2007 and is examined in more detail in Chapter 9. 

Unexpected variation in the growth of finance emerges even more clearly when the sum 
total of financial assets is split between the holdings of the financial and the non-financial 
sector, both normalized for GDP. The former could be taken as rough proxy for the activities 
of financial institutions – banks, savings institutions, pension funds, insurance companies, 
and so on; the latter as proxy for the financial activities of non-financial enterprises and 
individuals (households). Some insight could thus be obtained into the distinction drawn in 
Chapter 6 between financial transactions directly associated with financial institutions and 
financial transactions undertaken by non-financial agents.6 



 206 

 

FIG. 3 Financial assets held by the financial sector as percentage of GDP; US, Japan, Germany, UK 

Figure 3 shows the financial asset holdings of the financial sector in the four countries; the 
following three aspects stand out. First, the UK financial sector has been on a rapid upward 
trend since the early 1990s, sharply accelerating in the 2000s. Purely in terms of the relative 
size of the financial sector, the UK is the most heavily financialized of the four countries. A 
profound asymmetry appears to have emerged between the UK financial and productive 
sectors in recent years, again reflecting the pivotal place of the City of London in global 
financial flows and thus its extraordinary role within the UK economy. Second, the Japanese 
financial sector has been in persistent stagnation since the early 1990s, even declining in 
relative size in the 2000s. Financialization is present in Japan, but the financial sector has 
been decisively weakened by the bubble of the late 1980s. Third, the US financial sector, 
while the largest in the world and on a clear upward trend throughout this period, has 
lagged behind the UK in relative terms, if ‘shadow banking’ is excluded. 

The rise of ‘shadow banking’ has been an important aspect of financialization, particularly 
in the US. ‘Shadow banking’ essentially refers to the emergence of financial institutions that 
do not accept deposits in the normal manner of commercial banks but finance themselves 
typically through issuing liabilities in the money market. The lending process also involves 
securitization and the commercial trading of loans. Strong growth of ‘shadow banking’ in the 
US has been a characteristic feature of the 2000s contributing to the bubble and subsequent 
crash,  as  is  shown  in  more  detail  in  Chapter 9. Suffice it here to say ‘shadow banking’ 
reached a comparable size to regular commercial banking in the US toward the end of the 
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2000s. The relative decline of commercial banks has been perceived by mainstream 
economists as marginalization, or ‘disintermediation’, often in conjunction with the rise of 
direct finance through open markets. But commercial banks have also transformed 
themselves, while ‘shadow’ financial institutions are often dependent on banks for funding. 
Commercial banks have remained the pivotal institution of the financial system even in the 
US, as has become apparent in the gigantic crisis that broke out in 2007.7 

Pursuing  the  analysis  of  financial  asset  stocks  further,  figure  4 turns  to  financial  assets  
held by the non-financial sector – mostly households and non-financial enterprises. 

Figure  4 indicates, once again, that finance has strongly penetrated the non-financial 
sector, but considerable care is needed when drawing general conclusions. First, there has 
been a clear upward trend across the four countries, signalling increasing penetration of the 
non-financial sector by financial relations. Second, both the Japanese bubble of the late 
1980s and the wider stock market bubble of the late 1990s were driven by the acquisition of 
financial assets by the non-financial sector. This is far from unusual for stock market bubbles, 
which typically involve late purchases of financial assets by small investors that eventually 
result in capital losses. Third, in sharp contrast, the bubble of the 2000s in the US and the UK 
was not accompanied by significant increases in the holdings of financial assets by 
households and enterprises. The nature of that bubble was quite different from the 
Japanese bubble of the 1980s and relied on the accumulation of debt by the non-financial 
sector (primarily households) which subsequently led to the amassing of financial assets by 
financial institutions. Fourth, the penetration of the non-financial sector by financial 
relations, once again, does not match the a priori expectation that market-based finance has 
been preponderant in the decades of financialization: the leading country in this respect has 
been Japan, while the UK has lagged consistently behind. 
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FIG. 4 Financial assets held by the non-financial sector as percentage of GDP; US, Japan, Germany, UK 

Value added 

The character of aggregate financial accumulation can be further established by examining 
national data on value added. The ground here is particularly treacherous since value added 
essentially refers to the value of output minus the value of inputs (intermediate 
consumption) thus capturing the fresh value contributed by particular sectors; the sum total 
of  value  added  across  sectors  is  equivalent  to  GDP  (adjusted  for  taxes  and  subsidies).  The  
conceptual problems posed by finance with regard to value added are immediately 
apparent, since the financial sector is an intermediary entity that does not produce value. 
Nevertheless, in practice, national statistical agencies include the financial sector in the 
calculation of GDP. The net receipts of interest by financial institutions plus fees and 
commissions are typically counted as a measure of the ‘output’ of financial services. 

Consequently, officially published data on value added could be used to obtain some 
(highly imperfect) insight into the value appropriated by the financial sector relative to the 
annual total of value added. This proportion would convey the relative weight of the 
financial sector in the national economy, particularly its evolution over time. The indicator 
has solely heuristic value, since the concept of value added, properly speaking, does not 
apply to finance. A further complication in this respect is that national income statistics 
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often include the financial sector into the considerably broader category of Finance, 
Insurance, and Real Estate (FIRE). The data used in figure 5 refer to the trajectory of value 
added by FIRE rather than by the financial sector narrowly defined. 

 

FIG. 5 Value added in FIRE as percentage of total value added (current prices); US, Japan, Germany, UK 

There is a clear upward trend in all four countries, but the rise of the financial sector also 
exhibits considerable variation. It is instructive to note the different ranking of the four 
countries regarding financial value added compared to financial asset holdings: the US leads 
in value added, while Japan comes last. In other words, gross holdings of financial assets 
offer no guide to the appropriation of value by the financial sector. However, the most 
remarkable evidence refers to the UK where, from a relatively low base, the share of value 
added by FIRE has risen much faster than for the other three, approaching US levels by the 
mid-2000s. The acceleration of the UK began in the mid-1980s indicating rapid 
financialization for more than two decades. 

Together, these last two chapter sections offer evidence that finance has become a more 
significant sector of activity in all four countries. There is also greater penetration of the non-
financial sector by financial relations, while the value appropriated by the financial sector as 
gross revenue has generally increased. This evidence – taken together with the analysis in 
Chapter 7 – indicates that the balance between real and financial accumulation has moved in 
favour of the latter, at least for the countries at the core of the global economy. However, it 
would be incorrect to conclude that all economic magnitudes associated with finance have 
been on a rising trend during this period. In the area of employment things look different, 
and this is a point of considerable importance for the analysis of financialization. 
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Employment in the financial sector 

National statistical data on aggregate employment by the financial sector in the four 
countries are problematic for much of the post-1973–74 period because employment in the 
financial sector has been included with business services, insurance, retail and real estate. In 
recent  years,  however,  data  has  been  made  available  which  focuses  more  closely  on  the  
financial sector and, above all, on financial intermediation (though the starting point of the 
change is different for each country). Thus, figure  6 shows employment in financial 
intermediation as a percentage of total employment. 

The countries of market-based finance, US and UK, have higher levels of financial 
employment than the countries of bank-based finance, Japan and Germany. However, the 
most striking aspect of figure 6 is that employment levels have been low and stable across 
the four countries: the proportion of the labour force employed in financial intermediation 
has been flat (or even gently declining) as the financial sector has surged ahead. If 
employment in financial intermediation (mostly banking) was taken as a proxy for aggregate 
financial employment, it would appear that financialization has not brought a sustained 
increase in the proportion of the labour employed in the realm of finance.8 

The reasons for stagnant employment in financial intermediation are not immediately 
clear, and are probably related to the transformation of banking discussed in subsequent 
sections of this chapter. Suffice it to note that banks have been deeply restructured during 
the last three decades, altering the mix of labour skills and technologies deployed. 
Automation  has  transformed  the  work  of  traditional  bank  tellers,  while  information  
technology has changed the nature of back-office work. Banks have also rebalanced the 
network  of  branches  and  ATMs  in  favour  of  the  latter.  Finally,  banks  have  been  under  
competitive pressure to reduce employment altogether, as has been apparent in Japan since 
the end of the bubble of the 1980s.9 The strong growth of banking in the 1990s and 2000s 
has been achieved with a relatively stable input of labour. 



 211 

 

FIG. 6 Employment in financial intermediation as percentage of total employment; US, Japan, Germany, UK 

Financial profit 

The relatively small proportion of the labour force employed by banks brings into sharp relief 
the final piece of evidence regarding the changing balance between real and financial 
accumulation. Financial profits have become a large and rising part of total profits in the 
course of financialization. 

The clearest and most easily accessible data on this issue is provided by the US national 
income and product accounts (NIPA); using NIPA data, figure 7 traces the movement of US 
financial profit as proportion of total profit. Financial profit here refers to pre-tax profits of 
finance, insurance, bank and other holding companies; calculations include inventory 
valuation adjustment and capital consumption adjustment. The results partly reflect the 
method of calculation, but the overall trend and fluctuations of financial profits would 
remain substantially the same, if other calculation methods were used. 

There has been a generally upward trend in the proportion of financial profits throughout 
the post-war period in the US, but also three distinct phases. First, sustained growth in 
financial  profits  took  place  from  1945  to  the  early  1970s,  the  years  of  the  long  post-war  
boom during which finance was heavily controlled. Second, a period of stagnation – and 
even gentle decline – prevailed from the early 1970s to the early 1980s. Third, from the early 
1980s to the present, the trend has become notably steeper, financial profits reaching the 
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extraordinary proportion of 45 percent of total profits in the early 2000s. Fourth, the 
behaviour of financial profits has been cyclical throughout the post-war period, but the 
cycles  have  become  more  pronounced  since  the  early  1980s.  By  far  the  most  violent  
fluctuation  has  occurred  in  the  course  of  the  crisis  of  the  2000s  for  reasons  discussed  in  
Chapter 9. 

 

FIG. 7 Financial profit as proportion of total profit; US 

Comparable data is not available for the remaining countries in the sample. However, for 
the UK and Japan it is possible to use national income statistics to cast some light on 
financial profits as proportion of total profits. Financial and non-financial profits could be 
approximated through the gross disposable income of, respectively, financial and non-
financial enterprises to which would be added (respectively) taxes on income and wealth.10 
The sums, crude as they might be, could offer a glimpse of the behaviour of financial profits 
in both the UK and Japan during the last two to three decades. 

For the UK relevant data is available for a much shorter period of time than for the US, 
starting only in the late 1980s.11Figure 8 shows a mild upward trend for UK financial profits, 
but the cyclical aspect is more pronounced. Similarly to the behaviour of financial profits in 
the US during the same period, following an increase in the late 1980s and early 1990s, UK 
financial profits declined steadily as proportion of total profits until the early 2000s. In the 
course of the 2000s, however, financial profits rose rapidly, ending the period at a 
significantly higher level. 
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FIG. 8 Pre-tax profits of financial corporations as proportion of total domestic pre-tax profits and of GDP 
(market prices); UK 

Japan presents a similar but also different picture.12Figure 9 shows that financial profits 
rose rapidly during the bubble of the 1980s but then entered a period of stagnation, and 
even gentle decline, though still at a generally higher level. There has also been a cyclical 
aspect to Japanese financial profits, but it has been milder compared to the US and the UK. 

The trajectory of financial profits is perhaps the most striking aspect of financialization, 
and a strong sign of changing balance between real and financial accumulation. Figures 7, 8 
and 9 broadly confirm that financialization has been associated with rising financial profit 
compared to profit from real accumulation. Put differently, the weight of profits generated 
in circulation appears to have increased compared to profits generated in production. Note 
that  the figures underestimate aggregate financial  profits  since they do not include profits  
accruing to individuals and enterprises from holding financial assets. Furthermore, the 
figures do not include financial profits accruing to functionaries of finance in the form of 
bonuses and salaries. 
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FIG. 9 Pre-tax profits of financial corporations as proportion of total pre-tax domestic profits and of GDP; Japan 

Summing up, the evidence presented in this section indicates that in mature capitalist 
countries financial accumulation has been generally on the ascendant, though with 
considerable variations. The flows of loanable capital and the magnitude of financial revenue 
relative to GDP point to a cumulatively greater weight of finance in the economy. Above all, 
financial profits have become a larger part of total profits, even though employment in the 
financial sector has been relatively stagnant. Given that finance is an intermediary activity 
that does not generate value and surplus value, the source of financial profit lies in profits 
and incomes created in other parts of the economy. Thus, even at this highly aggregate level, 
it would appear that financial expropriation, or ‘profit upon alienation and expropriation’, 
has become significant in the course of financialization. This issue is considered in more 
depth in the following section in conjunction with the core relations of financialization. 

Core relations of financialization in mature countries 

The ascendancy of financial accumulation is an aggregate reflection of financialization but 
does not by itself reveal much about the defining tendencies of the latter. Financialization in 
developed capitalist countries, as has been stated in several places in this book, relates to 
fundamental changes in the conduct of non-financial enterprises, banks, and individuals (or 
households). This section, consequently, turns to the economic and social relations 
constituting the core of what might be called mature financialization. It is shown that 
industrial and financial capitals have altered their operations, in part aiming at financial 
profit and thereby re-strengthening the ancient predatory tendencies of finance. New social 
layers have been created, receiving finance-related income and bearing only a passing 
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resemblance to the rentiers of old. In these respects, financialization represents a systemic 
transformation of mature capitalism. 

Financialization of non-financial enterprises 

The core relations of financialization are rooted in the financial operations of non-financial 
capital. Nonetheless, financialization represents neither the escape of productive capital into 
the realm of finance in search of higher profits, nor the turn of productive capital toward 
financial activities at the expense of productive investment. It stands, rather, for a 
transformation of the mix of financial and non-financial activities that are integral to the 
circuit of productive capital. This transformation has implications for the financing of 
investment, the pursuit of financial profit, the internal organization of non-financial 
enterprises, and the tendency to crisis, broadly considered in the remaining chapters of this 
book. 

It cannot be over-emphasized that both monetary and financial operations are integral to 
the circuit of productive capital. Such operations include committing money capital to the 
initial investment, receiving commercial credit to buy inputs, advancing commercial credit to 
sell output, borrowing loanable capital to expand or maintain circuit flows, handling receipts, 
payments and hoards of money, lending temporarily idle money capital to others and, far 
from least, receiving the money value of output with sufficient regularity to prevent the 
circuit from stopping. Productive capital is constantly active in the realm of finance, and 
systematically combines monetary and financial with productive and commercial operations. 
Money and finance are present at the inception of the circuit of productive capital and 
remain intertwined with its operations. 

The financialization of productive capital represents a transformation of financial activities 
as well as a change in the balance between financial and non-financial activities that are 
integral to the circuit. Non-financial capital (industrial and merchant’s) has altered the 
financing of its core activities, acquired further financial skills and accordingly rebalanced its 
profit-making operations. To establish the financialization of non-financial enterprises, 
therefore, theoretical analysis must take as point of departure the financial operations 
intrinsic to the circuit of productive capital. The analysis of the financial system in Chapter 5 
is of critical importance in this regard since both the pyramid of credit relations and the 
associated terrain of stock market operations were shown to be rooted in the processes of 
real accumulation. The financial requirements and operations of productive capital lie at the 
foundation of the financial system, even if the latter retains its relative autonomy and some 
of its institutions have an ancient provenance. 

Mainstream economics proposes the so-called ‘pecking order’ theory to capture the 
financial activities of non-financial enterprises – a sequential order of financing that is 
determined by cost and ease of access on the basis of information asymmetry between 
managers and holders of funds.13 Firms normally prefer to finance investment through 
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retained profits, but new and rapidly growing firms often need external finance. The forms 
of external finance depend on risk, costs and availability over time; a common preference 
ordering would be trade credit, commercial paper, bank loans, bonds, convertible bonds and 
equity. Equity comes last because it signals the belief of managers that the corporation is 
overvalued. The ‘pecking order’ theory is typically contrasted to the ‘trade off’ theory, which 
essentially argues that enterprises decide on the level of leverage by balancing the tax 
benefits against the costs of bankruptcy from holding debt. The ‘trade-off’ theory can be 
given a dynamic aspect by considering the interaction of financing and investment practices, 
also taking into account taxes, financial distress costs and equity floatation costs, to adjust a 
target level of leverage.14 The empirical record for the US, at least, offers some support for 
the ‘pecking order’ theory but results are far from decisive; in practice, leverage for large US 
enterprises is not as high as the theory would predict and firms hold too much equity.15 

From the perspective of Marxist political economy, both theories are ‘too abstract’ at the 
outset, thus falsely opposing each other. There cannot be a general theory of the financing 
decisions of the capitalist enterprise because of the nature of credit and loanable capital, 
discussed in Chapter 5. In practice capitalist enterprises order their financing options and 
choose among equity and debt based on contingent factors. A striking feature of finance for 
large  enterprises  for  most  of  the  twentieth  century,  nonetheless,  has  been  the  dominant  
role of retained profits. On this issue political economy can shed fresh light. 

The most fundamental financial operations of productive capital are, first, to commit 
money capital of sufficient size to commence the circuit and, second, to ensure the regular 
return  of  money  capital  to  maintain  the  continuity  of  turnover.  Productive  capital  is  self-
financing in the fundamental sense of supporting its own circuit primarily out of sales 
revenue, a condition that depends on adequate demand for its output. The replacement of 
cost and the outlay of fresh investment by productive capital in principle rely on recouping 
costs from sales as well as on retaining profits over time. The financing of productive capital, 
therefore, has an ‘internal’ character that becomes dominant as monopolistic tendencies 
prevail in mature capitalism.16 

The engagement of productive capital in ‘external’ financial relations, on the other hand, 
first arises with commercial credit. The latter emerges spontaneously among industrial and 
commercial  capitals  and  becomes  inextricably  linked  with  banking  credit,  as  was  shown  in  
Chapter 5. Commercial credit is the training ground for the acquisition of financial skills by 
productive capital, partly in trading relations among buyers and sellers, partly in connection 
with banks. Borrowing loanable money capital from, and making idle money capital available 
to, banks are financial practices of industrial capital undertaken against the background of 
commercial credit. For productive capital, accessing loanable money capital in open markets, 
whether in the form of debt or equity, requires significant familiarity with banking credit as 
well as considerable financial skill. This is typically an activity of larger units of capital, the 
monopolies of Marxist theory. 
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Financialization of productive capital in this context is a change in the composition of 
‘external’ finance: funds obtained in open markets gain in importance relative to funds 
obtained from banks. The skills and activities of productive capital change accordingly. 
However, changes in the composition of ‘external’ finance always occur against a shifting 
balance between ‘internal’ and ‘external’ finance. This balance depends on the technological 
aspects of production, the rapidity of turnover, the extent of monopolization, the 
institutional organization of markets, and a host of other historically specific factors. Analysis 
of the financialization of productive capital, consequently, must commence with examining 
the balance of ‘internal’ relative to ‘external’ finance. 

Hilferding claimed that, as the scale of production grew larger, the balance between 
‘internal’ and ‘external’ finance moves inexorably in favour of the latter, and banks come to 
dominate ‘external’ finance. The first part of Hilferding’s syllogism is incorrect; the second is 
specific to his time and does not fit contemporary evidence. Indeed, there can be no a priori 
theoretical formulation of either the balance between ‘internal’ and ‘external’ finance, or of 
the composition of ‘external’ finance. They are both historically contingent, reflecting the 
specific features of industrial and financial capital in particular periods and instances, and 
ought to be analysed in these terms. Nonetheless, Hilferding made a decisive contribution by 
stressing the impact that ‘external’ finance has on the operations of the capital that already 
supplies ‘internal’ finance. The internal organization and the conduct of productive capital 
are influenced by the debt and equity characteristic of the money capital that commences 
and  sustains  the  productive  circuit.  This  is  an  important  aspect  of  financialization  that  is  
further considered below. 

Note that, for the purposes of establishing the underlying relations of financialization, it is 
not necessary to examine in further detail the forces that determine the balance between 
‘internal’ and ‘external’ finance for productive capital. It is likely, for instance, that new 
information and telecommunications technologies during the last three decades have 
altered the investment requirements of productive capital while also speeding turnover and 
thus strengthening the role of ‘internal’ finance. It is also likely that the ascendancy of large 
monopoly capitals has further accentuated the significance of retained profits for 
investment. However, for the analysis of financialization it suffices simply to establish the 
actual path of ‘internal’ relative to ‘external’ finance. This is an adequate basis on which to 
examine the changing composition of ‘external’ finance, which lies at the core of 
financialization. 

Empirical analysis of the financialization of non-financial enterprises in this section thus 
proceeds in two stages. The first considers the trajectory of ‘internal’ relative to ‘external’ 
finance in funding aggregate investment during the last four decades. Data is deployed on a 
net basis, that is, after balancing out the sources and uses of funds by non-financial 
enterprises as a whole. There is an obvious risk in this approach: the cancelling out of the 
financial activities of non-financial enterprises on both sides of the balance sheet. 
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Nonetheless, the results can still cast a revealing light on the funding practices of the 
productive sector in the four countries. The second stage then turns to the composition of 
‘external’ finance, and considers the balance between ‘trade credit’, ‘banking’ and ‘market’ 
sources of funds. Analysis focuses on the relative size but also on the mix of financial assets 
and liabilities of non-financial enterprises. The calculations are undertaken without netting 
out and thus offer an additional and corrective light to the first stage. 

Data is again drawn from flow of funds accounts of the four countries, thus presenting 
significant problems, two of which stand out and merit reference in advance. First, and by 
far the most severe, the data does not differentiate between large monopolistic enterprises 
and other non-financial enterprises. Since the analytical argument in this book is that the 
tendency to financialization holds primarily for large enterprises in mature countries, it 
would be necessary to interpret the results with caution. Second, the data on financial assets 
and liabilities for non-financial enterprises in the US contains an enormous ‘Net Worth’ 
category, typically exceeding 50 percent of aggregate liabilities. It is not clear how the 
category has been constructed, making it difficult to analyse the composition of the financial 
liabilities of US enterprises. 

The first stage examines the financing of aggregate investment by deploying a framework 
originally developed by Jenny Corbett and Tim Jenkinson.17 The framework – which has been 
adapted for use in this chapter in ways discussed in detail in the Appendix to this chapter – 
establishes the financing of investment by netting out sources from uses of funds. 
Investment is thus shown to be financed by retained earnings (‘internal’) as well as a variety 
of other methods, including loans, securities, and so on (‘external’). To fit the analytical 
concerns of this book, ‘external’ finance has been grouped into ‘market’ and ‘bank’ along 
lines again explained in the Appendix. The results for trade finance have not been presented 
in the diagrams below because their magnitude was not large enough to merit inclusion, and 
they would have complicated the presentation needlessly. 

Thus, figure 10 for the US shows that throughout the entire period following the Second 
World War ‘internal’ finance has been dominant in financing investment. The dominance has 
been near absolute in the years of financialization as ‘internal’ finance has typically 
accounted for the whole of investment; and even substantially more, once the crisis of 2007 
had burst out, as US corporations have been holding much larger funds than they invest. 
‘External’ finance for US enterprises, on the other hand, has been far less important and 
more strongly cyclical throughout this period. It is notable that ‘bank’ and ‘market’ finance 
have frequently moved in opposite directions, and strongly so in the 2000s. If ‘external’ 
funding is added up, as in figure 11, it becomes clear that its relative weight has declined in 
the US since the end of the 1970s. In sum, financialization in the US has been a period of 
heavy reliance of non-financial enterprises on retained earnings and of declining reliance on 
‘external’ finance. 
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Similar results hold for the UK, shown in figure 12. The financing of investment on a net 
basis throughout the years of financialization has relied overwhelmingly on retained 
earnings; in the 2000s, in particular, UK non-financial enterprises have held substantially 
greater funds than they have invested. ‘External’ finance has been strongly cyclical, while 
‘bank’ and ‘market’ finance have often moved in opposite directions. Finally, the declining 
importance of ‘external’ finance in the years of financialization is also apparent in figure 13 
that adds up ‘bank’ and ‘market’ funding. 

Equally  striking  are  the  figures  for  Germany,  although  the  data  does  not  allow  for  the  
funding of investment to be estimated for a length of time comparable to the US and even to 
the  UK.  Nonetheless,  it  is  clear  from  figure 14 that retained earnings have been the 
dominant form of funding and their significance has steadily increased in the 2000s. German 
non-financial enterprises are not different to US and UK enterprises in this respect, despite 
the bank-based character of the German financial system. Note that ‘external’ finance has 
also behaved in a broadly cyclical manner, while ‘bank’ and ‘market’ funding have generally 
moved in opposite directions. Finally, figure 15 shows  that  total  ‘external’  finance  of  
investment has declined in importance similarly to the US and the UK. 

 

FIG. 10 Net sources of finance as percentage of capital expenditures; US 
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FIG. 11 Total net external funding as percentage of capital expenditures; US 

The  most  striking  results,  however,  are  those  for  Japan,  a  historic  cradle  of  bank-based  
finance and a country in which non-financial enterprises have traditionally relied on bank 
loans to finance investment. The data for Japan presents particularly intractable problems, 
explained in the Appendix, and as a result the figures should be treated with considerable 
caution. What matters are the trends and not the absolute levels estimated. Thus, figure 16 
shows that ‘internal’ funds began to rise in importance in the early 1990s and after the burst 
of the Japanese bubble of the 1980s. The ascendancy of retained profits in the following two 
decades has been astounding, with Japanese non-financial enterprises holding substantial 
volumes of liquid funds by 2010. Bank credit and market funding have declined steadily in 
importance, while fluctuating in opposite directions. The decline of ‘external’ finance is also 
apparent in figure 17. There is little doubt that Japanese non-financial corporations have 
become far less dependent on bank (and other external) finance than at any time in the 
post-war period. 

 



 221 

FIG. 12 Net sources of finance as percentage of gross capital formation; UK 

 

FIG. 13 Total net external funding as percentage of gross capital formation; UK 

 

FIG. 14 Net sources of funds as percentage of gross capital formation; Germany 
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FIG. 15 Total net external funding as percentage of gross capital formation; Germany 

In  sum  the  first  stage  of  the  empirical  investigation  of  non-financial  enterprises  has  
established their rising independence from ‘external’ finance across the four countries. 
Productive capital in the leading countries of both bank-based and market-based finance 
relies increasingly on retained earnings to finance investment on a net basis. Financialization 
is characterized by a widening space between non-financial enterprises and banks. In this 
fundamental sense financialization is present across mature capitalist countries irrespective 
of the historic characterization of financial systems. At the same time, non-financial 
enterprises have acquired skills and capabilities that allow for closer engagement with the 
operations of the financial system. In this regard, there are significant differences among the 
leading capitalist countries, as is shown below. 

 

FIG. 16 Net sources of finance as percentage of capital expenditures; Japan 
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FIG. 17 Total net external funding as percentage of gross capital formation; Japan 

The second stage of the empirical examination of non-financial enterprises turns to the 
composition of ‘external finance’ by considering gross uses and sources of funds. The aim is 
to capture the changing involvement of non-financial enterprises with the financial sector on 
both sides of the balance sheet, showing non-financial enterprises as both borrowers 
(recipients) and lenders (suppliers) of finance. A further aim is to demonstrate the changing 
composition of ‘external’ activities, again on both sides of the balance sheet, establishing the 
content of financialization more fully. 

Consider first the composition of financial assets held by non-financial corporations, 
shown for each of the four countries in figures 18, 19, 20, and 21. The categories chosen to 
reflect the composition are, first, currency and deposits indicating the holding of liquidity by 
non-financial enterprises; second, securities, indicating the lending of loanable capital but 
also cross-share-holdings; and third, trade credit, indicating provision of a type of credit 
among enterprises which retains a substantial degree of independence from the financial 
system. 

It is necessary to interpret these figures with caution, particularly for the US where the 
trends are distorted by the vast entry of ‘Other’, as has already been mentioned. The most 
striking feature has been the steady decline of trade credit supplied by non-financial 
corporations in the US, Japan and the UK, while trade credit has risen in Germany. It appears 
that non-financial enterprises have become more directly dependent on the financial system 
for the needs of capital circulation, except in Germany. Equally striking, but not surprising, 
has been the inverse relationship between money and securities held by non-financial 
corporations in all four countries. There are no strong trends: non-financial corporations 
tend  to  alter  the  composition  of  financial  assets  according  to  general  economic  conditions  
and the fluctuations of the rate of interest. 
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Important in this respect have been mergers and acquisitions (M&A) by non-financial 
enterprises particularly in Anglo-Saxon financial systems during the last several decades. 
M&A is a key lever of the centralization of capital and is therefore implicit to the funding 
activities of monopolistic enterprises, though its extent obviously depends on the overall 
character of the financial system. M&A activity also offers opportunities to extract financial 
profit and could therefore warp the internal functioning of monopolies. This is a regular 
theme in heterodox literature on finance, typically also stressing the deleterious effect of 
stock market involvement for investment by non-financial enterprises, and thus directly 
related to the debate on ‘shareholder value’.18 For the approach to financialization adopted 
in this book, however, changes in the mix of financial assets and liabilities of non-financial 
enterprises – including independent transactions in the stock market – have an indirect and 
mediated relationship with investment decisions. There is little doubt that the internal 
organization of monopoly capital is altered when stock market M&A becomes an important 
part  of  its  activities,  but  the  causal  link  with  investment  is  far  from  obvious.  This  is  not  to  
deny the empirical fact of weak investment in mature capitalist countries, which is further 
discussed in Chapter 9. 

 

FIG. 18 Composition of total financial assets of non-financial corporations, 1975–2008; US 
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FIG. 19 Composition of total financial assets of non-financial corporations, 1978–2008; Japan 

On the other side of the aggregate balance sheet, the composition of the financial 
liabilities of non-financial corporations are shown in figures 22, 23, 24 and 25 for each of the 
four countries. The categories chosen to capture the composition are, first, securities other 
than shares; second, total equity; third, total loans; and fourth, trade credit. The first two 
can be thought of as market funding that includes commercial paper, bonds, shares and 
other securities issued in open markets; the third indicates provision of funding from banks; 
the fourth offers evidence of credit funding that is generated spontaneously among 
enterprises. 

 

FIG. 20 Composition of total financial assets of non-financial corporations, 1991–2008; Germany 
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FIG. 21 Composition of total financial assets of non-financial corporations, 1987–2008; UK 

It is apparent that trade credit as a source of funding has been in steady decline in the US, 
Japan and the UK, although data is not available for Germany. The decline is consistent with 
the evidence on trade credit from the asset side, and again points to a greater direct 
involvement by non-financial enterprises in the activities of the financial system to obtain 
liquidity for purposes of circulation. Bank loans, on the other hand, have declined steadily as 
a proportion of liabilities in the US, and even more prominently in Japan and Germany. 
Needless to say, Japanese and German corporations continue to carry a greater proportion 
of bank debt than US corporations, reflecting the bank-based character of German–Japanese 
finance. 

 

FIG. 22 Composition of non-farm non-financial corporations’ liabilities, 1975–2009; US 
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FIG. 23 Composition of non-financial corporations’ liabilities, 1979–2009; Japan 

The UK, finally, has exhibited unusual behaviour in the 2000s as bank borrowing by 
enterprises appears to have grown strongly. This aspect of the UK is discussed further below; 
note, however, that the rise in bank borrowing by UK corporations has been heavily due to 
foreign banks. Market funding, finally, shows a steady increase in the US, Japan and 
Germany, but declines in the UK in the 2000s, in line with the rise in bank funding. 

 

FIG. 24 Composition of non-financial corporations’ liabilities, 1991–2008; Germany 
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FIG. 25 Composition of non-financial corporations liabilities, 1987–2008; UK 

Summing up, the evidence from both the asset and the liability side of the balance sheet 
of the non-financial corporate sector indicates that financialization has occurred in all four 
countries. To be specific, non-financial enterprises exhibit more reliance on securities 
markets and less reliance on banks for funding; they also exhibit weaker spontaneous 
generation of trade credit. On this basis, the financialization of non-financial corporations 
means that they have become more closely integrated with the financial system, while 
becoming more distant from banks. Productive capital is financializing, but there is no return 
of finance capital. 

Transformation of banks 

The financialization of non-financial enterprises has had significant implications for banks, 
the transformation of which has been a key feature of the period. Consider the expansion of 
the  banking  sector  indicated  by  the  financial  assets  of  commercial  banks  with  respect  to,  
first, GDP, second, the financial assets of the entire financial sector, third, total domestic 
financial assets and, fourth, total financial assets including the rest of the world, shown in 
figures 26, 27, 28 and 29 for each of the four countries. 

There  has  been  strong  growth  of  commercial  banks  relative  to  GDP  across  all  four  
countries. Even in Japan, where banks have gone through prolonged stagnation following 
the bubble of the 1980s, banks were substantially larger relative to the rest of the economy 
by the late 2000s. However, striking differences also exist among the four countries – banks 
have become proportionately larger in the UK compared to Japan, to Germany and even to 
the US.19 Note also that, for the US and Japan, the weight of commercial bank assets relative 
to domestic  financial  assets  is  similar  to that  relative to financial  assets  held by the rest  of  
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the  world;  however,  for  Germany  and  the  UK,  the  former  is  significantly  higher  than  the  
latter. It appears that economic agents in Germany and the UK have been more heavily 
involved in international financial transactions than in the US and Japan. 

The ratio of bank assets to the total assets of the financial sector merits closer attention. 
The ratio has declined in the US and Germany, although it has remained stable in Japan and 
even risen gently in the UK. The remarkable aspect of figures 26 to 29 in this respect is the 
reassertion of commercial banking in the 2000s: the ratio has stopped declining and even 
risen in all four countries. In the course of the enormous bubble of the 2000s, commercial 
banks have reaffirmed their key position in mature financial systems. The reassertion of 
commercial banks has occurred in part through acquiring functions associated with 
mediating transactions in open financial markets. Commercial banks have remained the hub 
of the financial system, although their activities have changed substantially to include open 
market mediation and lending to individuals. The accompanying transformation has had 
profound implications for the internal functioning of banks as well as for their ability 
effectively to mediate the flows of loanable capital. In particular, the internal reorganization 
of banks and the introduction of new technology appear to have affected the ability of banks 
to appropriate and assess information about borrowers, an issue that is further discussed in 
the next chapter. 

These developments are important to analysing further the variations in the ascendancy 
of banks among the four countries. Consider figures 30, 31, 32, and 33, which show the 
composition of bank assets in each country. The categories chosen to reflect the 
composition are, first, lending to non-financial enterprises, second, lending to households 
for mortgages, consumption and other purposes, and third, lending to other banks or 
financial  institutions.  Data  availability  does  not  allow  for  these  indexes  to  be  calculated  in  
the  same  way  for  all  four  countries,  or  even  at  all.  Considerable  caution  is  therefore  
necessary in interpreting the results. 
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FIG. 26 Commercial bank assets as a share of financial sector financial assets, of total economy financial assets 
and of GDP, 1959–2009; US 

 

FIG. 27 Commercial bank assets as a share of financial sector financial assets, of total economy financial assets 
and of GDP, 1979–2009; Japan 

 

FIG. 28 Commercial bank assets as a share of financial sector financial assets, of total economy financial assets 
and of GDP, 1991–2009; Germany 



 231 

 

FIG. 29 Commercial bank assets as a share of financial sector financial assets, of total economy financial assets 
and of GDP, 1987–2009; UK 

Several distinctive features of bank conduct during the period of financialization are 
immediately apparent. First, lending to non-financial enterprises has declined in all four 
countries, particularly since the early 1990s, as financialization reached full swing. The 
relative detachment of banks from productive accumulation in the course of financialization, 
discussed in previous chapters, is broadly reflected in the figures. Second, lending to 
households  for  mortgages  has  risen  strongly  in  the  US  and  Japan;  it  has  remained  flat  in  
Germany; and it appears to have fallen proportionately in the UK (mortgage loans are by far 
the largest part of bank loans to UK households). The relative decline of household lending 
by banks in the UK probably reflects the rising proportion of lending to non-residents by UK 
banks (not shown in the figure). It is also notable that lending to individuals for consumption 
purposes is a relatively minor aspect of bank lending across the four countries, though 
significant volumes of consumer loans are almost certainly included in mortgage loans; third, 
lending by banks to other banks has risen significantly in the UK and Germany, but the data 
does not allow for this ratio to be calculated in the US and Japan. The turn of banks to 
mediating in open markets is clear at least for the UK and Germany. 
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FIG. 30 Composition of commercial bank assets, 1950–2009; US 

 

FIG. 31 Composition of bank assets, 1979–2009; Japan 
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FIG. 32 Composition of domestic bank lending as a share of total bank assets, 1981–2010; Germany 

 

FIG. 33 Composition of MFI loans as a share of MFI assets, June 1990-March 2010; UK 
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FIG. 34 Composition of commercial bank liabilities and equity capital, 1970–2009; US 

 

FIG. 35 Composition of bank liabilities, 1979–2009; Japan 

In sum, the figures confirm the ascendancy of commercial banks as well as their gradual 
detachment  from  productive  accumulation  in  the  course  of  financialization.  There  also  
appears to be a general tendency for banks to turn toward lending to households; lending to 
households has been mostly for mortgages rather than for consumption. Finally, although 
the data generally makes it difficult to ascertain the extent of lending among banks, there is 
evidence of its rise consistent with the turn of banks toward transactions in open financial 
markets. 
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FIG. 36 Composition of bank liabilities, 1980–2010; Germany 

 

FIG. 37 Composition of commercial bank liabilities as a share of total financial liabilities, 1987–2008; UK 

The last aspect of banking to consider in this connection is the composition of bank 
liabilities, shown in figures 34, 35, 36, and 37. The categories chosen to capture the 
composition are, first, deposits, second, securities and other borrowed funds, third, equity 
and capital. 
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There is significant variation in the funding of commercial banks among the four countries. 
Thus, US banks have increased their reliance on borrowed funds while also increasing bank 
capital; meanwhile, deposits have steadily declined. German banks have an even stronger 
and still rising reliance on borrowed funds, and deposits have similarly declined. It appears 
that both US and German commercial banks have adopted similar funding practices. UK 
banks have behaved along the same lines in the 2000s, heavily increasing the significance of 
borrowed funds, while reducing that of deposits. Equally remarkable for UK banks, however, 
has been the decline in own capital in the course of the bubble of the 2000s, which 
temporarily raised profitability but eventually left banks extremely weak. In Japan, finally, 
banks appear indeed to have behaved differently from the other countries. Japanese banks 
have financed activities mostly through rising deposits rather than through borrowed funds. 
This  is  yet  more  evidence  that  Japanese  banks  have  been  cautious  in  turning  toward  
mediation in open markets, probably as a result of the protracted crisis of Japanese banking 
following the bubble of the 1980s. 

Financialization of households and individuals 

The most striking aspect of financialization is the penetration of financial transactions into 
the circuits of personal revenue, as has already been mentioned in earlier chapters. 
Households have been driven into the arms of  the formal  financial  system with respect  to 
both liabilities and assets. The implications are profound for banks and financial markets. 

Consider, first, the side of financial liabilities. Households have amassed heavy financial 
liabilities in the course of financialization, reflecting rising indebtedness. There are several 
causes of this development which only partially relate to weakly increasing (or stagnant) real 
incomes among workers and others. Indeed, the available evidence reveals a nuanced and 
complex process of household financialization. Figures 38 to 41 disaggregate household 
indebtedness by splitting it into mortgage debt, unsecured consumer debt and other 
liabilities  for  each  of  the  four  countries.  By  far  the  largest  component  of  indebtedness  is  
mortgage debt, which has also grown strongly (except for Germany); unsecured consumer 
debt  has  also  generally  increased,  but  it  is  far  from  a  dominant,  or  even  a  large,  part  of  
household liabilities.20 The bulk of household indebtedness in the period of financialization 
in mature countries has been for mortgage purposes. To be sure, mortgage borrowing 
probably  conceals  some  consumption  loans  that  have  been  obtained  against  the  value  of  
housing; nonetheless, housing remains the cause of most household indebtedness.21 
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FIG. 38 Composition of household liabilities as a share of GDP, 1945–2009; US 

 

FIG. 39 Composition of household liabilities as a share of GDP, 1987–2009; UK 
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FIG. 40 Composition of household liabilities as a share of GDP, 1991–2009; Germany 

The preponderance of housing points to a key factor behind the financialization of 
households in recent decades: rising household indebtedness has been associated with 
changes in the social provision of basic services including housing, health, education, 
transport and so on. To the degree to which social provision has retreated, or failed to 
expand, private provision has taken its place, mediated by finance. The financialization of 
personal revenue, in this light, is the process through which the financial sector has 
mediated the private provision of goods and services to households.22 Attached to this 
process has been financial expropriation – the transfer of personal income directly to the 
profits of the financial institutions that have played this mediating role. 

The evidence shows that financialization of households has meant, above all, heavy 
reliance on private providers of finance – banks, or institutions associated with banks – to 
obtain housing. For this reason, financialization of households and individuals has varied 
according to the institutional, traditional and customary housing mechanisms of each 
country. Japan, for instance, has had a gigantic housing bubble in the 1980s, the collapse of 
which has acted as a deterrent to the expansion of housing debt in recent years. Germany, 
on the other hand, has relied more heavily on rented accommodation than the other 
countries. Thus, there has been no housing bubble in Germany (and Japan) in the 2000s and 
by this token household indebtedness has been much lower relative to the US and the UK. 
Indeed, figures 38 to 41 show that in recent years household indebtedness has declined in 
Japan and Germany compared to the US and the UK. This difference has played a vital role in 
the unfolding of the global crisis after 2007, as is shown in Chapter 9. 
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FIG. 41 Composition of household liabilities as a share of GDP, 1980–2009; Japan 

However,  financialization  of  households  does  not  relate  only  –  or  even  mostly  –  to  
household liabilities, and therefore to household borrowing. Households have also become 
heavily involved in the formal financial system to manage saving out of personal income. 
Important  to  this  process  have,  once  again,  been  changes  in  the  social  provision  of  basic  
services, above all, pensions. A vital part of financialization has been increasing private 
provision of pensions which has directed a part of personal income toward financial assets 
held privately.23 
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FIG. 42 Composition of household financial assets as a share of GDP, 1945–2009; US 

Private financial institutions have also participated in this aspect of financialization 
transforming pension savings into loanable capital, thus extracting financial profit and 
adding a further dimension to financial expropriation. Once again, patterns have varied from 
country to country according to historical, political, customary, and even cultural factors of 
pension provision. Figures 42 to 45 indicate some of the key differences by showing the 
composition of financial assets held by households in the four countries. Five categories 
have  been  deployed,  according  to  data  availability  in  each  country:  corporate  shares  and  
equity, insurance and pension funds, mutual funds, credit market instruments, and bank 
deposits. 

Bank deposits have been a more significant part of household assets in Japan and 
Germany  compared  to  the  US  and  the  UK.  The  US  has  also  been  quite  exceptional  with  
regard to the holding of equity by households – there is no comparison with the other three. 
The unusual position of the US in this respect reflects its historical trajectory, including the 
ideological strength of ownership of equity capital. The most striking feature of household 
financial assets in all four countries, however, has been the strong and rising holdings of 
insurance and pension fund claims. This has been a characteristic part of the financialization 
of household income, providing a foundation for the expanded operations of non-bank 
financial intermediaries in financial markets. Household assets have been a source of 
financial profit both in terms of fees earned by the institutions involved but also in terms of 
capital gains and transactions in financial assets for both intermediaries and final holders. 
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FIG. 43 Composition of household financial assets as a share of GDP, 1987–2009; UK 

Recapping, the two last sections have shown that both the ascendancy of financial 
accumulation and the rising weight of financial profit are commonly observed features of the 
US, Japan, Germany and the UK. Similarly present are the underlying tendencies of 
financialization: first, increasing involvement of non-financial corporations in financial 
transactions, but relatively independently of banks; second, a turn of banks toward financial 
transactions  in  open  markets  as  well  as  with  households;  third,  increasing  involvement  of  
households in formal finance, with regard to both liabilities and assets. The evidence has 
also revealed considerable variation of financialization reflecting the specificity of 
institutional and historical development of each country. Furthermore, the old distinction 
between bank-based and market-based finance has not disappeared; rather, it has assumed 
new  characteristics,  such  as  more  limited  financialization  of  households  in  countries  with  
bank-based financial systems. 
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FIG. 44 Composition of household financial assets as a share of GDP, 1991–2009; Germany 

 

FIG. 45 Composition of household financial assets as a share of GDP, 1980–2009; Japan 

In view of the general but variable character of financialization in mature countries, the 
next section considers empirical evidence on financialization in developing countries. 

Subordinate financialization in developing countries24 

Financialization has been a process occurring primarily among advanced countries. However, 
there has also been financialization in developing countries, entailing structural 
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transformation of domestic financial systems but also of the interaction between domestic 
economy and global finance. Financialization in developing countries has specific features 
reflecting the dominant role of developed countries in the world market. There has been no 
return to formal imperialism but financialization in developing countries has had a 
subordinate character deriving from the hierarchical and exploitative nature of interactions 
in the world market. 

The beginnings of financialization in developing countries can be found in the wave of 
financial liberalization of the 1970s, which removed price and quantity controls in domestic 
financial systems. The results in terms of investment, efficiency and growth have been 
mediocre, but financial liberalization in developing countries has gradually accrued several 
other  features,  including  introduction  of  stock  markets;  by  the  late  1980s  it  had  morphed  
into an integrated development strategy, the Washington Consensus. Guided and enforced 
by the World Bank and the IMF, the Washington Consensus forced changes in domestic 
finance in developing countries generally favouring a shift away from bank-based, relational, 
government-controlled structures toward market-based, arm’s-length, private institutions 
and mechanisms.25 Financialization of developing countries began to take shape on this basis 
in the late 1990s and the 2000s. 

A fundamental component of the Washington Consensus has been the opening of 
domestic economies to international capital flows, typically on the grounds that capital 
would flow from rich to poor countries, thus promoting development. Indeed, the mode of 
integration of developing countries in the world market has been transformed since the 
1990s. Although the bulk of foreign direct investment (FDI) has taken place among 
developed countries, there has also been sustained export of capital from developed to 
developing countries in the form of FDI as well as in the form of bank and portfolio flows. It 
is also notable that, as dynamic capitalist accumulation has emerged in several developing 
countries, including China, there have also been sizeable flows of FDI among developing 
countries.26 

However, as developing countries have participated more closely in world capital flows, 
extraordinary patterns have emerged. Capital flows have become strongly negative for 
developing countries on a net basis, that is, capital has flown from poor to rich countries. 
This has been a striking feature of international financialization, marking a profound 
difference with the period of imperialism. The reverse flow of capital has not originated in 
actions taken by capitalist enterprises and other private agents but in actions by public 
agents in both developed and developing countries. The phenomenon of reverse capital 
flows is associated with the contemporary role of world money which has affected the 
hierarchy among capitalist countries in the world market as well as lending a subordinate 
character to financialization in developing countries. 

The Washington Consensus has, furthermore, encouraged entry of foreign banks into 
developing countries. The rationale has typically been that foreign banks would improve 
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efficiency while helping to meet domestic credit shortages. In practice, entry by foreign 
banks into developing countries since the 1990s has had unexpected results including the 
redirection of bank lending toward personal income. Foreign bank entry has been a factor 
leading to subordinate financialization. 

In the following section subordinate financialization is considered primarily in connection 
with capital flows and foreign bank entry. The reversal of capital flows has entailed 
significant costs for developing countries, resembling the imposition of an informal tribute 
paid by developing to developed countries, above all, to the US. The reversal of capital flows 
has also contributed to strong growth of domestic financial markets, particularly for middle-
income countries, thus further catalysing domestic financialization. Foreign bank entry, on 
the other hand, has also promoted domestic financialization encouraging phenomena 
reminiscent of the transformation of finance in developed countries. 

Reversal of net capital flows 

Fundamental to subordinate financialization have been the flows of both international 
capital and international trade, particularly after the Asian crisis of 1997–98. Figure 46 sums 
up net global flows of value between developed and developing countries. Standard 
categories are deployed, following IMF methodology; flows are defined as private, official, 
current account, and reserve, the sum of which results in an overall net flow. 
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FIG. 46 Net global capital flows, emerging and developing countries, $bn 

A remarkable aspect of global flows has been the growing divergence between private 
and official flows after 2002. The Asian crisis of 1997–98 led to a collapse of private flows, 
but during 2002–2007 there was a strong recovery. During the same period, however, net 
official flows became negative, partly because aid flows remained weak, but mostly because 
developing countries repaid official debts, especially debts to international organizations 
that  had been accumulated at  the end of  the 1990s.  The expansion of  capital  flows in the 
2000s ended in collapse, similarly to the late 1990s, but the outcomes of the ensuing crisis 
have been quite different. 

Figure 47 affords further insight into private capital flows by showing their composition. 
Once again, standard IMF categories are deployed: foreign direct investment, portfolio, and 
‘other’ flows – the last indicating mostly short-term bank lending. 

FDI has been by far the most vigorous component of private flows in the 2000s, expanding 
even after the Asian crisis. The balance of productive capacity across the world has changed 
significantly  as  domestic  capitalist  accumulation  has  continued  to  expand  in  several  
developing countries.27 Portfolio flows, on the other hand, have been weak and fluctuating 
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throughout the period, but have rebounded strongly after the crisis of the 2000s as loanable 
capital in mature countries has sought profits in developing countries. ‘Other’ flows have 
remained weak until 2005, subsequently recovering strongly, even though far from 
uniformly across developing countries, as is shown below. However, ‘other’ flows declined 
severely once the crisis of the 2000s had burst out. The expansion of short-term flows has 
proven precarious, and was sharply reversed once financial turmoil had engulfed banks. 

 

FIG. 47 Private capital flows, emerging and developing countries, $bn 

Figure 46 further shows that, during this period, substantial current account surpluses 
have emerged among developing countries. Underlying this phenomenon has been the 
closer integration of developing countries into the world market as policies of trade 
liberalization have been generally adopted after the 1980s. Increasing integration has held 
even for low-income countries in Africa and Asia, judging by exports relative to GDP.28 

The trajectory of the current account in the 2000s has varied significantly among 
developing countries in line with trade specialization and other historically specific factors. 
However, two broad groups of developing countries stand out. The first comprises countries 
that have gained share in international manufacturing, most prominently China, and thus 
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earned substantial surpluses from exports to developed countries, including consumer goods 
to the US and Western Europe. The second comprises commodities exporters, above all, oil 
exporters, including Russia and the Gulf countries, but also exporters of industrial metals. 
Rising commodity prices around the middle of the decade resulted in substantial trade 
surpluses for exporters, though less for agricultural raw materials. 

By  far  the  most  striking  aspect  of  figure 46, however, has been the growth of reserve 
holdings by developing countries. Accumulation of reserves is ultimately the reason why the 
net  global  flow  of  capital  has  been  reversed  leading  to  capital  flowing  from  poor  to  rich  
countries. Reserve accumulation and the net outflow of capital from poor to rich countries 
became  smaller  during  and  after  the  crisis  of  2007–2009  as  current  account  surpluses  
declined in the global recession of 2008–2009, but the underlying trend has again 
manifested itself after 2009. This is a remarkable feature of subordinate financialization that 
runs counter to the precepts of the Washington Consensus regarding capital flows – that 
capital would flow from rich to poor countries.29 

Table  1 gives further detail on reserve accumulation by developing countries. China has 
dominated reserve holdings, possessing more than a third of total reserves, on account of its 
persistent current account surpluses; significant other holders have included oil exporters. 
The most remarkable holder of reserves, however, is Sub-Saharan Africa, whose holdings 
have increased dramatically during the period. As subordinate financialization has spread, 
even  impoverished  Africa  has  contributed  to  the  net  flow  of  capital  from  poor  to  rich  
countries. 

 

TABLE 1 Reserves of emerging and developing countries, US $bn 
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There are several reasons why developing countries have accumulated reserves in the 
2000s. The shock of the reversal of private capital flows in 1997–98 has encouraged a policy 
of so-called ‘self-insurance’. This is an unfortunate euphemism for the policy of keeping 
expensive reserves imposed on developing countries by the functioning of the dollar as 
world money. Developing countries were left to fend for themselves in an environment of 
re-strengthened private flows in the 2000s, and hence attempted to reduce exposure to 
short–term and portfolio flows. Along similar lines, developing countries have increased 
reserves to protect themselves from the potentially disastrous implications of sudden 
private capital flow reversals.30 ‘Self-insurance’ has been actively enforced by the World 
Bank and the IMF monitoring the levels of reserves relative to exports and to domestic 
monetary growth of even the poorest developing countries. Three rules have been used in 
practice to set the level of reserves; first, that the ratio of reserves to imports should be 
sufficient to confront an unexpected deterioration of the balance of trade; second, that the 
ratio of reserves to short–term external debt should be enough to cover all short term 
external debt due for a period ahead, typically twelve months (the Greenspan–Guidotti 
rule); third, that the ratio of reserves to the money supply should be sufficient to deal with a 
sudden capital outflow (typically reserves should correspond to 20 percent of M2). 

Reserve accumulation has also resulted from exchange rate policies adopted by 
developing countries.31 On the one hand, developing countries with current account 
surpluses have attempted to prevent exchange rates from rising. On the other, policies of 
inflation targeting have often been forced on developing countries as part of the 
Washington Consensus. Inflation targeting has meant that exchange rates were pegged 
relative to the dollar  or  other major currencies to control  imported inflation;  to be able to 
defend the peg, developing countries have had to accumulate reserves. By the same token, 
developing countries have adopted high domestic interest rates, thus even resulting in rising 
exchange rates during this period. The latter have encouraged forms of ‘carry trade’, that is, 
domestic residents borrowing abroad in order to invest in financial assets in developing 
countries.32 As borrowing abroad rose, so did the pressure to hold reserves. The end result 
has been that developing countries have exported capital to the developed core of the world 
market. This is perhaps the most remarkable aspect of subordinate financialization and 
closely connected to the role of the dollar as world money. 

World money forces subordinate financialization 

The precise composition of international reserves is not publicly available, but there is little 
doubt that the bulk comprises US dollars. The policy of reserve accumulation has thus 
amounted to developing countries storing dollars in order to be able to participate in 
international trade and to confront financial flows in the world market. In terms of the 
Marxist theory of money discussed in Chapter 4, reserve accumulation is intensified 
hoarding of the dollar as world money. The extent of such hoarding by developing countries 
is unprecedented, in view especially of the US dollar being nothing more that state-backed 
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central money resting on US government securities. In effect, developing countries have 
been accumulating vast hoards of a form of money that rests solely on the promise of the US 
government to pay an (intrinsically valueless) dollar for every nominal dollar of its debt. 

For this reason, the safest way for developing countries to accumulate dollars has been to 
purchase US public debt. The expansion of reserves by developing countries during the 
2000s has thus meant that official institutions, primarily central banks, have held a growing 
share of US public securities. More specifically, an increasing proportion of US Treasury 
securities have been held abroad in the 2000s, including long-term securities issued by the 
Government Sponsored Agencies that are the backbone of the US housing market.33 The 
capital flows associated with reserve holdings, consequently, have emerged from 
transactions among states, or public agents, not among private capitalists. These flows have 
also had a direct connection to the US housing bubble, discussed in Chapter 9. 

Increasing hoards of quasi-world-money by developing countries, therefore, represent a 
form of official lending by developing countries to the US state undertaken with funds that 
could have been potentially invested domestically to support development. Consequently, 
international capital flows and reserves of world money have created a source of gain for the 
US economy under conditions of financialized capitalism. Developing countries have been 
implicitly subsidizing the hegemonic power in the world market purely to gain access to the 
dominant form of (valueless) world money.34 

The cost of the subsidy for developing countries has been gauged through a variety of 
methods.35 One way has been to focus on countries that have received significant inflows of 
private short-term capital and have thus been obliged to keep sizeable reserves in order to 
offset the risk of sudden reversal of flows. This group of developing countries has effectively 
received significant borrowing from abroad – incurred by private enterprises – and 
proceeded  to  ‘insure’  the  private  debts  by  advancing  official  loans  to  the  US.  The  private  
borrowing,  however,  would  have  typically  occurred  at  commercial  rates  of  interest,  while  
the ‘insurance’ earned much lower official US interest rates. In a pioneering study, Dani 
Rodrik has estimated the social cost of such an ‘insurance’ policy at perhaps 1 percent of 
developing country GDP.36 

Note that the beneficiaries of this informal tribute paid by the global poor to the US have 
included not only the US public sector but also capitalists in developing countries. Private 
enterprises and others in developing countries have been able to borrow abroad at rates 
that were typically lower than domestic rates, while indirectly ‘insuring’ the debt by 
imposing the costs on society as a whole. Moreover, private borrowers have also used the 
funds to invest in domestic financial assets in a form of ‘carry trade’ that has allowed for the 
direct appropriation by private borrowers of the benefits of interest rate spreads. Reserve 
accumulation has thus induced internal differentiation in developing countries. 
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A  further  way  of  gauging  the  cost  of  reserves  for  countries  that  run  significant  current  
account surpluses, or for poor countries in receipt of foreign aid, has been to focus on the 
impact on monetary policy.37 Acquisition of reserves by central banks has typically been 
sterilized to prevent the growth of domestic money that could have jeopardized inflation 
targets. But the liabilities that central banks have issued to undertake sterilization have 
typically borne domestic interest rates. Domestic rates have tended to be significantly higher 
than interest rates on the foreign public assets also acquired by central banks, partly due to 
inflation targeting. The spread between domestic and foreign rates is a cost imposed on the 
central bank and thus carried by society as a whole. The main beneficiary has naturally been 
the US, since it has been able to continue borrowing at low rates. However, there have also 
been significant domestic implications for the financial systems of developing countries. 

One of the most important domestic implications for developing countries has been 
increased issuing of public securities. Domestic bond markets have grown strongly across a 
range of developing countries since the middle of the 1990s, mostly in Asia which holds by 
far the largest foreign exchange reserves, but also in Latin America and elsewhere. The 
growth of domestic financial markets has represented increased financial deepening in 
developing countries and has promoted subordinate financialization. The availability of 
liquid domestic public securities has facilitated further financial transactions while also 
allowing for the emergence of new financial institutions in developing countries. Above all, 
expanded liquidity has made it possible for domestic banks to turn toward open financial 
markets as well as toward transactions involving domestic households.38 Characteristic 
forms of financialization have begun to emerge in developing countries, further accelerated 
by the entry of foreign banks in the 1990s and 2000s. 

Foreign bank entry during the last two decades has placed significant proportions of total 
banking assets under foreign ownership in middle-income developing countries. However, 
there has also been sustained foreign bank entry even in low-income regions, including in 
Africa where foreign ownership has come to dominate banking assets in a host of 
countries.39 The entry of foreign banks has inevitably had complex outcomes for growth as 
well as for the performance of the domestic financial sector. Mainstream economists have 
often advocated foreign bank entry on the grounds that foreign banks have superior 
efficiency and would therefore improve the performance of domestic financial systems as 
well as ameliorating persistent credit shortages for small and medium enterprises.40 But 
even the mainstream has had doubts on whether the skills of foreign banks in assessing 
‘hard’ information would be appropriate for developing countries in which lending has 
traditionally tended to rely on ‘soft’ information.41 

A notable outcome of foreign bank entry has been the growth of banking operations 
aiming at personal and household income, particularly in middle-income countries in the 
2000s. Foreign banks have expanded provision of mortgage and credit-card lending as well 
as related financial services. Furthermore, domestic banks have also been attracted to the 
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field, thus accelerating the financialization of personal income. The result has been sustained 
growth of personal indebtedness in a host of developing countries, including among the 
poor.42 

Summing up, the 2000s have been a period of accelerated integration of developing 
countries into the processes of world trade and finance – with significant variations – which 
has lent an international as well as a domestic aspect to subordinate financialization. In the 
2000s there has been strong growth of FDI and significant short-term lending, but weak 
portfolio flows from developed to developing countries. At the same time, developing 
countries have registered large current account surpluses through rising commodity prices 
and manufacturing exports. Above all, there has been enormous accumulation of foreign 
exchange reserves by developing countries. The result has been the emergence of negative 
net capital flows: poor countries have financed a select few among the rich countries, mostly 
the US. 

Holding enormous hoards of dollars as world money has been an integral part of 
subordinate financialization. The costs to developing countries have been substantial, 
gauged either as the spread between domestic and foreign interest rates or as the cost of 
sterilization by central banks. Developing countries have been paying an implicit tribute to 
developed countries, mostly to the US, the hegemonic issuer of the dollar. Reserve 
accumulation has contributed to the growth of domestic financial markets, thus also 
boosting domestic financialization. Sustained foreign bank entry into developing countries 
has exacerbated subordinate financialization by encouraging a shift of banking practices 
toward open financial markets and personal income as source of financial profits. Domestic 
financial expropriation appears to have taken root in several developing countries in the 
2000s, resulting in rising individual indebtedness. 

APPENDIX 
 
THE FINANCING OF AGGREGATE INVESTMENT: METHODOLOGY 

Data sources 
US Federal Reserve System, Flow of Funds, Table F.102 

UK Office for National Statistics, Financial Statistics, Tables 11.1D and 14.3C 

GermanyEurostat, Annual Sector Accounts 

Japan Bank of Japan, Flow of Funds; Cabinet Office, Government of Japan, Historical 
Statistics of Japan, Tables 3-29-b and 3-30-a (1980–2003); Cabinet Office, 
Government of Japan, National Accounts, 2010, Flow, Tables 2.2, 3.1 (2001–2010) 

 

The main identity: 
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Gross capital formation = 

= internal funding + net external funding = 

= internal funding + (net bank credit + net market funding + net other external funding) 

1. US 

Internal funds = gross saving including foreign earnings retained abroad less net capital 
transfers paid. 
Net external sources for each type of finance are calculated as the difference between the 
corresponding liabilities and assets. 
 
 

  Liabilities Assets 

Bank 
credit 

Depository institution loans 
n.e.c., other loans and 
advances, mortgages 

Checkable deposits and currency, total time and 
savings deposits, private foreign deposits 

Market 
funding 

Net new equity issues, 
commercial paper, municipal 
securities, corporate bonds 

Money market fund shares, security RPs, 
commercial paper, Treasury securities, agency- and 
GSE-backed securities, municipal securities, 
mortgages, mutual fund shares 

Trade 
credit 

Trade payables Trade receivables, consumer credit 

Other Miscellaneous liabilities, taxes 
payable 

Miscellaneous assets 

 

Statistical discrepancy is calculated as a sum of all net sources of finance as percentage of 
capital expenditures less 100 percent. 

2. UK 

Internal funds = gross saving. 
Net external sources for each type of finance are calculated as the difference between the 
corresponding liabilities and assets. 
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  Liabilities Assets 

Bank 
credit 

Short-term loans, long-term loans 
secured on dwellings, finance leasing 

Currency and deposits 

Market 
funding 

Securities other than shares, shares 
and other equity 

Securities other than shares, shares and 
other equity 

Other Direct investment loans (outward and 
inward), other loans by UK residents, 
other loans by the rest of the world, 
other accounts receivable/payable 

Direct investment loans (outward and 
inward), finance leasing, long term loans by 
UK residents, prepayments of insurance 
premiums etc., other accounts 
receivable/payable 

 

Statistical discrepancy is calculated as the sum of all net sources of finance as percentage 
of gross capital formation less 100 percent. Gross capital formation is the sum of gross fixed 
capital formation, changes in inventories, and acquisitions less disposals of valuables. 

3. GERMANY 

Data for non-financial corporations are consolidated. Internal funds = gross saving. 

Net external sources for each type of finance are calculated as the difference between the 
corresponding liabilities and assets. 
 
 

  Liabilities Assets 

Bank 
credit 

Short- and long-term loans Currency and deposits 

Market 
funding 

Securities other than shares (short- 
and long-term), shares and other 
equity (excluding mutual funds 
shares) 

Securities other than shares (short- and long-
term), financial derivatives, shares and other 
equity (excluding mutual funds shares), 
mutual funds shares 

Other Net equity of households in life 
insurance reserves and in pension 
funds reserves, other accounts 
receivable/payable 

Short- and long-term loans, prepayments of 
insurance premiums and reserves for 
outstanding claims, other accounts 
receivable/payable 
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Statistical discrepancy is calculated as the sum of all net sources of finance as percentage 
of gross capital formation less 100 percent. Gross capital formation is the sum of gross fixed 
capital formation, changes in inventories, and acquisitions less disposals of valuables. 

4. JAPAN 

Data are on a fiscal year basis. Non-financial corporations comprise private and public non-
financial corporations. 

Gross capital formation is calculated as the sum of gross fixed capital formation and changes 
in inventories. 

Internal funds = gross saving. 

Net external sources for each type of finance are calculated as the difference between the 
corresponding liabilities and assets. 
 
 

  Liabilities Assets 

Bank 
credit 

loans by private financial institutions, 
loans by public financial institutions, 
depositsmoney 

currency and deposits, deposits with the Fiscal 
Loan Fund, deposits money 

Market 
funding 

repurchase agreements and 
securities lending transactions, 
securities other than shares, shares 
and other equities, financial 
derivatives 

repurchase agreements and securities lending 
transactions, securities other than shares, 
shares and other equities, financial derivatives 

Other loans by the non-financial sector, 
instalment credit (not included in 
consumer credit), trade credits and 
foreign trade credits, accounts 
receivable/payable, other external 
claims and debts, others 

call loans and money, loans by the non-
financial sector, instalment credit (not 
included in consumer credit), trade credits 
and foreign trade credits, accounts 
receivable/payable, outward direct 
investment, outward investment in securities, 
other external claims and debts, others 

 

Statistical discrepancy is calculated as the sum of all net sources of finance as percentage 
of gross capital formation less 100 percent. 
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National accounts for Japan contain data on financial transactions – namely, acquisition of 
financial assets and liabilities. These data are available in capital finance accounts published 
by the Cabinet Office, Government of Japan, in Historical Statistics of Japan (Table 3-30-a). 
Using  the  same  data  source  for  external  finance  as  for  gross  saving  and  gross  capital  
formation would have had the benefit of assuring compatibility between the measures of 
internal funds and investment, on the one hand, and external funding, on the other hand. 
There is nevertheless a drawback: the capital finance accounts do not provide sufficient 
detail to decompose external funds into bank credit and market funding. In particular, on the 
liability side, Table 3-30-a contains data on total loans of the non-financial corporations. 
Total loans would be, however, a poor proxy for bank credit proper. In addition to credit 
from financial institutions, total loans also include loans by the non-financial sector, 
instalment credit, and repurchase agreements and securities lending transactions. According 
to the Flow of Funds data available from the Bank of Japan that decompose borrowing into 
sub-categories, in 1980–2010 loans by private financial institutions and loans by public 
financial institutions averaged 78 percent of total borrowing by the non-financial 
corporations. The standard deviation of this ratio over the given time period, however, 
amounted to 64 percentage points, indicating a high variability of the share of bank credit in 
total loans. For this reason, to calculate net bank credit, net market funding, and net other 
external  sources  of  finance  as  percentage  of  gross  capital  formation,  Flow  of  Funds  data  
were used, available through the Bank of Japan, instead of the capital finance accounts 
provided in Table 3-30-a of the Historical Statistics of Japan. 
1 A succinct summary from a mainstream perspective of the services provided by the financial system to 
capitalist accumulation has been given by Ross Levine, ‘Financial Development and Economic Growth’, Journal 
of Economic Literature 35:2, 1997. 

2 See, for instance, Marx, Capital, vol. 3, pp. 599 and 607. Needless to say, the two forms of accumulation take 
place concurrently and conjointly. 

3 At the root of the difficulty of using national income statistics to capture real accumulation lies the category 
of value – what value is and how it is created. For Marxist political economy value is abstract labour expended 
in the sphere of production, a notion that hardly corresponds to ‘value creation’ in national income statistics. 
The category of ‘services’, which is paramount to measuring financialization, creates particularly intractable 
problems as certain types of ‘service’ could be categorized as social consumption rather than production – for 
instance, some of the services provided by state administrators; see Anwar Shaikh and E. Tonak, Measuring the 
Wealth of Nations: The Political Economy of National Accounts, Cambridge: Cambridge University Press, 1994. 
Nonetheless, national income statistics remain a reasonable first port of call for the purpose of gauging real 
accumulation. 

4 The disparity between financial asset prices and the value of the underlying loanable capital flows is most 
apparent in the markets for financial derivatives, discussed in Chapter 1. These markets have produced gigantic 
nominal values that bear no clear relationship to underlying flows of loanable capital, not to mention real 
accumulation. 

5 Ratios of ‘financial deepening’ are commonly deployed in mainstream economics, including with reference to 
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9. TENDING TO CRISIS: GIGANTIC TURMOIL BREAKS OUT IN 2007 

Financialization has emerged out of the major economic disturbances of the 1970s signalling 
the end of the long post-war boom for mature capitalist countries. It has been marked by 
crises,  often  pivoting  on  the  financial  sector,  none  of  which  has  been  as  profound  as  the  
global economic turmoil that began in August 2007. This particular crisis emerged in the US 
financial sector following the burst of the bubble of 2001–2007 that took place mostly in the 
housing market. A characteristic feature of the bubble was the prominent financialization of 
personal income, particularly through mortgage lending to US workers, even to the poorest 
among them. 

The bubble had a modest impact on productive accumulation in the US and other mature 
countries, but the financial shock from its burst induced a global recession in 2008–2009, 
through both financial and trade mechanisms. The recessionary effect varied greatly across 
the world, and it took more than a year before its worst consequences emerged in Europe. 
The eurozone crisis, commencing in full earnest in 2010, ushered in a new phase of the 
global tumult revealing a further proneness of financialization toward instability, associated 
in particular with the role of world money. 

The gigantic turmoil of the 2000s is a crisis of financialization that has brought to the fore 
several characteristic aspects of the period. For one thing, it has put in sharp perspective the 
transformation of banks, including lending to households and trading loanable capital in 
open markets. Banks have faced intractable problems of liquidity and solvency, while 
households and states have been weighed down with debts; indebtedness, on the other 
hand, has been less severe for industrial and commercial enterprises. The crisis has also cast 
light on the pivotal role of the state in sustaining financialization in mature countries. Central 
bank intervention has repeatedly rescued banks while ameliorating the impact of crisis on 
real accumulation. 

Above all, the protracted and continually evolving nature of the turmoil has indicated that 
the proneness of financialized capitalism toward crisis is deeply embedded and will not be 
easily countermanded. The rise of finance and the penetration of economic life by financial 
practices have exacerbated the inherent propensity of capitalist accumulation toward 
instability and crisis. This chapter examines the crisis of the 2000s to draw broader 
conclusions about the causes and mechanisms of instability in financialized capitalism. The 
analysis also lays the ground for a general discussion of state intervention in financialized 
economies in Chapter 10. The first step in this respect is briefly to consider Marx’s discussion 
of finance as a factor of capitalist crises. 

Marx on finance and crises 
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Marx did not develop a coherent theory of crisis, although he offered a wealth of insights on 
the  causes  of  crises,  not  all  of  which  were  entirely  consistent  with  each  other.  For  Marx,  
capitalist crises occur necessarily within capitalist accumulation, reflecting the fundamental 
contradictions between use-value and value in production, but also the lack of conscious 
organization of the capitalist economy. In turn, crises function as opportunities to 
restructure capitalist production thus making possible renewed bouts of accumulation. 

Capitalist economic reproduction is organized through autonomous market interactions 
which give rise to price changes inducing corresponding flows of commodities and money. 
These flows enable the production of surplus value, and allow for the reproduction of the 
economy as a whole. The causes of crisis typically emanate from the sphere of production. 
However  the  immediate  form  of  crisis  is  that  of  markets  failing  to  clear  because  prices,  
money and commodities stop relating to each other as ‘normal’. On one side, commodities 
(including labour) lie unsold, while on the other money lies idle – reproduction is disturbed 
as the relationship between prices, commodities and money breaks down.1 In  more  
conventional terms, unemployment emerges, there is excess supply of commodities, and 
liquidity is hoarded. At the same time, crises are a violent way of restoring the ‘normal’ 
interaction among prices, money and commodities. The sphere of production is 
restructured, the extraction of surplus value is placed on a new footing, and reproduction 
overcomes the disturbance. 

Marxist theorists generally acknowledge the existence of an integral commercial – or 
market – dimension to capitalist crises; typically, however, market disequilibria are ascribed 
to the underlying processes of capitalist production. It is widely accepted in Marxist 
economics that crises occur because of contradictory tendencies of accumulation in the 
sphere of production which result in markets being thrown out of equilibrium. It is similarly 
accepted that crises are the lever through which the capitalist economy overcomes the 
disturbance, allowing accumulation to proceed anew until the contradictions of production 
reignite a crisis. In the wake of Marx’s own writings, nonetheless, several Marxist theories 
have emerged contesting the specific causes of crisis within capitalist production.2 

The well-known approaches of overaccumulation, disproportionality among the sectors of 
the economy, and underconsumption can find support in Marx’s own work, though certainly 
not to the same extent.3 Overaccumulation theories, in particular, have been the dominant 
approach during the last four decades. The cause of crisis is taken to be a fall of the rate of 
profit, resulting from the tendency of the organic composition of capital to rise as capitalists 
introduce labour-saving technologies.4 Broadly speaking, crises occur because the 
accumulation of industrial capital is predicated on continuous introduction of new 
technology, thus altering the relationship between capital and labour, raising the organic 
composition  of  capital,  and  leading  to  a  fall  in  the  rate  of  profit.5 The disturbance of 
profitability is manifested as the inability of enterprises to sell output, which entails 
collapsing markets, decline in production, bankruptcies, and rising unemployment. The 
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resulting crisis opens a period of restructuring of capital that could potentially restore 
profitability, thus preparing the terrain for renewed accumulation. 

On the other hand, there are also Marxist theories of crisis, such as disproportionality and 
underconsumption, which draw on ‘realization’ problems. Deficient ‘realization’ essentially 
amounts to aggregate demand falling short of aggregate supply, output remaining unsold, 
and thus leading to a fall in the rate of profit. ‘Realization’ problems can occur because of 
disproportions between the departments of capitalist production – Department I producing 
means of production and Department II producing means of consumption – a reflection of 
the unplanned and anarchical character of capitalism; the classic exposition of this view can 
be found in Tugan-Baranovsky’s Les Crises industrielles en Angleterre. Disproportionality 
theory was influential at the time of classical Marxist debates on imperialism, but has largely 
fallen by the wayside in recent decades. ‘Realization’ problems can further occur because of 
the restricted consumption of the working class which results in a deficiency of aggregate 
demand. The tradition of ‘underconsumption’ is closely associated with Luxemburg’s The 
Accumulation of Capital but also includes Baran and Sweezy’s Monopoly Capital in the post-
war era. The influence of underconsumption theory is limited at present, though the current 
has  been  instrumental  to  developing  the  concept  of  financialization,  as  was  shown  in  
Chapter 2. 

This  chapter  does  not  intend  to  review  Marx’s  insights  on  crisis,  much  less  to  examine  
subsequent debates on crisis theory among Marxists. Its objective is to discuss crises of 
financialized capitalism, thus suffice it in the next section to focus on Marx’s analysis of the 
relation between the financial system and economic crisis. On this basis, an analytical 
approach to the turmoil of the 2000s could be developed in the latter parts of the chapter. 
To this purpose consider, first, the place of money and finance in Marx’s discussion of crises 
and, second, the historical and institutional background against which Marx developed his 
views on crises. 

Marx’s analysis of money and finance as integral aspects of capitalist crisis 

For Marx, capitalist crises have integral monetary and financial aspects, even if their causes 
lie within the sphere of production. Monetary and financial aspects were fundamental to 
Marx’s analysis of the violent and sudden fluctuations characteristic of crises. After all, it is 
extremely difficult to capture in theory the violent shifts that mark capitalist crises without 
referring to the drying up of credit, or to the need to settle past obligations. Typical factors 
that induce a sudden worsening of economic activity in a capitalist economy are the fixed 
period of repayment embedded in credit relations and the ineluctable nature of debt 
settlement. Consequently, Marx devoted substantial effort to the study of the credit aspects 
of crisis, as is apparent in part five of the third volume of Capital.6 

Unfortunately the monetary and financial elements of Marx’s analysis of crises have been 
rather marginal to Anglo-Saxon Marxist debates on crisis since the 1970s. The tradition of 
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the Uno School – and of Japanese Marxism in general – is very different in this regard, paying 
systematic attention to the monetary and financial aspects of capitalist crises. Drawing on 
the work of the Uno current and simplifying greatly it is possible to piece together a 
coherent account of Marx’s analysis of the monetary and financial aspects of the capitalist 
crises of his time.7 

The starting point of Marx’s analysis is trade credit, which is assumed to expand in the 
course  of  a  boom,  creating  large  volumes  of  bills  of  exchange  and  thereby  stretching  
production and trade.8 As the boom unfolds, however, banking credit enters strongly into 
play: banks discount bills of exchange, thus supplying loanable money capital that covers the 
needs of capitalists for liquid funds. At the later stages of the boom, financial speculation 
begins to occur on a large scale mostly by creating bills of exchange purely to be discounted 
by banks. Such bills are often tenuously related, or even completely unrelated to productive 
activity. The overextension of credit (both trade and banking) contributes to 
overaccumulation and overproduction, resulting in inventory accumulation and excess 
supply in commodity markets. Given the difficulty of sales, the expansion begins to unravel 
and a commercial crisis emerges. 

For Marx, the appearance of commercial crisis has a decisive impact on the overextended 
mechanisms of credit.9 Inability to sell finished output implies inability to honour maturing 
bills of exchange on the part of borrowing capitalists. Consequently banks begin to 
accumulate non-performing assets. As the quality of bank assets falls and the 
creditworthiness of borrowers declines, banks become reluctant to lend. The restriction of 
banking credit occurs at a moment when liquid money capital is heavily demanded by 
functioning capitalists pressed by the difficulty of selling. Gradually banks become reluctant 
to lend even to each other, with the result that the money market becomes extremely tight 
and interest rates rise rapidly. That is, an absolute shortage of liquidity begins to emerge. 

Faced with a liquidity shortage, capitalists no longer demand money capital to sustain or 
expand the circuit of productive capital. Rather, they are under pressure to obtain plain 
money to settle bills and other loans that fall due. Maturing loans would have been incurred 
during the upswing in the expectation that liquidity would be easily available at the time of 
settlement from banks, or elsewhere. But the destruction of confidence among banks 
implies that fresh funds are not forthcoming; the banks (and other participants in the money 
market) prefer to hoard money. In a liquidity crisis, cash becomes king and promises to pay 
among private capitalists are devalued. In a remarkable turn of phrase, Marx claimed that in 
a capitalist crisis there is ‘a sudden transformation of the credit system into monetary 
system’.10 

The  collapse  of  private  credit  leads  to  higher  interest  rates  and  catalyses  the  industrial  
aspect of crisis as enterprises go bankrupt, plants are closed and workers are made 
redundant. Recession thus emerges opening the gates for the restructuring of capital that 
would subsequently allow for a repetition of boom and bust. The sharp phase of the crisis 
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(the crisis proper) has often already passed by the time recession truly sets in, since the crisis 
is mostly driven by the inability to obtain liquidity to honour maturing trade debt. After all, 
the time period of trade debt is typically fixed by customary practice (three months, six 
months, rarely more than a year) and thus the sharp phase of the crisis would inevitably 
come to an end as maturity arrived for the bulk of existing obligations. When the economy is 
in recession, the credit system is both unable and reluctant to generate fresh credit, while 
industrial and commercial capitals would not seek credit for expansion. For Marx, in short, 
recessions tend to be periods of weak credit activity and of falling interest rates compared to 
the heights of the crisis.11 

Note that in several parts of his discussion of crisis, Marx suggested that the output which 
capitalists find difficult to sell often comprises exports, while the bills falling due are drawn 
on importers abroad.12 The ensuing collapse of credit is thus associated with balance of 
trade deficits and enforced international flows of loanable money capital, inevitably 
impacting on exchange rates. Moreover, the preceding boom might also have witnessed 
rapidly expanding stock market activity. Speculation could have taken place with new 
industrial projects being floated, often bearing little relation to the underlying processes of 
value  creation.  The  history  of  stock  markets  is  replete  with  destructive  flights  of  investor  
fancy, from tulips, to the colonization of the Mississipi, to building the railways. The bursting 
of a stock market bubble would lessen the ability to raise equity capital, thus exacerbating 
the recession. 

Recapping, for Marx, money and finance are integral parts of capitalist crises manifested 
through the interaction of trade, banking, and money market credit. Crises have monetary 
and financial dimensions that emerge necessarily from capitalist accumulation. Finance 
sustains the overaccumulation of capital, and ushers in recession through wholesale 
destruction of credit and absolute shortages of money. Equivalently, the overaccumulation 
of capital is necessarily expressed through, and mediated by, monetary and credit 
mechanisms. The monetary and financial crises that are an integral part of industrial and 
commercial crises have been called ‘type 1’ crises.13 

However, it is implicit in Marx’s analysis that, in an economic system of producing, 
exchanging, and distributing commodities which is permeated by money and credit, crises 
could also emerge entirely due to the malfunctioning of monetary and credit mechanisms. If 
money hoards were not present when required; if money flows did not materialize at the 
requisite levels; if trade and banking credit were not articulated with each other at the 
required volume, time and place; if, above all, repayment of credit obligations did not occur 
with the forecast regularity, trade and production would inevitably suffer negative 
repercussions. For Marxist economic theory, the realm of money and finance contains its 
own mechanisms sustaining and expanding accumulation, but which could also disrupt 
accumulation. The monetary and financial crises precipitated by the malfunctioning of 
monetary and financial mechanisms have been called ‘type 2’ crises.14 
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Both types of monetary and financial crisis are characteristic of financialized capitalism, in 
view especially of the penetration of production and circulation by finance. Finance 
intervenes actively in the organization of financialized accumulation and affects the conduct 
of non-financial enterprises, banks and households. Consequently, finance tends to shape 
the crises emanating from accumulation as well as contributing autonomously to the 
emergence of crises. The crises of financialization have an irreducible financial aspect. 

Marx’s analysis of the monetary and financial aspects of capitalist crises was historically 
specific, drawing on the institutional framework of the British financial system in the mid-
nineteenth century. Moreover, Marx relied heavily on the classic British monetary debates 
of  the  time.  Analysis  of  crises  in  the  period  of  financialization  ought  similarly  to  take  into  
account the institutional and historical framework of financialization in addition to the 
relevant theoretical debates. It is instructive in this respect briefly to review the institutional 
and intellectual background against which Marx developed his analysis of money and 
finance. 

Institutional and intellectual context of Marx’s analysis of money and finance 

Marx’s analysis of money and finance was decisively influenced by the debates on monetary 
policy in Britain in the 1830s, 1840s, and 1850s. At that time well-developed monetary and 
credit institutions were already active within and among capitalist countries. Britain led the 
way with a complex credit system that had come into being during the first half of the 
century. The main instrument of credit was the bill of exchange issued among trading 
enterprises and subsequently discounted by banks, a feature that is strongly reflected in 
Marx’s analytical work. Country banks engaged in bill discounting through which they 
transferred capital surpluses from agricultural to industrial areas. These banks had the right 
to issue their own banknotes usually with a local circulation.15 

Bills were traded in the London market, in which a variety of other financial enterprises, 
such as bill brokers, also operated. Banks in London did not have the right to issue their own 
banknotes,  but  several  had  become  joint  stock  enterprises  already  by  the  1840s.  The  
dominant  bank  in  London  –  by  far  –  was  the  Bank  of  England,  operating  as  a  semi-public  
institution, with exclusive rights to issue banknotes that were also the money used among 
banks for their own transactions, primarily in clearing obligations. The stock market, finally, 
played a significant role in financing large projects, such as the railways, but did not weigh 
heavily on the operations of textile and metal enterprises that were the mainstay of British 
industrial might. 

Money in circulation was primarily credit money – banknotes as well as deposits – created 
by private banks typically in discount of trade credit instruments. Gold also circulated widely 
alongside credit money, for instance, in personal income spending. The most prominent use 
of gold, however, was in international transactions, in which it acted as world money settling 
obligations and deficits among nations. The Bank of England hoarded gold for both 
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international and domestic reasons, keeping a close eye on the fluctuations of its reserves. 
Once again, these stylized facts of British finance can be easily found in Marx’s analysis of 
crises. During those decades, finally, the City of London had not yet reached the dominant 
global  position  which  it  enjoyed  at  the  end  of  the  nineteenth  century.  Britain  did  not  yet  
function fully as the financier of world trade through bills drawn on London. By the same 
token, though loanable capital was traded internationally, there was no proper world market 
for short-term funds with a corresponding interest rate. 

From the 1820s onwards a succession of economic crises hit Britain, and by extension the 
world market – in 1825, 1836, 1847, 1856, and 1866 – providing the template against which 
Marx developed his analysis of crisis. These were industrial and commercial crises, but with 
clear monetary and credit aspects. Thus, in the boom years that preceded each crisis, prices 
climbed higher, credit was easily available to industry, and interest rates rose steadily. Crisis 
manifested itself as sudden scarcity of credit and a rush to hold money. Interest rates rose to 
usurious heights and money was hoarded leading to bankruptcies. Meanwhile, the balance 
of trade went into deficit, exchange rates fell, and gold drained abroad. The sharp phase of 
the crisis lasted for a few months, after which credit creation remained stagnant and interest 
rates were low. 

Two schools of economic thought contested the explanation of these phenomena, and 
left their stamp on monetary theory. The first was the Currency School, the forerunner of 
modern Monetarism.16 Currency School writers accounted for monetary instability on the 
basis of the quantity theory of money.17 Briefly put, the Currency School claimed that crises 
were due to the Bank of England overissuing its banknotes, leading to a drop in the exchange 
value of money and a concomitant fall in exchange rates. Given this putative cause of crisis, 
the cure would be to manage the supply of money in line with the fluctuations in exchange 
rates. 

Following the advice of the Currency School, the British government introduced the Bank 
Act of 1844, which forced the Bank of England to regulate the quantity of its banknotes 
according to its reserves of gold, presumably reflecting the behaviour of exchange rates. The 
Act of 1844 is a landmark in the history of state intervention in the capitalist economy. It is 
the first instance of monetary policy that was explicitly based on theoretical analysis which, 
moreover, failed in its stated purpose and was suspended in subsequent crises. 

The opponents of the Currency School were the Banking School, who rejected the 
quantity theory of money, arguing that prices determine the quantity of money in circulation 
and not the other way round.18 Moreover, for the Banking School, credit money is created as 
a liability of financial institutions, hence it is issued according to demand for credit and 
drains away as existing loans are repaid. The views of the Banking School have broad 
affinities with contemporary post-Keynesian analysis of the endogenous money supply.19 
Banking School writers decried the Bank Act of 1844 as a measure that was likely to fail, and 
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even to exacerbate crises. However, they had no clearly defined alternative monetary 
policies to offer. 

Marx’s writings on the monetary and financial aspects of capitalist crises – produced 
mostly in the 1850s and 1860s – make sense only against this background. Similarly to the 
Banking School, Marx rejected the quantity theory of money, both in A Contribution to the 
Critique of Political Economy and  in  Capital;  for  Marx,  the  aggregate  quantity  of  money  is  
determined by the aggregate price of output.20 Marx arrived at the opposite monetary view 
to Ricardo, despite relying on the labour theory of value to determine commodity prices. 
Marx’s rejection of the quantity theory is ultimately related to his analysis of the functions of 
money in capitalist circulation. The price of individual commodities results from money 
functioning as measure of value, thus rendering commodity value into price. Commodities 
are then circulated by money functioning as means of exchange. 

In  a  little  more  detail,  Marx  argued  –  similarly  to  Ricardo  –  that  the  quantity  of  money  
necessary in circulation per period is determined by the aggregate value of commodities, the 
value of money, and the velocity of money.21 Departing from this point, Ricardo’s analysis 
subsequently considered money primarily as measure of value and means of exchange, thus 
adopting the quantity theory of money. In contrast, Marx stressed the function of money as 
money, particularly hoarding, and was thus able to reject the quantity theory. Following the 
Banking School, Marx argued that hoarding regulates the quantity of money in circulation, 
and hence money conforms to prices, rather than the other way round. Critics of the 
quantity theory have echoed this argument in subsequent decades, for instance, Keynes in 
discussion of liquidity preference.22 

This is not to say, however, that for Marx the quantity theory is never valid. As was shown 
in Chapter 4, development of the form of money leads to emergence of fiat replacements 
(symbols)  of  commodity  money  created  by  the  state.  Unlike  commodity  money,  valueless  
fiat money is not well suited to hoarding, and hence tends to remain in circulation. 
Consequently, if the quantity of fiat money increased without limit, the exchange value of 
money would collapse, and the result would be price inflation. This is a pure and simple form 
of the quantity theory of money that was propounded by Marx in the Contribution.23 It 
applies primarily to fiat money, under very specific circumstances, and is not a general 
theory of money and the price level. 

The narrowness of the quantity theory is apparent in the case of credit money, which is 
the dominant money of advanced capitalism. Credit money – rooted in money’s function as 
means of payment – is created according to the demand for loans, and returns to its issuer 
as  assets  mature.  Thus,  credit  money  systematically  drains  away  from  the  sphere  of  
circulation due to its characteristic circular path. The Banking School called this property of 
credit  money  ‘the  law  of  reflux’,  one  implication  of  which  is  that  credit  money  is  not  
normally subject to the quantity theory.24 If prices tended to rise, as was typically the case in 
the run-up to periodic crises, the reason probably was altered conditions in the production 
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and trading of commodities, rather than monetary malfunctioning. Marx was sympathetic to 
the Banking School’s law of reflux and – ever the scholar of monetary theory – attributed its 
discovery to Sir James Steuart.25 Once again, there are affinities between Marx’s analysis of 
credit money and contemporary post-Keynesian theories of the endogenous supply of credit 
money. 

Finally, Marx dismissed the Act of 1844, partly drawing on his analysis of credit, but partly 
for deeper reasons. Unlike the Banking School, Marx treated periodic crises as a result of the 
pathology of capitalist production, not of commodity circulation and money. Monetary 
phenomena are integral but secondary aspects of crises, much as monetary circulation is an 
integral but secondary phenomenon of the capitalist economy. The primary aspect of 
capitalist accumulation is production of commodities and value, and this is typically where 
the root of crises is to be found. By the same token, it is ultimately pointless to attempt to 
deal  with  crises  through  monetary  measures.  That  is  not  to  say,  however,  that  fallacious  
theory could not lead to problematic state intervention that would exacerbate crises, as 
happened for the Act of 1844. 

The institutional framework of both the monetary and the financial sphere in advanced 
capitalist countries has been deeply transformed in the years following Marx’s death. 
Change was already apparent at the end of the nineteenth century when the emergence of 
the City of London as the centre of global trade and finance allowed the Bank of England to 
operate monetary policy through the rate of interest. The rate of interest as a lever of 
intervention in the monetary sphere was absent in the debates on the Act of 1844. Its 
absence is also apparent in Marx’s discussion of the monetary and financial phenomena of 
crisis. Manipulating the rate of interest has been pivotal to both monetary policy and the 
management of money since the end of the nineteenth century. 

Conditions throughout the twentieth century have changed much further, needless to say. 
The monetary and financial framework of financialized capitalism has little in common with 
the time that Marx developed his ideas on crises. Not least, the link between gold and 
money in circulation was finally severed in 1971–73 with the collapse of the Bretton Woods 
Agreement, lending a highly distinctive and historically specific character to state 
intervention in the realm of finance. This is a point of considerable importance for analysis of 
the crisis of the 2000s. 

Both the form and the content of capitalist crises have changed dramatically in the 
twentieth century. For one thing, the rise of monopoly capital has added much complexity to 
the links between trade credit, banking credit and the money market. The institutional make 
up  of  the  financial  system  of  mature  capitalism  is  also  very  different  from  the  framework  
that confronted Marx. To be more specific, bill markets have shrunk, private and public bond 
markets have grown, the money market comprises giant monopoly banks dominated by a 
public  central  bank,  and  the  stock  market  has  become  vital  to  the  formation  of  monopoly  
capitals through mergers and acquisitions. These financial changes have been associated 
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with  the  underlying  transformation  in  real  accumulation.  They  reflect  the  shift  from  a  
relatively simple economy based on textiles produced mostly by owner capitalists, such as 
Britain was in the mid-nineteenth century, to complex economies in which huge monopoly 
capitals dominate several sectors of production, such as the US, Japan, Germany and the UK 
have become in the early twenty first century. 

Given the underlying transformations, the overaccumulation of capital in mature 
capitalism produces very different financial phenomena to those of Marx’s time. Gone is the 
inability of productive capitalists to honour bills of exchange; gone is also the corresponding 
impact on relatively small banks specializing in the discount of bills. Overaccumulation now 
entails vast monetary and financial phenomena, including stock market booms and busts, 
expanded bank lending that leads to mass insolvency, and state manipulation of interest 
rates in the money market. Crises, moreover, have lost what appeared to be clockwork 
regularity in nineteenth-century Britain. They could even become long-drawn affairs, 
capable of miring capitalist accumulation in stagnation. Even more complexly, in 
financialized capitalism, crises could result from the malfunctioning of the financial system, 
without having a substantial impact on real accumulation. They could be usefully described 
as ‘type 2’ crises. 

In  this  light,  the great  crisis  that  broke out in  2007 stands out in  several  respects.  It  is  a  
systemic crisis that reflects the advancing penetration of financial relations into the 
operations of enterprises and households, in part due to the transformation of banks. 
Financialization has led to the gradual expansion of the realm of finance, allowing financial 
activities to influence real accumulation directly. The interpenetration of financial and real 
accumulation has accorded to financial operations in mature capitalist countries a gravity 
which  they  did  not  previously  possess.  This  is  ultimately  why  the  crisis  of  the  2000s  has  
proven so complex and long-lasting, as is shown in the rest of this chapter. 

A vast bubble, primarily in the US: 2001–2007 

The crisis of the 2000s emerged on the wake of the bubble of 2001–2007 which took place 
primarily in the US real estate market. The causes of the bubble of 2001–2007 can be found 
in the aftermath of the earlier bubble of 1999–2000 which occurred mostly in the US stock 
market and was associated with the ‘new technology’ and the ‘new millennium’. When the 
bubble of 1999–2000 burst, the US Federal Reserve drastically loosened monetary policy. 
Official interest rates were kept at close to 1 percent during 2002–2003, promoting 
extraordinary activity in the US housing market. Moreover, private US banks took advantage 
of low interest rates to engage in financial innovation – above all, in securitization – thus 
feeding financial expansion. 

The  real  estate  bubble  in  the  US  effectively  came  to  an  end  in  2006  but  booming  
conditions in the financial markets lasted until the summer of 2007. The bubble kept getting 
bigger after 2004, despite US interest rates beginning to rise, as the US received capital 
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inflows from developing countries expanding dollar reserves. During the same period heavy 
buying and selling also took place in the housing market in the UK and elsewhere.26 

 

TABLE 1 US mortgage loans, 2001–2006, $bn 

Table 1 shows the path of the US housing market as bank lending and financial innovation 
came fully on stream inducing bubble conditions. Mortgage origination expanded rapidly as 
interest rates declined after 2001, but the pace of expansion in the prime mortgage market 
weakened after 2003, leading to a decline in total originations. At that time the volume of 
subprime mortgages began to rise thus sustaining total mortgage originations; rapid 
subprime mortgage growth was possible because 80 percent of such mortgages became 
securitized by 2006. 

Thus, aggressive household financialization took place in the subprime sector of the US 
housing market in the early 2000s, thereby sustaining growth of aggregate mortgage 
lending. Subprime borrowers – that is, borrowers of low creditworthiness – came from the 
previously excluded, poorer sections of the US working class, often black or Latino women. 
They were frequently offered adjustable rate mortgages, typically with an initially low rate of 
interest that was subsequently adjusted upwards. In the popular discourse of the time this 
trend appeared as the ‘democratization’ of finance and the reversal of the ‘red-lining’ of the 
poor by banks in previous decades.27 The final outcome was disastrous for the poor but also 
for the US housing market and for economies across the world. 

Other forms of financialization of household income also expanded in the US on the back 
of the housing boom: ‘equity extraction’ was a significant feature of the period, shown in 
table  2. As house prices rose, homeowners re-mortgaged and used the proceeds for 
consumption and other purposes. 

 

TABLE 2 US mortgage refinance, 2000–2007 

Intensified ‘equity extraction’ was accompanied by a collapse of personal saving in the US, 
as is shown in table 3. Decline in personal saving has characterized financialization in several 
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countries, for instance, in the weakest countries of the eurozone, discussed in subsequent 
sections of this chapter. The sharp decline in US personal saving, however, is a remarkable 
development  for  a  mature  capitalist  country,  indicating  underlying  weakness  of  real  
accumulation as well as changes in the relationship between real wages and consumption.28 

 

TABLE 3 Personal saving, US, 2000–2007 

In addition to cheap credit from the Federal Reserve, the US bubble was sustained by 
reverse capital flows from developing countries. The fundamental causes of the reverse 
flows were discussed in Chapter 8 in connection with the hoarding of world money by 
developing countries. The poor of the world became net suppliers of capital to the US, 
keeping loanable capital abundant in the US markets during 2005–2006 as the Federal 
Reserve tightened credit and raised interest rates. 

During the period of the bubble, consumption did not exhibit particularly strong growth. 
There is no evidence of over-consumption in the four key countries of financialization, 
indeed figure 1 shows that consumption as proportion of GDP remained stagnant during the 
bubble, or even declined in the UK and Germany. Consumption levels, on the other hand, 
have remained relatively high in the UK and especially in the US. Worker access to consumer 
goods improved due to imports from rapidly industrializing developing countries. Higher 
productivity growth in several developing countries – primarily in China – allowed workers in 
mature capitalist countries to maintain consumption at high levels despite generally low 
productivity growth.29 

During the period of bubble, furthermore, there was no investment boom, thus no prima 
facie evidence of overaccumulation in any of the four countries, particularly in the US, as is 
shown in figure 2. This is in sharp contrast to the Japanese bubble of the late 1980s, which 
was similarly based on real estate but was accompanied by a significant expansion of 
domestic investment.30 By the same token, the crisis of 2007 has not been associated with 
over-expansion of enterprise debt. The figure also shows the simultaneous collapse of 
investment in all four countries in 2008–2009, and its weak recovery in the period that 
followed. These fundamental features of the current crisis make it different to the classical 
capitalist crises discussed by Marx. 
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FIG. 1 Consumption as percentage of GDP; US, Japan, Germany, UK 

 

FIG. 2 Investment as percentage of GDP; US, Japan, Germany, UK 

On the other hand, the indebtedness of households and non-profit institutions, shown in 
figure 3, increased greatly in the US and the UK, although during the same period it declined 
in Germany and Japan. The underlying differences in financialization among the four 
countries thus became apparent in the course of the bubble, particularly as there was no 
housing bubble in Japan and Germany. Household and non-profit institution indebtedness in 
both the US and the UK declined significantly once the crisis set in. 
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FIG. 3 Household and non-profit institution debt as percentage of gross disposable income, 2001–2007; US, 
Japan, Germany, UK 

In view of real wages in the US remaining essentially stagnant for a long period, the 
tremendous expansion of household debt rested on very slender foundations. Thus, when 
interest rates started to climb in 2004–2005, households began to face increasing difficulties 
in servicing housing debt. By 2006 the US housing bubble was over and the conditions were 
ready for the enormous crisis that followed. It is remarkable – and a true reflection of the 
content of financialization – that the historic crisis that commenced in 2007 was triggered by 
the poorest layers of the US working class defaulting on mortgage debt. 

Figure 4, showing bank assets relative to GDP, indicates that in the course of the bubble, 
banks and the financial system in general grew rapidly in the UK and significantly in Japan; 
there was much less rapid growth in Germany. The figures for the US are partially misleading 
in this respect because there has been a large increase of ‘shadow banking’ including 
institutions engaging in mortgage and other activities, which does not appear in the 
commercial bank data, as was noted in Chapter 7. Nonetheless, they still make it apparent 
that there has been significant variation in financialization. 

The expansion of banking in the US and the UK has reflected the underlying 
transformation of banks in the course of financialization, discussed in Chapter 8. Specifically, 
in the course of the bubble commercial banks have relied heavily on obtaining liquidity from 
the money market to transform customer-specific loans (mortgages) into tradable securities. 
On this basis, banks were able to ‘churn’ their own capital by expanding off-balance-sheet 
activities, thus raising their profitability per unit of own capital. Moreover, the securitization 
of mortgage loans has depended on banks deploying complex computationally intensive 
models of risk. The result was that information collection and risk management by banks lost 
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much of its substantive content. In short, the bubble of 2001–2007 represents systemic 
failure of private banking in the US in the fundamental sense of banks failing to deliver their 
presumed functions in a capitalist economy, as is discussed in more detail below. 

 

FIG. 4 Bank assets as percentage of GDP; US, Japan, Germany, UK 

The bubble bursts, general crisis follows: 2007–2009 

In 2006–2007 subprime mortgage holders started to default in large numbers in the US. As a 
result tradable securities created by the financial system on the back of household 
mortgages became gradually illiquid; consequently, banks began to face difficulties in 
accessing fresh funds in the money market; hence holders of financial liabilities associated 
with banks started to withdraw from the markets. A systemic banking crisis of liquidity and 
solvency gradually emerged. 

The immediate causes of the banking crisis in the US have been extensively discussed in 
the economic literature, attention being paid to the emergence of the ‘shadow’ banking 
system associated with money market funds and derivatives markets.31 Briefly put, money 
market mutual funds (MMMF) operating in the money markets diverted retail deposits away 
from ‘traditional’ banks; commercial banks securitized assets and moved them off the 
balance sheet; repurchase agreements (repos) were widely deployed to give liquidity to 
securitized bonds. Traditional banking stands in contrast to securitized banking; the former is 
the business of making and holding loans, with insured demand deposits as the main source 
of funds; the latter is the business of packaging and reselling loans, with repurchase 
agreements as the main source of funds. 

In this light, the financial crisis of 2007–2008 was a system-wide bank run which, however, 
did not occur in the traditional but in the securitized banking sector. While a traditional bank 
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run amounts to the mass withdrawal of deposits, a securitized bank run amounts to the 
mass withdrawal of repurchase agreements (repos). The cause of the run was concern about 
the liquidity  of  the bonds used as collateral  for  repos,  particularly  when these bonds were 
related  to  the  subprime  market.  The  result  was  that  the  US  financial  system  became  
insolvent since it could not service its debts. 

The causes of the US banking crisis have also been attributed to the emergence of banks 
that are ‘too big to fail’. This issue is directly related to the regulation of the financial system 
– and is thus discussed in Chapter 10 – but it also has a bearing on the unfolding of the crisis. 
Lisa DeFerrari and David Palmer recognized the dominant role of a few financial institutions 
already  in  the  early  2000s,  coining  the  term  ‘large  complex  banking  organizations’.  Large  
banks have turned toward derivatives trading. They transact heavily with non-bank financial 
institutions and continually expand their global reach, requiring risk-focused supervision. For 
Viral Acharya and Matthew Richardson, this kind of large bank has been able to repackage 
loans (typically mortgages) into asset-backed securities, held both on and off the balance 
sheet. The aim has been to reduce the amount of capital kept against loans, thus increasing 
the ability of the large bank to make further loans. Hence banks became ‘overleveraged’ and 
took on greatly enlarged risks. Darrell Duffie has also stressed the problematic role of large 
banks arguing that the collapse of a ‘dealer’ bank could result from the flight of short-term 
secured creditors, hedge-fund clients, derivatives counterparties, leading to devastating loss 
of clearing and settlement services.32 

There is little doubt that the first signal of impending crisis was a shortage of liquidity for 
securitized assets in the interbank money market in August 2007.33 US and other banks held 
large volumes of mortgage-backed securities, or were in practice obliged to support financial 
institutions that actually held such securities. As mortgage failures rose in the US, 
mortgaged-based securities became progressively illiquid (unsaleable) because banks 
preferred to hoard liquid funds instead of lending to other banks. As bank liquidity declined, 
however, bank solvency also became increasingly doubtful. Compounding the worsening of 
solvency  was  the  steady  decline  of  stock  markets  after  December  2007,  as  equity  buyers  
eventually began to grasp the underlying weakness of banks. Falling share prices meant that 
banks had difficulties in obtaining private capital to support losses in mortgage-backed and 
other securities, thereby exacerbating the solvency problem. 

The burst of the bubble thus led to the apparent contradiction of financial institutions 
being awash with loanable capital but extremely short of liquidity. In this regard, Marx’s 
fundamental remark about capitalist crises was confirmed: financial institutions were in 
urgent need to hold value in the form of money, but they could not obtain it commercially 
because liquidity was hoarded. The typical hoarders of liquidity were financial institutions 
that were worried about meeting their own obligations. This condition has characterized the 
global financial system at several junctures since the outbreak of crisis in 2007. 
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Predictably, central banks swung into action to confront the shortage of liquidity. The 
Federal Reserve and other central banks deployed a range of methods of extraordinary 
liquidity provision, including open market operations, discount window lending, term 
auction facilities, direct lending to investment banks, swapping mortgage-backed for public 
securities, and purchasing commercial paper from industrial and commercial corporations. 
At the same time, central banks cut interest rates, on occasion even approaching zero 
percent, including in the US in 2008. Central bank policies in effect operated as subsidy to 
banks by lowering the cost of bank liabilities. Advancing this subsidy to banks has been 
possible mostly because of the command exercised by central banks over contemporary 
money. It is notable, and will be discussed in more detail in the rest of this chapter, that the 
liquidity advance has often been undertaken against weak collateral provided by the banks. 
In effect, central banks provided extraordinary liquidity to commercial banks, while also 
taking some of the credit risk accumulated by banks in the course of the bubble. 

The crisis went through two major peaks in 2008 resulting from the interaction between 
liquidity and solvency in the financial system. The first was the collapse of Bear Stearns in 
March 2008, a giant US investment bank that found it impossible to obtain funds privately in 
the money market, while its holdings of problematic mortgage-backed assets made it 
insolvent. The Federal Reserve together with the US Treasury managed the collapse of Bear 
Stearns  by  forcing  a  take-over  by  the  investment  bank  JP  Morgan,  which  received  a  
concessionary public loan for the purpose. 

The second peak occurred in August–October 2008, representing a rare episode in the 
history of banking. As conditions in the US housing market worsened, two giant Government 
Sponsored Enterprises (‘Fannie Mae’ and ‘Freddie Mac’) that partook of roughly half the 
annual transactions of mortgage-backed securities in the US, and typically bought only prime 
quality, came close to collapse. During the bubble both had engaged in riskier investment 
banking, including subprime mortgages, thus becoming weaker and forcing the US state to 
intervene  to  support  them.  At  the  same  time,  Lehman  Brothers,  another  giant  US  
investment bank, found itself in a similar position to Bear Stearns. Unlike Bear Stearns, 
however, the US authorities allowed Lehman Brothers to go bankrupt, entailing losses for 
both  shareholders  and  creditors.  This  was  a  colossal  blunder  because  it  showed  that  the  
state was not consistent in dealing with banks in difficulties: Lehman Brothers’s creditors 
faced losses whereas Bear Stearns’s creditors were spared this predicament. Differential 
treatment by the state destroyed all remaining vestiges of trust among banks in the money 
markets, leading to a freeze in lending. 

In September–October 2008, liquidity disappeared completely, bank shares collapsed and 
genuine panic spread across financial markets. The US state was forced rapidly to alter its 
stance and effectively to guarantee banks against further failure. A decisive step was to 
advance public funds to deal with the underlying problem of bank solvency, typically under 
the  Troubled  Asset  Relief  Program  (TARP)  which  is  further  discussed  below.  Despite  state  
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intervention, by the end of 2008 a major recession began to unfold across the world. 
Constriction of the supply of credit by banks and markets forced enterprises to cut back on 
output and employment; consumption declined as worried and over-indebted households 
rearranged expenditure; export markets collapsed, particularly for automobiles and 
consumer electronics. Developing countries also suffered as capital flows became 
problematic, necessitating emergency borrowing. 

The global turmoil that broke out in 2008 was thus spurred by a banking crisis and the 
ensuing tightening of credit. Pools of credit completely disappeared as financial institutions 
abandoned securitization; banks tightened credit provision in an attempt to improve 
liquidity and solvency; laden with debt and confronted with falling housing markets, 
households drastically reduced borrowing; aggregate demand declined, impacting on firm 
inventories, output and employment; investment collapsed across mature capitalist 
countries; international trade fell, contributing to a general recession. 

The worst was avoided through extensive and systematic state intervention in 2008–2009. 
However, a contradictory result of state intervention was the appearance of a sovereign 
debt crisis after 2009 which took a particularly vicious form in Europe. Before considering 
the eurozone crisis, it is necessary to examine analytically the forms of intervention adopted 
by the US state in 2008–2009, casting further light on the content of financialization. 

The state intervenes to prevent the worst; US leads the way, 2008–2009 

The pivotal role played by the state in financialization has become apparent during the 
turmoil that began in 2007. State policy has focused primarily on three underlying 
weaknesses of finance in the course of the crisis: liquidity shortages, bad assets held by 
financial institutions, and recapitalization of institutions holding insufficient own capital. It is 
notable that the US state has been bolder and more decisive in confronting the crisis than 
the states comprising the European Union. The response of the US is considered 
immediately below, in contrast to the response of EU states, considered in subsequent 
sections. 

Liquidity provision 

During the initial phases of the crisis interbank liquidity vanished for reasons primarily 
associated with the transformation of banks in the course of financialization, including 
securitization of mortgages and other assets as well as heavy reliance on the money market 
to obtain necessary liquidity.34 Banks and other financial institutions were unable to obtain 
fresh liquidity as the purchasers of short-term assets began to withdraw from the money 
market. The disappearance of liquidity reflected fundamentally the loss of trust of banks in 
each other but also the loss of confidence by holders of bank and non-bank financial 
liabilities. The equivalent of a bank run began to emerge in the ‘shadow’ banking sector, 
threatening to bring collapse of finance in the US and elsewhere.35 
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The state in the US and the UK, consequently, had to re-affirm the guarantee of ordinary 
deposits with banks to prevent a full-scale bank run. Deposit insurance guarantees by the 
state are a decisive form of intervention in contemporary finance altering the costs and the 
rates of return for financial institutions. The implications of deposit insurance for banking 
and finance in general are further considered in Chapter 10, but there can be little doubt 
that, in its absence, it would have been extremely difficult to restore liquidity provision to 
banks during the recent crisis. 

With private deposits under guarantee, liquidity intervention entailed two inter-related 
policies by the central bank: first, reducing interest rates and, second, providing banks with 
liquid funds under public guarantee. A template for both had already been established by 
the actions of the Bank of Japan during the crisis that followed the bubble of the 1980s. 
Perhaps the most fundamental step by central banks in the US, the UK, and even the EU, was 
effectively to drive nominal interest rates toward zero, following BoJ practice in the 1990s. 
This policy amounted to a public subsidy to banks since it reduced the cost of bank liabilities, 
and hence raised the profitability of banking, particularly as banks simultaneously acquired 
public sector debt that carried a low risk of default. 

In addition to lowering interest rates, and again following the practice of the BoJ in the 
1990s and 2000s, central banks supplied public liquidity directly to commercial banks. Both 
the US and UK central banks adopted quantitative easing after the collapse of Lehman 
Brothers, and further deployed this policy in subsequent years. Quantitative easing implies 
the systematic over-expansion of reserves held by banks with the central bank, as was 
shown in Chapter 4. Unlike the BoJ, however, the Federal Reserve and the Bank of England 
did not adopt quantitative targets for the reserves of commercial banks. Quantitative easing 
has also included the announcement of intent by the central bank to drive down long-term 
interest rates.36 Whether  as  quantitative  easing  or  as  plain  lending  to  commercial  banks,  
liquidity provision by central banks also represents a public subsidy to banks since it replaces 
risky private with safe public credit. 

Quantitative easing stands for the abandonment of independent central banking as well 
as inflation targeting, the hallmarks of the period of Great Moderation discussed in Chapter 
7. For, quantitative easing reflects the overlapping of fiscal and monetary policy as the 
central bank acquires state bonds, thus financing state expenditure. The abandonment of 
the central banking shibboleths of the 1990s and 2000s has been quietly acknowledged by 
the mainstream literature as attention has shifted to the effectiveness of central bank 
policy.37 Effectiveness in this context appears to refer, first and foremost, to the impact of 
quantitative easing on interest rates. Bernanke, Reinhart, and Sack observed several years 
before the crisis that such ‘non-standard’ measures could be effective, a view that has 
gradually become prevalent.38 There has, however, been debate on the relative importance 
of the channels through which quantitative easing operates, including the rebalancing of the 
portfolios of financial institutions and the direct impact of holding reserves. Both the Federal 
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Reserve and the Bank of England consider that quantitative easing has a significant effect on 
interest rates in the asset markets; the effect on long-term rates, however, might decline 
with successive expansion programmes.39 

The effectiveness of quantitative easing in influencing asset markets is an empirical issue 
which remains unclear. Of greater theoretical interest is that liquidity provision by central 
banks in the course of the crisis has followed Walter Bagehot’s long-standing advice in 
Lombard Street – to lend freely and settle accounts later.40 It  is  equally  notable,  however,  
that key parts of Bagehot’s prescription have been ignored – to lend to commercial banks 
only on excellent collateral and at punitive interest rates. Instead, central banks have lent at 
extraordinarily low interest rates, while systematically lowering the quality of collateral 
acceptable for lending. In short, the public sector has not only subsidized private banks but 
has also absorbed bad private risks. 

The  state  in  the  US  and  elsewhere  has  thus  overcome  the  worst  of  liquidity  shortages  
essentially by deploying the central bank’s command over money to engulf the frozen 
interbank market. Note, however, that emergency liquidity provision is a short-term 
response that cannot deal with the underlying causes of loss of trust toward private banks, 
which ultimately account for the destruction of liquidity. Note also that the state cannot 
permanently take over the money market, if the nature of the financial system is to remain 
fundamentally private. Liquidity provision is inherently a short-term emergency measure 
that cannot resolve a deep crisis. Despite state intervention, private liquidity provision 
among banks has remained persistently irregular in international money markets following 
the outbreak of turmoil in 2007. This is a reflection of the structural character of the crisis of 
financialization, explored further in the following sections. 

Dealing with bad assets held by banks 

Liquidity shortages have been associated with weakened solvency due to problematic 
securities and other loans accumulated by banks. The combination of liquidity shortages and 
weak solvency naturally disrupted the lending activities of banks, since banks refused to roll 
over loans and raised the threshold of creditworthiness for new loans. Credit shortages 
hampered investment and consumption, reducing aggregate demand and intensifying 
recession. Consequently, there emerged the need for state intervention to remove bad 
assets  from  bank  balance  sheets  and  to  improve  bank  solvency.  But  removing  bad  assets  
from bank balance sheets has proven far from easy in view of the economic and social 
interests involved, as was demonstrated in the case of the US. 

The first problem was lack of transparency. Since commercial banks are private and 
competitive capitalist enterprises, they have an incentive to conceal the extent of 
problematic loans on their books to prevent loss of trust among counterparties. Even when 
several banks hold bad assets, the first bank to reveal the full extent of the problem would 
suffer disproportionately in terms of access to liquidity, share price, inflow of deposits, and 
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so on. An immediate difficulty for state intervention, consequently, was to deal with the 
opacity surrounding the bad assets of private banks. 

More complex than revelation, however, was the problem of the price at which bad assets 
would be removed from the balance sheet of banks, since that would determine the 
incidence of inevitable losses. If the price was high – at the limit equal to the full price of the 
removed assets – losses would be shifted disproportionately onto the new holder; if the 
price  was  low,  the  incidence  would  weigh  more  heavily  on  the  banks.  In  the  first  case,  it  
would be difficult to find new private holders, and hence bad assets would probably end up 
with the public sector; in the second, banks would perhaps become intractably insolvent and 
face bankruptcy. 

Note also that, if resolution of the bad debt problem was simply postponed in the hope 
that banks would be able to deal with bad assets individually – or in the hope that the 
original issuers would be able to repay according to contract – even worse difficulties could 
emerge. Bank balance sheets would have remained illiquid for a long time, preventing 
resumption of normal banking functions. The longer that the normal supply of banking credit 
would have been disturbed, the greater the disruption to accumulation would have become, 
perhaps resulting in an even larger volume of bad assets on the books of banks. Mere 
passage of time cannot be a cure for the problem of bad assets held by banks. 

Under presumed conditions of competitive capitalism the expected course of action 
would have been to impose the losses from bad assets onto private banks, even to the point 
of forcing bankruptcy. After all, banks are supposed to specialize in information gathering 
and processing, including the tasks of screening and monitoring loans. If bad assets have 
accumulated on balance sheets, banks should bear the costs and consequences of their 
decisions  and  actions.  Under  conditions  of  financialization,  however,  things  unfolded  very  
differently for large banks. 

For one thing, small depositors were protected by state guarantees; potential losses, 
therefore, would have to be borne by equity, bond holders and large depositors. 
Shareholders have an ownership claim on the bank and its profits, and are supposed to take 
the  risk  of  loss  of  equity  invested;  bondholders  and  other  creditors  have  a  legal  claim  to  
interest and repayment of principal, but inevitably carry some risk of loss of loanable capital. 
In principle, bad assets could have been confronted by wiping out the value of shareholdings 
as  well  as  by  imposing  losses  on  bondholders  and  large  depositors  –  a  ‘haircut’.  However,  
equity, bondholders and large depositors typically include institutional investors of 
developed countries as well as large public and semi-public institutions of developing 
countries. Banks gather loanable capital and spare money across society, as was discussed in 
Chapter 5. Imposing losses on banks, therefore, would require ranking shareholders, bond 
holders and large depositors according to non-economic as well as economic criteria. 
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It  is  intuitive  that  such  criteria  must  have  a  social  dimension.  On  what  grounds  should  
bank losses be imposed, for instance, on households that have placed pension savings with 
institutional investors, which must accept losses as holders of bank liabilities? Why should 
bank failure in developed countries impinge upon the savings of workers in developing 
countries?  Questions  of  this  nature  arise  from  the  role  of  banks  as  large-scale  social  
organizers of production and circulation in contemporary capitalism. They further reflect the 
tension between private ownership and social functioning of large banks. 

The difficulties of ranking potential loss-bearers are apparent in the method that has often 
been deployed in recent decades to resolve the problem of bad assets – namely creating a 
‘bad bank’, or equivalently, ‘good banks’. Accordingly, for the current crisis, Willem Buiter 
proposed the establishment of new public banks that would aggregate the sound assets of 
stricken banks. The public banks would be able to resume lending, while leaving failed banks 
to cope with bad assets over time. Jeremy Bulow and Paul Klemperer, in contrast, proposed 
creating ‘good’ private banks by taking over all the assets but only the most senior liabilities 
of stricken banks (including deposits). The remaining liabilities would continue to be held by 
the  failed  old  banks,  which  would  also  hold  the  equity  of  the  new  banks.41 However, in 
practice the typical policy adopted after the outbreak of crisis in 2007 has been to pass the 
cost of bad assets as far as possible onto the public sector, allowing share and bond holders 
to escape with minimal damage. This has been the spirit in which the US state has dealt with 
the problem, particularly after the bankruptcy of Lehman Brothers which did impose costs 
onto equity and bond holders, but resulted in panic conditions in financial markets. 

Removing bad assets from the balance sheet of banks was proclaimed a priority of the 
Troubled Asset Relief Program in September 2008 that came to command $700bn of public 
funds.  In  March  2009  the  Geithner  Plan  was  put  forth,  in  similar  spirit  to  TARP.  The  
underlying assumption of that plan was that bad assets reflected the drying up of liquidity, 
rather than bad credit decisions.42 The objective, therefore, was to remove bad assets by 
restarting the market for securitized securities, while obtaining for the banks the highest 
possible  price.  The  aim  was  to  appear  to  solve  the  problem  of  bad  assets  by  relying  on  
private capital and without imposing costs on the public purse. To this purpose the Geithner 
Plan proposed that banks should engage in auctions thereby removing bad assets from their 
balance sheets. 

By 2009, however, the policy of liquidity provision had already succeeded in shoring up 
bank profits in the US since it had provided banks with large public subsidies. Moreover, 
banks had also begun to receive substantial capital injections from the state on highly 
favourable terms, as is shown in the next section. Consequently, banks had little incentive to 
engage in auctioning bad assets at a loss. From their perspective it was better to wait until 
maturity, dealing with losses out of recovering profits, or via restored capital. That was the 
path eventually taken by US banks after 2009. The inevitable implication was that for a 
significant length of time provision of fresh bank credit remained problematic, particularly as 
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the housing market continued to be weak thus further damaging the value of bank assets. 
The prospects for demand and output were correspondingly negative. 

Injecting capital into banks 

As losses from bad assets gradually accrued for US banks, the state was forced to shift the 
emphasis of its intervention toward replenishing the capital of banks. By early 2009 US 
commercial banks and other financial institutions had received more than $300bn of capital 
injections from TARP, typically as preferred stock with guaranteed interest payments. Capital 
injections into troubled banks raised issues that went to the heart of the functioning of 
banks in financialized capitalism: what would be the ultimate source of the additional 
capital, and what implications would capital injections have for owning and managing banks? 

In a crisis as deep as that commencing in 2007 the US state inevitably veered toward 
injecting capital into banks directly from public funds in the first instance; private sources of 
capital would have hardly been forthcoming in view of pervasive doubts about the solvency 
of banks. Consequently, the issue of public ownership and control over banks came to the 
forefront. For state functionaries in the US, the UK and elsewhere this development created 
severe difficulties in view of the ideological dominance of neoliberalism in recent years. It 
was imperative to make public injections of capital look like a temporary measure that 
would not lead to permanent public ownership and control over banks. Even more 
important was to avoid any suggestion that public was superior to private management, 
even though the latter had self-evidently proven deficient. 

The first step for the US state, therefore, was to overcome the opacity created by private 
banks and to acquire a better grasp of the problem of capital shortage. The natural method 
to improve transparency would have been for independent auditors, preferably public 
employees, to take charge of banks, opening the books and establishing the true extent of 
the solvency problem as well as searching for illegality or malfeasance. However, such action 
would have resembled purposeful nationalization. Consequently, the method adopted by 
the US government was to introduce the Supervisory Capital Assessment Program in March 
2009;  the  program  amounted  to  ‘stress  tests’  of  several  of  the  largest  banks,  to  be  
conducted by US regulatory authorities on the basis of information requested from the 
banks. 

Specifically,  banks  were  asked  to  make  their  own  assessment  of  bad  debts  using  a  
‘baseline’ and a ‘more adverse’ scenario of the behaviour of the economy as a whole. The 
assessments were subsequently examined and adjusted by the authorities, always in close 
contact with the banks. The ‘stress tests’ merely assessed the likely losses on loans maturing 
to 2010. This was a very different exercise to attempting to ascertain the value of bad assets 
carried by the banks, and thus the likely magnitude of losses, if banks were forced to clean 
up their balance sheets. Still, the tests led to an estimate of the additional capital needs by 
banks at only $75bn, bearing in mind that banks had already received substantial sums from 
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TARP and had been building up their capital since the end of 2008, particularly as bank 
profitability rose in 2009.43 

Stress tests coupled with state guarantees of meeting capital shortfalls contributed to the 
restoration of confidence in US banks. Confidence was also restored on account of public 
provision of liquidity, and the reassertion of public insurance for deposits. Furthermore, 
banks were able to restore profitability helped by the receipt of public subsidies. 
Consequently,  already  from  the  middle  of  2009,  US  banks  were  again  able  to  raise  capital  
privately through fresh issues of equity. The result was that the largest banks could start to 
repay funds that had been received through TARP in 2008–2009. 

Quick repayment of TARP funds was important to banks, even though the funds had been 
provided by the state without significant direct implications for ownership and control over 
banks. Only relatively minor, and highly contested, conditions were applied, requiring banks 
to maintain the level of their lending, while limiting the exceptional remuneration of 
management. In effect, the US state treated the public rescue of failed private banks as a 
temporary measure undertaken reluctantly and resembling public investment in bank stock. 
As long as bank shares did not fall in price, the public interest would be presumably 
protected. Even so, private banks were fully aware of the potential risk to ownership and 
control  posed  by  public  ownership  of  shares  as  well  as  by  passive  reliance  on  the  public  
purse. They were also keen to shake off the mild restrictions imposed for receipt of TARP 
funds. Barely nine months after the Lehman shock the largest US banks started to repay 
TARP, while taking steps to restore management remuneration to pre-crisis levels. 

In sum, US state intervention injected public funds into failed private banks in 2008–2009, 
thus protecting shareholders and bondholders from losses arising out of loans in the course 
of the bubble. Furthermore, liquidity was supplied under public guarantee, driving interest 
rates down and improving bank profitability. Implicit and explicit guarantees against failure 
were also offered to banks and their depositors. Supported by public largesse, US banks 
were able to hoard liquidity, minimize losses from bad assets, and improve profitability. 
However, credit creation by banks inevitably suffered, prolonging the disruption of 
productive accumulation. 

In effect, US society was forced to bear the brunt of the banking crisis as state 
intervention aimed at protecting private banks without bringing them under public control. 
The unspoken objective of the US and other states was to defend the underlying relations of 
financialization from the shock of the crisis. The implications became clear in 2010–11 as the 
crisis took a further and even more dangerous turn. 

The crisis becomes fiscal: The eurozone in turmoil 

The global recession of 2008–2009 had grave implications for public finance, in view 
especially of state intervention to rescue banks. Tax revenue declined and government 
budget deficits increased in the US, the UK and elsewhere. A crisis that had begun due to the 



 284 

exposure of banks to the US real estate market eventually produced a major disruption of 
public finance, and therefore of sovereign debt. The impact of the new phase of the crisis 
was particularly severe in the eurozone, initially in the peripheral countries of Greece, 
Ireland, Portugal, and Spain, but increasingly in countries of the core. 

By late 2011 the crisis posed a threat to the existence of the euro, and thus to the stability 
of the international monetary system; meanwhile, European and other banks faced renewed 
problems of liquidity and solvency. State intervention in 2008–2009 had not decisively 
resolved even the financial component of the crisis, which threatened to engulf banks again 
perhaps in even more acute form. It gradually became clear that financialization had given 
rise to a systemic crisis capable of disrupting the monetary and financial components of 
capitalist accumulation across the world. To grasp the complex twist taken by the crisis after 
2009 it is thus necessary to undertake a short detour on the eurozone. 

Emergence of core and periphery within the eurozone 

Economic and financial development in the European Union in the 2000s has been shaped 
by the mechanisms and institutions of the European Monetary Union, which have also 
determined the form of the crisis after 2009.44 The euro has never been a simple means of 
value measurement and payment in Europe; rather, it has been a form of world money 
designed to serve the interests of large financial, industrial and commercial capital in Europe 
as well as the interests of the most powerful states within the European Monetary Union.45 
The character of state intervention in the eurozone crisis, particularly in contrast to the US 
state, reflects the peculiar role of the euro as world money under conditions of financialized 
capitalism. 

From  the  perspective  of  Marxist  political  economy,  and  as  was  discussed  in  Chapter 4, 
world money is a form of the universal equivalent associated with the tendencies and 
requirements  of  the  world  market.  A  characteristic  feature  of  the  world  market  is  lack  of  
homogeneity in laws, accounting practices, trade practices and norms, payment customs, 
and  even  weights  and  measures;  a  further  characteristic  feature  is  the  absence  of  an  
integrated credit system to provide credit and liquidity. Put otherwise, the world market 
lacks both a world state and a world central bank. Therefore, its functioning relies on the 
organizing role of a world money capable of acting reliably as a means of hoarding 
(international reserves) and a means of payment for international operations, provided that 
it  already  acts  as  a  means  of  value  measurement  (unit  of  account).  Furthermore,  the  
hierarchy of capitalist states is also partially determined by command over world money 
which ultimately acts as a weapon of imperial power. 

The historic  form of  world money has been that  of  precious metals,  but  for  most  of  the 
twentieth century gold has been reduced to a hoard-of-last-resort. The role of world money 
under conditions of financialization in particular has been undertaken by national currencies, 
above  all,  the  US  dollar.  By  this  token,  the  imperial  power  of  the  US  has  come  partly  to  
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depend on world money that is produced by the US state. However, in view of its nature, the 
dollar has faced continuous competition from other national currencies. The euro has been 
established in the context of competing against the dollar, and this has lent to it a 
contradictory and discriminatory character. 

It  cannot be overemphasized that  the euro is  a  sui generis form of world money. Unlike 
the  dollar,  the  euro  is  not  a  pre-existing  national  money  that  has  been  catapulted  into  a  
world role because of the intrinsic strength of its economy and state. Equally important is 
that the euro has not attained its role as world money through the organic development of 
the financial and commercial spheres in Europe. Rather, the euro has been created ex nihilo 
by an alliance of European states that took into account the interests of large European 
banks and other monopoly capitals. 

For this reason the institutional mechanisms of the eurozone reflect the interests of the 
large banks that have set the pace of financialization in Europe. Thus, an independent 
central  bank  was  established  to  support  a  homogeneous  money  market  with  the  explicit  
mandate of keeping inflation low; the Stability and Growth Pact was introduced, aimed at 
fiscal  discipline  to  keep  inflation  under  control,  even  though  compliance  was  left  to  each  
sovereign state; competitiveness in the internal market, meanwhile, came to depend on 
productivity growth and on the fluctuations of nominal unit labour costs in each country.46 

The institutional mechanisms of the eurozone have further reflected hierarchical relations 
among its member states. Core countries – particularly Germany – have deployed the euro 
as a means of control over lesser states in the union.47 German industrial capital has gained 
competitive advantages from the lowering of transaction costs across the internal market, 
and  from  the  opportunity  to  outsource  productive  capacity.  For  other  member  states  the  
euro  has  implied  loss  of  the  weapon  of  currency  depreciation  in  the  face  of  German  
exporting prowess. German financial capital has, meanwhile, benefited from the 
homogeneity of the money market within the European Monetary Union and from the 
global  role  of  the  euro  as  reserve  currency.  The  euro  has  facilitated  bank  borrowing  in  
international markets, lending across the world, and engaging in financial transactions. In 
particular, the tendency of the euro to rise against the dollar in the 2000s has benefited the 
German financial sector but also German industrial capital by facilitating its relocation across 
Europe.48 
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FIG. 5 Evolution of nominal unit labour costs in the eurozone 

A striking feature of the development of the eurozone has been the emergence of a 
division between core and periphery, the latter including at least Spain, Portugal, Ireland, 
and Greece.49 The split between core and periphery has emanated from a ‘race to the 
bottom’ in eurozone labour markets. Member countries have been obliged to adopt a 
common monetary policy determined by the European Central Bank, while the exercise of 
fiscal policy has been severely restricted by the Stability and Growth Pact, setting limits on 
budget deficits at 3 percent of GDP and national debt at 60 percent of GDP. Even though the 
pact  has  been  frequently  breached,  it  has  still  operated  as  a  straitjacket  on  fiscal  policy.  
Given the rigidity of monetary and fiscal policy, member countries have been encouraged to 
apply pressure on labour wages and conditions in order to generate competitiveness in the 
internal eurozone market. 
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FIG. 6 Eurozone current account balances as percentage of GDP 

The  ‘race  to  the  bottom’  has  been  won  by  German  capitalists  who  have  succeeded  in  
keeping wage growth low as well as creating entire areas devoid of trade union organization 
in both the old East and West Germany. The diverging paths of nominal unit labour costs in 
figure 5 show the gains in competitiveness made by Germany compared to peripheral 
countries. 

The roots of the disturbance in the eurozone as well as the particular form taken by the 
crisis of financialization in Europe are evident in figure 5. German levels of competitiveness 
were already higher than those of the periphery when the euro was introduced; but as 
nominal unit labour costs in the periphery moved upwards, the German lead in 
competitiveness has been significantly exacerbated. It is important to stress that the German 
advance  has  been  overwhelmingly  due  to  keeping  the  nominal  cost  of  labour  low.  
Productivity growth in Germany throughout this period has been poor, and in fact weaker 
than in peripheral countries, with the exception of Spain. Germany has emerged as the 
leading  country  of  the  eurozone  on  the  back  of  systematic  pressure  on  the  pay  and  
conditions of German workers.50 
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FIG. 7 Net saving in the eurozone, percentage of GDP 

The steady widening of the gap in competitiveness has brought persistent imbalances to 
current accounts within the eurozone: the periphery has registered large deficits, while 
Germany has made substantial surpluses, as is shown in figure 6. It is notable that the bulk of 
German surpluses have originated within the eurozone, of which the periphery is only a 
small part. The euro has effectively turned the eurozone into an internal market for German 
capital, allowing limited success to peripheral capitals. 

Rising current account deficits for the periphery have naturally meant that peripheral net 
saving has been a downward path; current account surpluses for Germany, on the other 
hand, have implied rising German net saving, as is shown in figure 7. 

Even in this regard financialization has followed a different path in Germany compared to 
the  US,  since  German  saving  has  registered  substantial  increases  after  the  early  2000s.  
Peripheral saving has meanwhile declined, collapsing entirely in Portugal and Greece. This is 
a measure of the malfunctioning of domestic accumulation in the periphery and of the 
difficulty of future recovery. 

Debt accumulation in the periphery 

The establishment of a core periphery division in the eurozone has led to enormous 
indebtedness among peripheral countries, giving a particular form to peripheral 
financialization. To be specific, while peripheral countries were losing competitiveness and 
registering current account deficits, the European Central Bank (ECB) kept interest rates 
across the eurozone at very low levels. Low interest rates have had the following two 
important implications with regard to peripheral debt. 
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First, peripheral countries were able easily to finance international deficits, thus 
accumulating external debt, both private and public. The external debt of peripheral 
countries which has subsequently played a destructive role in the eurozone crisis has been 
closely related to the loss of competitiveness. The lenders to the periphery were primarily 
the banks of core countries, mostly German and French, which were in effect recycling the 
surpluses made by core countries on current account. Figure 8 shows the rising exposure of 
German, French, Belgian, and Dutch banks, taken as proxy for core banks, to the periphery; 
it also shows the substantial exposure of these banks to Italy. Note further that core bank 
lending to peripheral countries rose in late 2008, following the bankruptcy of Lehman 
Brothers. In effect, core banks advanced loans to peripheral states in 2008–2009 on the 
wrong assumption that such lending was safe as sovereign default was impossible within the 
European Monetary Union. 

 

FIG. 8 Core bank exposure to eurozone periphery, US $mn 

Second, low interest rates allowed banks to obtain euro-denominated liquidity cheaply in 
the interbank market. Given the availability of cheap funding, peripheral banks were able to 
expand their lending rapidly, particularly after 2005, as is shown in figure 9.51 In short, 
peripheral banks incurred debt externally which they proceeded to transform into domestic 
lending; they also took the opportunity to expand their activities internationally. 



 290 

 

FIG. 9 Peripheral eurozone bank assets as proportion of GDP 

Financialization of peripheral countries in the context of the eurozone has thus entailed 
an enormous accumulation of debt domestically as well as internationally. As the 
international competitiveness of peripheral countries declined resulting in current account 
deficits, the periphery boosted domestic credit on the basis of low ECB interest rates, the 
bulk of which went to households and real estate investment; domestic saving, meanwhile, 
remained on a downward path. Important aspects of the US bubble were thus reproduced in 
the periphery of the eurozone, but under different institutional arrangements, and hence 
without the prominent growth of ‘shadow’ banking, or securitization, characteristic of the 
US. The heaviest growth of indebtedness in the periphery has been due to private debt, as is 
shown in figures 10, 11, and 12 for Spain, Portugal, and Greece, respectively. 

It cannot be overstressed that the primary cause of peripheral indebtedness has not been 
the  accumulation  of  sovereign  debt.  Even  in  Greece,  which  has  carried  a  proportionately  
greater weight of sovereign debt already since the 1980s, the bulk of additional 
indebtedness since the late 1990s has been due to debt incurred by households and banks. 
Spain and Portugal have exhibited broadly similar patterns, though the burden of public debt 
has been considerably lower than Greece. The remarkable feature of peripheral sovereign 
debt during this period has been the change in its composition, rather than its growth. By 
the end of the 2000s, for instance, two-thirds of Greek sovereign debt was owed to 
foreigners, and a similar proportion held for Portugal. 



 291 

 

FIG. 10 Spanish debt by sector of issuer 

 

FIG. 11 Portuguese debt by sector of issuer 
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FIG. 12 Greek debt by sector of issuer 

In sum, as domestic saving collapsed, peripheral states changed the composition of 
sovereign  debt  by  borrowing  internationally.  For  much  of  the  2000s  it  appeared  that  
peripheral countries had benefited enormously from membership of the eurozone since 
sovereign borrowing was denominated in euro, that is, presumably in the domestic currency, 
and for exceptionally low interest rates. In practice peripheral countries were borrowing in a 
currency that would in the end behave as foreign money to them, even if it was legally 
domestic. Peripheral states were soon to realize their error, which was only matched by the 
error of core banks in assuming that lending to the periphery was equivalent to lending to 
core states of the eurozone. 

A fiscal, banking, and monetary crisis in Europe 

The global recession that followed the bankruptcy of Lehman Brothers in 2008 led to falling 
tax revenues for eurozone states and therefore to increased budget deficits, as is shown in 
figure 13. Fiscal imbalances in the periphery of the eurozone were the result and not the 
cause of the crisis, even in Greece. 

Escalating budget deficits as the recession unfolded led to rapid growth of sovereign debt 
in the periphery, shown in figure 14. 
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FIG. 13 Eurozone government primary balances as percentage of GDP 

As peripheral sovereign debt began to escalate, bond markets came to realize that the 
debt of peripheral states was not of the same quality as the debt of core states. Even worse, 
in late 2009 it became clear that core eurozone countries were not prepared to honour 
peripheral public debt. Consequently, the states of Greece, Ireland, and Portugal were 
progressively shut out of international bond markets in 2010–11; moreover, the states of 
both Spain and Italy were placed in an increasingly precarious position. The crisis of 
financialization had become a crisis of sovereign debt primarily because peripheral states 
had borrowed in a currency – the euro – which appeared to be domestic but was in effect 
foreign.52 
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FIG. 14 Ratio of public debt to GDP in the periphery of the eurozone 

The accumulation of peripheral sovereign debt and the gradual exclusion of peripheral 
countries from bond markets posed substantial risks for the banks of both core and 
periphery since banks had acquired a large exposure to public and private debt in the 
previous  period,  as  was  shown  above.  More  specifically,  the  threat  of  sovereign  default  in  
peripheral countries implied that European banks faced dangers of both insolvency and 
illiquidity. The sovereign debt crisis meant that a banking crisis could re-emerge, first in 
Europe and perhaps subsequently in the US, the UK and elsewhere. The pacification of 
banking unrest that had occurred in 2009 mostly through intervention by the US state was at 
the risk of being undone by peripheral eurozone sovereign indebtedness. If the banking 
system of Europe was plunged into crisis, the survival of the euro could be put in question as 
peripheral and other countries might be forced to exit the monetary union. 

By  2010–11,  consequently,  the  crisis  of  financialization  began  to  acquire  an  even  more  
severe  form  capable  of  directly  undermining  the  global  monetary  order.  Core  countries  of  
the eurozone found themselves obliged to respond urgently. Their response to the crisis 
reflected the contradictory and hierarchical nature of the monetary union, while casting 
further light on financialization. 

European states intervene with limited results 

Intervention by the state has been fundamental to confronting the eurozone turmoil, but 
both outlook and methods have been quite different to those in the US. The reasons 
ultimately lie in the political and social relations underpinning the euro. As has been 
mentioned above, monetary union in Europe essentially represents a hierarchical alliance of 
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sovereign states giving rise to a new form of world money. To support the nascent reserve 
currency the eurozone has had to institute a single central bank, proclaiming its liabilities to 
be legal tender as well as creating a homogeneous money market to provide liquidity to the 
banks of the monetary union. However, eurozone banks have remained largely national with 
regard to regulation and to solvency. Moreover, none of the allied states possesses the right 
to  tax  across  the  entire  eurozone  area,  and  none  is  large  and  powerful  enough  to  act  as  
ultimate guarantor of the liabilities of the European Central Bank. Finally, core states have 
refused responsibility for the debts of peripheral states, particularly as no mechanisms exist 
to regulate fiscal affairs across the monetary union. The result has been fumbling state 
intervention which has even exacerbated the crisis. 

The limits of liquidity provision 

The most urgent task of state intervention was to meet liquidity shortages among eurozone 
banks, which has naturally been delegated to the ECB. However, the ECB is an unusual 
central bank since it cannot rely on the backing of either a unitary or a federal state. Since its 
inception in 1998 the ECB has operated as an independent central bank, with command over 
monetary policy and an explicit mandate to control inflation. Its capital has been provided by 
all member states in proportions that reflect the hierarchical nature of the eurozone, each 
state carrying individual responsibility for its share. Under no circumstances was the ECB to 
finance public borrowing by member states since that would effectively mean that some 
states would take responsibility for the debt of others.53 By  this  token,  the  ECB  has  
supported its euro liabilities primarily with privately issued securities, while also holding 
substantial quantities of gold as hoard of last resort. 

At various points during the crisis the ECB has supplied liquidity to private banks thus 
acting as lender of last resort on a large scale. The previously noted discrepancy from 
Bagehot’s historic prescription has once again emerged: liquidity has been provided to banks 
on poor collateral and at a very low rate of interest. ECB liquidity intervention has in effect 
meant that private banks have been provided with a substantial subsidy, similarly to the 
liquidity interventions of the Federal Reserve. Large advances took place in August 2007 as 
the financial crisis first burst out; in 2008 following the collapse of Lehman Brothers; and at 
the end of 2011 as the sovereign debt crisis emerged in full earnest.54 

The fundamental difference with the earlier phase of the crisis, however, was that at the 
end of 2009 liquidity shortages also affected peripheral states, which began to face 
increasing difficulties in issuing bonds in financial markets worried about the risk of 
sovereign default. By implication, banks also began to come under pressure in obtaining 
liquidity and ensuring solvency since they were exposed to sovereign debt. The ECB, 
consequently, faced pressure to meet the borrowing needs of weaker eurozone states, and 
thus  indirectly  to  support  banks.  Meeting  the  borrowing  needs  of  states,  however,  
contravenes the statutes of the ECB and poses profound problems for the central bank. The 
reason is obvious and integral to the make-up of the eurozone: unlike the central banks of 
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the US, the UK and Japan, the ECB is not backed by a single state, whose debt it would have 
been buying under the explicit or implicit guarantee of the same state. If the ECB bought the 
debt  of  peripheral  states,  it  would  be  relying  on  the  backing  of  core  states.  In  effect  core  
states would be accepting responsibility for the debt of peripheral states, which they have 
refused  to  do  from  the  beginning  since  this  action  contradicts  the  fiscal  basis  of  the  
monetary union. 

Nonetheless, since 2010 the ECB has had to relent to some extent as the sovereign crisis 
took a turn for the worse and Greece was forcibly excluded from bond markets. The ECB has 
thus introduced the Securities Market Programme and started purchasing sovereign debt 
instruments in the secondary markets, providing banks and other sellers of public bonds 
with liquidity, while also trying to keep interest rates on public debt low. In effect, the ECB 
took action to homogenize public borrowing in the monetary union by substituting itself for 
the missing unitary or federal state in the eurozone. By implication the ECB has acquired 
significant credit risk from the public bonds of states that faced default. This risk could not 
be ultimately guaranteed by a state power since the ECB has been substituting itself 
precisely for this missing state. This absurd outcome has reflected the contradictory and 
unsustainable nature of the monetary union. 

The difficulty of mounting effective state intervention in the eurozone has thus originated 
in  the  particular  form  of  the  solvency  problem  after  2009,  which  has  also  shaped  the  
liquidity problem of the financial system – namely, the main risk of insolvency has applied to 
states, which has exacerbated the risk of insolvency for banks, and hence has worsened 
liquidity shortages for both states and banks. A central bank is not the appropriate agent to 
deal  either  with  insolvent  states,  or  with  insolvent  banks.  Both  of  these  tasks  require  
intervention by a sovereign entity that has direct access to tax revenue. In the absence of a 
suitable state institution, the ECB has found itself under increasing pressure to play a role for 
which it has not been equipped. It has thus faced considerable risks to its own credibility as 
well  as  to  the  acceptability  of  its  liabilities  –  to  the  international  standing  of  the  euro  as  
world money. 

The complexity of the solvency problem 

Solvency has been particularly difficult to deal with in the context of the eurozone for two 
interrelated reasons. First, and as has already been mentioned, the risk to banks has arisen 
in large part because of the risk to states. Second, despite the existence of a common 
monetary policy and a homogeneous money market in the eurozone, banks have remained 
resolutely national. When solvency is at stake, banks can only turn to their own nation state. 
Indeed, in the course of the crisis European banks have become even more national than 
before since they have proportionately increased their lending to their respective national 
states.55 The deeper problem this poses for the eurozone is apparent: the backbone of the 
monetary union is the homogeneous space created for banks to borrow on similar terms 
from the ECB, thus also lending at comparable rates. If the banking space is losing its 
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homogeneity  and  is  becoming  more  national,  it  follows  that  the  eurozone  is  breaking  up  
from within and national interest rates would begin to diverge significantly. The more 
immediate  problem  is  equally  apparent:  how  could  a  peripheral  state,  whose  debt  
constituted a threat to banks, also act as rescuer of the same banks? More broadly, on what 
grounds could a state be expected to act as rescuer of the banks of another state? 

The problem nonetheless remained that, with bank solvency at risk, the entire structure of 
the monetary union was threatened with collapse. The eurozone was consequently obliged 
to provide funding for states that were shut out of bond markets, thus preventing sovereign 
default and by extension protecting the solvency of banks. A complex mechanism of ‘bail 
outs’ was devised, ostensibly to rescue peripheral states that faced default, but in essence to 
support European banks. A temporary European Financial Stability Facility (EFSF) was 
established in 2010, to be replaced by a more permanent European Stability Mechanism 
(ESM) in 2013. The EFSF was essentially a special-purpose vehicle, similar to those active in 
the US bubble of 2001–2007. It issued its own bonds in order to be able to lend to states in 
distress, but stuck to the principle of individual responsibility for the debt of each guarantor 
state. It could also make funds directly available to banks in distress.56 

Greece, Ireland, and Portugal received ‘bail outs’ from the EFSF, supplemented by the 
International Monetary Fund, in 2010–11. The funds were essentially loans guaranteed on 
an intergovernmental basis, pro rata to each state’s contribution to the capital of the ECB. 
The loans were initially advanced at punitively expensive rates of interest presumably to 
teach a moral lesson to delinquent sovereign borrowers, in sharp contrast to subsidized 
liquidity  available  to  banks  from  the  ECB.  Above  all,  loans  were  advanced  on  condition  of  
tough austerity policies to be imposed on peripheral countries, designed and supervised by 
the IMF. 

The inadequacy and contradictoriness of this response to the solvency problem became 
apparent in late 2011 as the sovereign crisis deepened exacerbating the risk to banks. The 
capacity of the EFSF to borrow and thus to lend had been limited by the contributions and 
guarantees of eurozone states at around EUR440bn, a sum that was manifestly inadequate 
to support both states and banks. But in order to expand its resources, the EFSF would need 
either to function on the basis of joint and several (rather than individual) liability for its 
debts, or it would have to draw directly on the guarantees of core states to rescue the banks 
of peripheral states. In both cases the EFSF would have to transgress the fiscal basis of the 
eurozone – that one state should not accept responsibility for the deficits or debts of 
another. 

EFSF intervention, consequently, proved ineffectual in tackling the solvency problem of 
either states, or banks. Faced with EFSF weakness, pressure increased to find another 
method of dealing with the solvency problem of states, and the suggestion most heavily 
proposed has been to issue Eurobonds. Several different plans have been mooted but the 
core idea has been in common: public bonds guaranteed jointly and severally by all eurozone 
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members would be used to meet the borrowing needs of peripheral and other states. If 
weak  states  were  able  to  borrow  cheaply  on  this  basis,  the  risk  of  default  would  be  
ameliorated.57 Yet, the suggestion also implied that core states would have to accept higher 
interest rates for their own borrowing as well as carrying some residual risk from peripheral 
default. In effect, Eurobonds would lead to a sharing of sovereign risk among member states, 
thus violating directly the Maastricht Treaty. More than that, the mutualization of risk 
contravened the underlying fiscal logic of the EMU and thus led to arguments about loss of 
fiscal discipline and imposing an inequitable sharing of benefits and costs among member 
states.58 Core states, with Germany in the lead, have persistently refused to adopt the idea. 

Failure to deal decisively with the solvency problem meant that the eurozone remained in 
severe danger from the risk of sovereign default throughout 2011–2012, threatening to 
result in exit by one or more peripheral states. The risk became even greater due to the 
policy of austerity that has accompanied the ‘bail out’ programmes. 

Austerity 

The precondition for receipt of ‘bail out’ funds has been the imposition of austerity packages 
coupled with liberalization and privatization. Across the periphery, but also increasingly in 
the core, public spending has been cut, taxes have been increased, wages have been 
reduced, markets have been further deregulated, and public enterprises have been lined up 
for privatization. These policies have aimed at shifting the costs of adjustment onto workers 
in the periphery as well as protecting the interests of industrial capital by changing the 
balance of power against labour. 

The original cause of the eurozone crisis was not fiscal profligacy but loss of 
competitiveness and the accumulation of debt by the periphery, as was shown above. By 
this token, austerity and additional pressure on labour in the periphery were unlikely to 
assuage the crisis in the short run, if at all. Figure 6 shows that German nominal unit labour 
costs  have  risen  gently  as  the  German  economy  recovered  from  the  initial  shock  of  the  
global crisis in 2008–2009. In contrast, Greek and Irish costs have collapsed, while Spanish 
and Portuguese costs have declined more gradually. Thus, the policy of crushing labour costs 
would take several years before significantly reducing the gap of competitiveness. By 
extension, and as is clear from figure 7, it would be several years before the imbalances in 
current accounts were successfully confronted on this basis. 

Even worse, public expenditure cuts and tax increases together with credit shortages due 
to persistent difficulties of banks have exacerbated the tendency to recession in the 
periphery. Conditions in Greece, in particular, have been particularly grave since 2010, 
leading to collapsing GDP as the country has entered the most severe contraction in its post-
war history. Other peripheral countries have also faced a re-emergence of recession, with 
the attendant rise in unemployment, especially among the young, particularly in Spain and 
Greece. 
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Austerity has been particularly destructive in the periphery of the eurozone in view of the 
inability to devalue, thus regaining competitiveness decisively. The contraction of aggregate 
demand caused by cuts in public expenditure and reductions in wages has been barely offset 
by the narrowing of the current account deficits. In effect, peripheral countries have found 
themselves trapped within the eurozone, facing austerity and high unemployment for years. 
As GDP has contracted, the burden of sovereign debt has become even heavier, thus 
exacerbating the prospect of insolvency and default for peripheral states. 

The fumbling intervention by the EU in the course of the crisis has aimed at protecting the 
interests of large financial and industrial capital, but has also undermined these interests. As 
recession in the periphery deepened and insolvency became worse, the banks of both core 
and  periphery  have  faced  greater  risks.  The  creditworthiness  of  Italy  and  other  large  
countries in the eurozone has also been affected since they held substantial volumes of 
public  and  private  debt.  By  2013  the  crisis  of  financialization  had  led  Europe  deeper  into  
crisis creating greater risks of breaking up for the euro. If that eventuality occurred, a deeper 
and more general crisis would follow across the world. 
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and the Transformation of Democracy’, Journal of Contemporary European Studies 13:1, 2005). John Grahl had 
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1990s. The point is that by the end of the 2000s Germany had emerged as the dominant country of the 
eurozone, fully conscious of its place. The drive to create a monetary union in Europe, after all, goes back at 
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‘The European Central Bank: Lender of Last Resort in the Government Bond Markets?’, CESifo Working Paper 
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56 Ibid., part 2. 

57 Eurobonds were already discussed in the Giovannini Group Report (2000) the idea essentially being to issue 
bonds by a single authority which would borrow on behalf of the member states allowing individual states to 
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order. 
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10. CONTROLLING FINANCE 

The crisis of the 2000s has raised profound questions regarding financial regulation as well 
as the performance and role of private banks, including their ability to undertake 
information collection and risk management. It has also raised the issue of confronting 
financialization and dealing with its implications. This chapter considers the broad 
parameters of financial regulation since the end of the Second World War focusing on the 
scope of and prospects for regulation in the context of financialization. To engage in analysis, 
it proposes two important distinctions; first, the distinction between market-conforming and 
market-negating regulation; second, the distinction between generic and systemic market-
negating regulation. In this light, the chapter also briefly discusses confronting 
financialization from the perspective of working people. 

The dominant form of regulation during the last three decades has been market-
conforming regulation – regulation shaped by private financial institutions, operated by 
semi-public bodies, and largely focused on the practices of individual financial institutions. 
The threatened collapse of private banking at several junctures since the outbreak of the 
crisis has flagged the ineffectiveness of this form of regulation. However, the crisis has also 
indicated that a more deeply embedded form of regulation has continued to thrive in the 
years of financialization: generic market-negating regulation that includes lender of last 
resort, deposit protection, and implicit guarantees of large financial institutions by the state. 

Financial regulation tends generally to influence the returns to capital employed in the 
sphere of finance, and thus has a market-negating aspect. However, in the years of 
financialization, generic market-negating regulation has explicitly supported the profitability 
of private financial institutions. It has also been sharply different from regulation during the 
three  decades  after  the  Second  World  War,  which  was  also  market-negating  but  had  the  
specific  aim  of  controlling  finance  as  a  system.  To  this  purpose  systemic  market-negating  
regulation included an array of mutually interacting measures, such as price and quantity 
controls, functional specialization of institutions, and capital controls. The underlying 
assumption was that the untrammelled operation of financial markets could potentially 
destabilize capitalist accumulation, and hence finance had to be controlled as a system. 

With the rise of financialization, systemic market-negating regulation has gone into 
retreat to be replaced by market-conforming regulation; during the same period, however, 
generic market-negating regulation has also become stronger, buttressing the private 
returns of finance. The crisis of the 2000s has cast a harsh light on market-conforming 
regulation, while posing again the issue of market-negating regulation aiming to control 
finance as a system. Nonetheless, re-instating systemic market negation in finance is far 
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from easy under conditions of financialization, in view of the structural transformation of 
non-financial enterprises and banks but also of the nature of contemporary world money. 

The  difficulty  of  imposing  regulatory  controls  over  finance  under  conditions  of  
financialization has raised afresh the prospect of expanding public ownership in finance. 
Publicly owned financial institutions and mechanisms would offer fresh scope both to 
control finance and to reverse financialization. Needless to say, however, confronting 
financialization would be far more complex than merely introducing public banking on a 
large scale. Financialization is a deeply rooted transformation of contemporary capitalism. 
Opposing it would require profound social and political changes, including public provision of 
basic goods and services for households. Not least, it would also require an ideological 
challenge to neoliberalism. In short, confronting financialization would ultimately lead to 
confronting the capitalist character of society as a whole. 

The trajectory of regulation after the Second World War: Market-negating regulation 

From the end of the Second World War to the mid-1970s – a period of unprecedented 
growth of real accumulation – a range of regulations and controls applied to the financial 
systems of mature economies as well as to the international operations of finance. The 
theoretical and ideological justification for tight controls over finance was provided by 
Keynes’s damning verdict on financial excess in the General Theory, calling for the ‘the 
euthanasia  of  the  rentier’  as  a  valid  aim  of  monetary  and  financial  policy  that  would  
strengthen the role of productive capitalists.1 The regulation of finance was an integral part 
of the dominant Keynesianism of the period, summed up as ‘financial repression’.2 

The system of financial repression had its roots in the great crisis of the 1930s which 
ushered in major regulatory changes with the aim of placing finance under control. The 
major institutional and legal change of the era took place in the US with the introduction of 
the  Glass–Steagall  Act  in  1933,  which  separated  commercial  from  investment  banking  as  
well as setting administrative limits on bank interest rates (under the so-called Regulation Q) 
and limits on the volume of bank lending against securities.3 The Glass–Steagall Act 
encapsulated the dominant approach to financial regulation until the gradual emergence of 
financialization had signalled the second great wave of financial ascendancy. Financial 
repression was also spurred by the vast accumulation of public debt by mature countries in 
the course of the Second World War. The leading states of the world market, confronted 
with public debts that were held by both financial institutions and households, adopted 
administrative measures regulating interest rates, often forcing real interest rates into 
negative territory. Financial repression effectively worked as a subsidy to states allowing for 
the gradual reduction of public debt. 

The  system  of  regulation  applied  to  both  money  and  finance,  domestically  as  well  as  
internationally.  It  relied,  on the one hand,  on the role of  the dollar  as  world money under 
the Bretton Woods Agreement and, on the other, on administrative controls on prices, 
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quantities and functions within the domestic financial system. Three elements characterized 
financial regulation generally across mature capitalist countries, although the distinction 
between market-based (Anglo-Saxon) versus bank-based (German–Japanese) financial 
systems never ceased to apply. In spite of the prominent role played by the Glass–Steagall 
Act, these elements were most vividly apparent in Japan, a late developer that finally joined 
the ranks of mature capitalist countries in the three decades after the Second World War.4 

First, there were controls on interest rates, received by and paid to, financial institutions. 
Rates on assets were frequently determined administratively, based on the lending rate of 
the central bank, and were kept deliberately low in nominal terms with the (spoken or 
unspoken) aim of supporting productive capitalists. Rates on liabilities, primarily on deposits, 
were even more tightly controlled, often being zero for a range of deposits. Further, there 
were also controls on the quantities of credit and the direction of credit flows generated by 
financial institutions. Several ratios on bank balance sheets were administratively set, 
including reserves to deposits, and credit was often directed to selected industries and areas 
of economic activity. Thus, the backbone of financial repression was provided by controls 
over prices and quantities of credit, even if there were significant variations among 
developed countries. 

Second, there were controls on the range of functions that financial institutions were 
allowed to undertake. This aspect of financial repression again varied according to the 
historical and institutional trajectory of particular countries, but several features were in 
common across both mature and developing countries. Commercial banking was generally 
kept separate from investment banking through legislation – the Glass–Steagall Act in the US 
and  its  equivalent,  Article  65,  in  Japan  –  or  through  monopoly  practices  and  informal  
‘clubbing’ exclusivity (as in the UK and elsewhere). Banks that provided long-term 
investment funds were also generally kept separate from other banks, through special 
privileges in obtaining liabilities (for instance, issuing long-term bonds) or even through 
direct state ownership. Typically, financial institutions that engaged in providing credit for 
international trade, agriculture, housing, and consumption were kept separate from each 
other. 

Third, there were controls on international capital flows, operating as a necessary 
supplement to the Bretton Woods Agreement that guaranteed convertibility of the US dollar 
into gold at $35 to the ounce. In effect, gold still functioned as the global means of ultimate 
hoarding among states, even though the dollar was used in practice for payments as well as 
for hoarding value internationally. International monetary transactions, consequently, 
occurred at largely fixed exchange rates. To support fixed exchange rates, it was necessary 
to regulate international capital flows, which meant controls on the capital account, 
including outright prohibition on acquiring foreign assets, applying differential exchange 
rates to financial as opposed to commercial transactions, and taxing foreign financial 
returns. 
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The content of financial repression was particularly clear in the context of developing 
countries. Countries in Asia and Africa that emerged from colonialism in the 1950s rapidly 
acquired national financial systems with the aim of replacing the imperial commercial banks 
and severing the links with the financial and monetary networks of the metropolis.5 National 
commercial banks were created, often publicly owned, and central banks were established 
to act as arms of the state, even in the absence of a domestic money market. Financial 
repression was the norm across developing countries, including controls on interest rates, 
credit flows and functional specialization of financial institutions. Financial systems, 
furthermore, tended to be bank-based, assigning a weak role to stock markets, or often 
lacking stock markets altogether. 

Theoretical justification for financial repression in developing countries was typically 
sought in the dominant Keynesianism of the time but also reflected the particular evolution 
of development economics. More generally, and even within international organizations 
such as the World Bank, economic development was perceived as a matter of planning 
domestic investment in the face of shortages of domestic saving. Consequently, 
development  was  thought  to  necessitate  regular  financial  flows  from  abroad,  often  to  be  
officially provided. The dominant approach among policymakers was that financial prices 
and quantities ought to be regulated in order to attain planned growth objectives. 

Regulation of prices, quantities and functions self-evidently altered the normal profit-
making activities of financial institutions. Therefore, the type of regulation characteristic of 
the immediate post-war period can be called market-negating: it affected the equalization of 
returns between finance and the rest of the economy, particularly as ceilings were 
administratively imposed on interest rates. Market-negating regulation also created risks for 
financial institutions since credit was directed to selected sectors and often had a long-term 
character. Furthermore, market-negating regulation affected maturity transformation since 
it typically lengthened the maturity of the assets of commercial banks and other financial 
institutions. In sum, the system of market-negating regulation after the Second World War 
transformed the returns of financial institutions partly into rents that had state backing.6 

Financial repression in both developed and developing countries began to unravel in the 
late 1960s and collapsed in the 1970s as the ascendancy of Keynesianism came to an end. 
Two fundamental reasons contributed to its decline and prepared the ground for the 
emergence of financialization. First, in the 1950s and 1960s there gradually emerged 
financial  processes  that  lay  outside  the  system  of  controls  both  internationally  and  
domestically. In the international sphere arose the so-called ‘Euromarkets’, that is, financial 
markets in which internationally active corporations and banks could hold and trade assets 
beyond the regulatory reach of the authorities. London provided a hospitable venue for such 
activities, while British banks and US multinationals were among the first to take advantage.7 
In the domestic sphere, a multiplicity of equally important, if less noticeable, financial 
processes also emerged bypassing domestic repression. In Japan, for instance, there arose 
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the gensaki market,  an  unregulated  market  in  which  corporations  were  able  to  trade  
temporarily idle funds.8 

Unregulated financial processes, both international and domestic, gradually allowed 
financial institutions to bypass regulatory controls, thus undermining regulation as a whole. 
A fundamental reason in this respect was that unregulated financial activities disrupted 
competition among financial institutions since some transactions generated market-
determined returns, while others generated controlled (hence lower) returns. Pressures to 
change the regulatory regime thus began to emerge spontaneously within the financial 
system. 

From the perspective of Marxist theory of finance discussed in Chapter 4, it is hardly 
surprising that financial repression eventually undermined itself. The financial system is an 
outgrowth of capitalist accumulation mobilizing idle money and organizing trade credit. The 
imposition of controls on prices, quantities and functions cannot obviate the intrinsic 
tendencies of capitalist accumulation to create trade credit relations as well as generate idle 
money capital available for lending. Other things equal, these tendencies would create scope 
for new and uncontrolled institutions and practices which would sit uneasily with controlled 
existing structures. The result would be tension among financial institutions pivoting in the 
first instance on systematic divergences in returns. 

The second reason for the decline of financial repression was the collapse of the Bretton 
Woods Agreement in 1971–73. Its demise was due in part to the accumulation of US dollars 
abroad which propelled the growth of ‘Euromarkets’. International dollar hoards increased 
as  the  US  economy  registered  persistent  trade  deficits,  leading  to  growing  inability  of  US  
authorities to honour the pledge of converting the dollar into gold at a fixed price. The 
accumulation of dollars became even greater after the first oil shock of 1973, thus 
catapulting the Euromarkets toward further growth.9 The  failure  of  Bretton  Woods  was  a  
reflection  of  the  changing  balance  in  the  world  market  as  the  relative  weight  of  the  US  
economy declined. For our purposes, however, what matters is that the collapse of Bretton 
Woods  eventually  led  to  lifting  controls  on  the  capital  account.  Once  the  pledge  of  
convertibility had been dishonoured by the US, a series of developments followed, including 
the disappearance of the gold anchor, the impossibility of maintaining fixed exchange rates, 
the introduction of flexible exchange rates, and the eventual lifting of controls on 
international capital flows. 

The period that followed the demise of Bretton Woods has been characterized by great 
volatility of exchange rates; moreover, inflation rose sharply in the 1970s contributing to 
volatility of interest rates. For financial institutions active in the world market it became 
important to remove controls on international capital flows precisely to confront the risks 
generated by the new volatilities.10 Rising volatility of exchange rates and interest rates as 
well as the gradual lifting of financial controls encouraged financial innovation, a process 
that has transformed the conduct of banks in the period of financialization. 
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Removing international capital controls and abolishing domestic regulations laid the 
ground for financial liberalization. An important step was the partial abolition of regulation Q 
in the US in the 1960s, thus freeing some interest rates on bank liabilities. Equally important 
was the introduction of Competition and Credit Control legislation in the UK in 1970s which 
began to dismantle international regulations constraining British banks. Financial 
deregulation accelerated in the 1970s and became the norm in the 1980s.11 The end result 
was substantial disappearance of controls on financial prices, quantities, and functions – 
thus of the very substance of systemic market-negating regulation. 

Financial liberalization also spread to developing countries in the 1970s mostly on the 
grounds that low interest rates had failed to encourage investment by productive capitalists. 
Funds for development could presumably be internally generated as domestic saving would 
respond positively to rising (decontrolled) interest rates. These ideas and policies began a 
trend in development finance that eventually led to the Washington Consensus in the late 
1980s the underlying principle of which is that financial repression is counterproductive not 
least because it leads to weak and inefficient investment. From this perspective, the 
appropriate  approach  to  finance  in  developing  countries  is  to  allow  interest  rates  and  all  
attendant financial magnitudes to be determined freely by financial markets.12 

It is important to note that financial liberalization in developing countries has always had a 
derivative character. Unlike developed countries, liberalized finance has been partly 
imposed on developing countries through pressure by multilateral organizations, including 
the World Bank and the IMF. To be sure, in all instances of financial liberalization there has 
been a domestic constituency favouring the abolition of financial repression; however, the 
driving force has often come from the outside. The lever for the imposition of financial 
liberalization has typically been conditionality attached to international loans given by 
multilateral organizations and developed countries to developing countries caught up in the 
repeated crises of the last three decades. The path was thus laid for subordinate 
financialization to emerge in developing countries. 

Regulation under conditions of financialization: Market-conforming regulation and 
persistent market negation 

The ascendancy of financial liberalization during the decades of financialization should not 
be confused with the absence of regulation. Finance has continued to be heavily regulated, 
both domestically and internationally, but regulation has been of a very different type than 
that of the period immediately after the Second World War. The prevalent approach can be 
characterized as market-conforming regulation in contrast to the systemic market-negating 
regulation that had set financial prices, quantities and functions during the previous period. 
The dominant agents of regulation, furthermore, have been public bodies that are closely, 
and even organically, connected to the financial system.13 
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Before discussing the broad outline of market-conforming regulation, however, it is vital 
to note that market-negating regulation has far from disappeared in the period of 
financialization.  On  the  contrary,  a  generic  type  of  market-negating  regulation  –  some  
aspects of which have already been discussed in Chapter 9 in connection with the role of the 
state in the course of crises – has thrived. Financialization has been underpinned by market-
negating regulation which long predates the great crisis of the 1930s and the subsequent 
rise of Keynesianism. The following three components are fundamental to it. 

The first and classic component has been the function of the ‘lender of last resort’ for the 
central bank, which emerged in the British financial system in the second half of the 
nineteenth century.14 The experience of regular decennial crises, capped by the collapse of 
Overend, Gurney, and Co. in 1866, contributed to the realization that the central bank ought 
to provide liquidity freely in a crisis. It has become conventional wisdom in mature 
capitalism  that  the  central  bank  functions  as  lender  of  last  resort,  a  view  summed  up  by  
Bagehot already in the early 1870s, as was noted in Chapter 9. Lender of last resort, needless 
to say, negates market processes by ensuring the viability of financial institutions in the face 
of liquidity shortages. Participants in capitalist markets presumably have to bear the 
consequences of their own decisions. If it is necessary for financial markets occasionally to 
receive wholesale provision of liquidity from the state, it follows that markets produce 
suboptimal results, while participants are protected from their own actions by publicly 
backed liquidity. Consequently, moral hazard is an inherent outcome of the function of 
lender of last resort. 

The second component of generic market-negating regulation is deposit insurance 
guarantees. The practice emerged already in the late nineteenth century, and can take a 
variety of legal forms – private and public as well as explicit and implicit. Contemporary 
financial systems are characterized by implicit guarantees of deposits offered by the state, 
the need for which arises from the transformation of extremely short-term liabilities into 
longer-term assets inherent to commercial banking. If deposit holders converged on a bank 
demanding cash, the bank would go bankrupt irrespective of its profitability, of the quality of 
its assets, and so on. Public guarantees prevent or ameliorate bank runs by re-establishing 
trust in banks among the public. It is apparent that public deposit insurance guarantees 
represent market-negating regulation since they effectively lower the cost of liabilities for 
banks. But they also create moral hazard since, on the one hand, some of the liabilities of 
banks are publicly protected and, on the other, deposit holders need not ultimately monitor 
the performance of banks. By this token, deposit insurance guarantees raise the profitability 
of banks, other things equal. 

The  third  and  most  striking  aspect  of  market-negating  regulation  in  the  course  of  
financialization, however, has been the gradual prevalence of the principle of ‘too big to fail’ 
among financial institutions. Banks considered ‘too big to fail’ have often been effectively (if 
tacitly) protected against failure on the grounds that failure would have severe externalities, 
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including the possibility of generalized collapse of the financial system. Intervention has, 
therefore, focused on avoiding the putative ‘systemic’ risk by protecting the solvency of 
banks, rather than simply providing liquidity; public funds have frequently been made 
available to financial institutions for this purpose. The principle of ‘too big to fail’ clearly 
poses moral hazard problems since it protects bank shareholders and bondholders from the 
consequences of failure. Moreover, the implicit state guarantees of solvency keep the cost 
of capital artificially low for banks and other financial institutions, thus increasing 
profitability.15 

Summing up, generic market-negating regulation in the course of financialization has 
operated  as  a  set  of  –  implicit  or  explicit  –  public  mechanisms  that  boost  the  returns  to  
finance amidst generalized ideological promotion of free markets. Financial institutions have 
been protected and supported by the state in terms of liquidity and solvency, thus securing 
higher profits, while losses and risks have been passed to the public. These fundamental 
features of the contemporary regulation of finance have been vital to the handling of the 
crisis that broke out in 2007. 

Nonetheless, the characteristic form of regulation in the years of financialization has been 
market-conforming.16 This type of regulation has tended to apply primarily to individual 
financial institutions, rather than to the financial system as a whole, with the aim of 
facilitating delivery of their putative tasks. It has often focused on the balance sheet of banks 
seeking to affect operations through quantitative or qualitative changes. Note that market-
negating regulation after the Second World War also affected the balance sheet of banks, 
including the asset side. Thus, both loans and reserves were subjected to controls to ensure 
the direction of credit as well as the availability of adequate liquidity for banks. In contrast, 
market-conforming regulation in the years of financialization has shifted regulatory attention 
to  the  liability  side  of  the  balance  sheet,  above  all,  to  the  adequacy  of  own  capital  with  a  
view to ensuring bank solvency. 

Market-conforming regulation of finance has drawn ideological sustenance from the new 
microeconomics of finance stressing information-theoretic, principal–agent analysis of 
financial institutions, discussed in Chapter 5 and elsewhere in this book. Information 
asymmetries between lender and borrower could presumably lead to problems of adverse 
selection and moral hazard, thus resulting in suboptimal results in financial markets, 
including failure of markets to clear. Consequently, they provide grounds for market-
conforming regulation of finance, advocated even by some who have been generally critical 
of financial liberalization.17 

Contrary to the practices of the immediate post-war years, market-conforming regulation 
has not been based on the assumption that freely operating financial markets could be 
inimical to growth and accumulation. The assumption has been, rather, that financial 
markets occasionally face difficulties in delivering optimal results due to informational and 
other institutional weaknesses. Therefore, regulation could – and even should – take place 
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to ameliorate problems of market failure. Such regulation would be market-conforming, in 
the sense that it would assuage the functioning of financial institutions by improving the 
ability to monitor borrowers but also bolstering the assurances offered to the holders of the 
liabilities of institutions. 

Equally fundamental to market-conforming regulation has been the ascendancy of the 
concept of risk in analysing banking coupled with increasing technical sophistication in its 
measurement. Banks have historically deployed conventional wisdom in managing assets 
and liabilities, deriving from practical experience. Banks typically accumulate customary and 
practical knowledge in handling loanable capital as well as in managing trade credit 
according to the specific historical, political and even physical conditions of a country. In the 
years of financialization the conventional wisdom of banks has been given a computationally 
intensive scientific veneer, often with the use of mathematical formulae borrowed from 
physics.18 Regulatory changes in accounting systems, including mark-to-market, have 
reinforced the practice of continuous quantitative measurement of risk on bank balance 
sheets, thus determining required levels of bank capital. 

This approach to regulation has been institutionalized in the accords known as Basel I and 
II, which have been under review to form Basel III. The Basel Accords are instances of 
market-conforming regulation, essentially formed by banks for banks and promulgated 
internationally by bodies that have only loose connections with nation states.19 The Accords 
have been the product of the Bank for International Settlements (BIS) a body established to 
promote cooperation among central banks through a variety of institutional methods, 
including regular meetings. Within the BIS regulatory power resides in good measure with 
the Basel Committee for Banking Supervision (BCBS) the members of which are nation states 
represented by their central bank; the BCBS issued the Basel I Accord in 1988. The accords 
do not have legal force but the nation states participating in BCBS have agreed to enforce 
the supervisory standards specified in the accords. 

The Basel Accords have been explicitly based on the incorporation of the concept of risk in 
specifying regulatory practice. Thus, Basel I was primarily concerned with credit risk arising 
from loans made by banks, and consequently attempted to forestall it by setting a minimum 
level of own capital at 8 percent of bank assets which were appropriately risk-weighted 
(‘capital adequacy’). It was clear to those who drafted the accord that banks faced several 
other risks in addition to credit risk, but agreement was postponed on how to confront 
these.20 Perhaps the crudest aspect of the accord, however, was the adoption of only five 
weight classes for bank assets applying across international banks – 0 percent for cash and 
claims on government, 0 percent, 10 percent, 20 percent or 50 percent for claims on other 
public entities, 20 percent for claims on certain categories of ‘secure’ bank, 50 percent for 
mortgages, and 100 percent for a broad range of other claims on the private sector.21 

The unwieldy and arbitrary aspect of the original capital adequacy regulation became 
apparent as the turn of banks toward mediation in open markets continued to develop 
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apace in the 1990s, including derivatives trading. Heavy involvement of banks in financial 
transactions meant new dangers of losses due to changes in asset prices; these gave rise to 
‘market risk’. A key step in the development of the Basel Accords, therefore, was the 
introduction  of  the  Amendment  of  1996  which  made  provision  for  market  risk.22 For  the  
largest banks this meant the introduction of advanced models of calculating risk based on 
value  at  risk  (VaR).  The  VaR  approach  simulates  changes  in  the  market  value  of  a  bank’s  
portfolio and calculates a capital requirement based upon possible mark-to-market losses.23 
Bank balance sheets thus began continually to reflect the movement of securities prices in 
the open markets, a factor that proved important in the unfolding of the crisis of 2007. 

As banks continued to grow and to become increasingly involved in trading in open 
markets, a still further risk emerged – operational risk. The transformation of banks wrought 
significant changes in the internal organization of the institutions, changing the balance and 
nature of tasks between front desk and back office. With the increase in bureaucratic 
complexity, it became more likely that errors – or deliberate malpractice – would occur in 
trading, thus creating the possibility of substantial losses. Operational risk covers a wide 
variety of areas, from delays in finalizing legal documentation, to not sending cash payments 
in time, and even fraud. The collapse of Barings, the British investment bank, in 1995 partly 
as a result of the actions of a ‘rogue trader’ cast light on this danger, which has only become 
larger with the passage of time, including the use of rogue algorithms in computer-based 
high speed trading.24 Operational risk, consequently, has become a focal point of market-
conforming regulation. The characteristic feature of Basel II introduced in 2004 but receiving 
a comprehensive form in 2006 was to incorporate both market and operational risk in its 
stipulations.25 

The crisis of 2007, irrespective of its origins, is prima facie evidence of the failure of Basel 
II. One consequence, therefore, has been the further development of the regulatory 
framework through the Basel III Accord that began to take shape in 2010–2011. The 
underlying logic of Basel III is similar to that of the previous two accords: market-conducive 
regulation designed by the financial system and aiming to strengthen the solvency of 
individual financial institutions by improving capital adequacy. One important difference, 
however, is the stronger emphasis on risk deriving from open market trading particularly in 
connection with derivatives. 

In  the  course  of  the  crisis  of  2007  it  became  apparent  that  heavy  use  of  credit  default  
swaps by banks and other financial institutions created new sources of credit risk arising out 
of market trading. The integration of derivative instruments into the accounting practices of 
banks has been instrumental in creating these new risks, a development that has become 
gradually evident in the 2000s. The change has been codified through the credit valuation 
adjustment  desks  which  use  mark-to-market  practices  to  simulate  changes  in  the  value  of  
the entire portfolio of trades for each counterparty to transactions, and including 
correlations between risk factors.26 Basel III has included credit valuation adjustment 
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considerations directly in the accord with the aim of further improving capital adequacy.27 
Irrespective of the eventual effectiveness of the new accord, the outcome will be the further 
legitimation of mark-to-market practices and thus the strengthening of the turn of banks 
toward trading in open markets. 

The failure of private banking and the difficulty of re-introducing market-negating 
regulation 

Market-conforming regulation in the years of financialization has focused heavily on banks, 
as is only appropriate in view of the continued preponderance of banks in the financial 
system. The crisis of 2007, however, has raised the spectre of mass failure of private banks in 
several mature capitalist countries, an unprecedented occurrence since the 1930s. The 
expansion of banks in the course of financialization has led to an accumulation of private and 
public debt as well as to weak solvency and liquidity for banks, as has been shown in 
previous chapters. In the absence of sustained state intervention, it is probable that there 
would have been large scale collapse of international banks in recent years, also signalling 
the failure of market-conforming regulation. 

The failure of regulation but, even more important, the prospect of mass banking collapse 
have posed profound questions about the role of banks and regulation in financialized 
capitalism. For Marxist political economy, the banking system is an integrating mechanism of 
the capitalist economy collecting information, transferring resources across society via the 
flows of loanable capital, and facilitating the equalization of the rate of profit. Mainstream 
analysis of finance, on the other hand, treats banks as specialists in gathering and assessing 
information as well as monitoring borrowers and managing risks; financial markets, more 
generally, are also assumed to price and distribute risk. The transformation of banks in the 
course of financialization and the vast crisis that commenced in 2007 have put a different 
complexion on these issues. 

For one thing, securitization has directly undermined the notion that banks reliably gather 
and assess information about borrowers. Securitization presumably compartmentalizes risk, 
rendering its various components more susceptible to assessment assigned to other 
specialists, including ratings organizations, credit enhancers, and so on.28 For a short period 
of time in the early 2000s, securitization appeared to be the pinnacle of ‘modern’ finance in 
handling risk. In practice, securitization led to effective abandonment of assessment and 
monitoring across the chain of constitutive transactions. The assignment of risk assessment 
to others created gaps and omissions resulting in misjudgement of the creditworthiness of 
securities. Banks acquired assets often without even a perfunctory examination of their 
quality on the expectation that these assets would be rapidly taken off the balance sheet 
through securitization. 

The self-evident failure of banks to manage risk bespeaks of the deeper transformation of 
banking in the course of financialization.29 For mainstream economics, banks acquire 
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information in qualitative (‘soft’) ways, including regular contact with borrowers, personal 
relations, visiting the site of borrower operations, and placing staff on company boards; 
banks also acquire information in quantitative (‘hard’) ways involving analysis of company, 
market and general economic data.30 Financialization has thus shifted the focus of banks 
from ‘soft’, ‘relational’ methods towards ‘hard’, statistically driven techniques. 

Arm’s-length assessment of borrowers, for instance, has been deployed in judging the risk 
of mortgages in the US, including ‘credit scoring’ of individuals based on numerical 
information (income, age, assets, etc) that could be manipulated statistically.31 The risk of 
default  on  assets  has  been  more  generally  assessed  via  quantitative  models  that  utilize  
historical rates of default; estimates were largely extrapolations from past trends, stress-
tested within limits indicated by data. Banks, as was discussed in the previous section, have 
also deployed value-at-risk methods to assess the probability that the value of their assets 
would decline below a certain level, relying on correlations between asset prices and 
volatility. VaR methods have made it imperative to adopt the accounting practice of 
‘marking  to  market’  –  to  use  current  market  valuations  rather  than  historic  prices.  These  
practices have become officially incorporated in market-conforming regulation, thus gaining 
further influence among banks. 

Historically, banks were able to arrive at a socially valid assessment of borrower 
creditworthiness partly through ‘relational’ interactions with other agents in the financial 
system.32 It appears that the adoption of ‘hard’ and computationally intensive techniques 
has  led  to  loss  of  capacity  by  banks  to  collect  information  and  assess  risk  on  a  ‘relational’  
basis. Meanwhile, the new techniques have contributed to the failure of banks and of the 
financial system as a whole to assess risk in the 2000s.33 The use of past prices to calculate 
correlations hardly works in times of the unprecedented co-movements of prices. The ‘hard’ 
techniques may have even increased the homogeneity of decisions by financial 
intermediaries, thus exacerbating price swings and general instability.34 Yet, if banks have 
lost capacity reliably to collect information and assess risk, what is their social and economic 
function in financialized capitalism? As was shown in chapters 8 and 9, the mediating role of 
banks in the flows of loanable capital is now less important for large corporations, and has 
proven problematic for households. Banks certainly play a vital role in creating money and 
operating the payments mechanism in mature economies, but these are not functions that 
are specific to banking capital and could be taken over by other institutions, for instance, by 
the post office. What, then, is the social purpose of private banks in financialized capitalism? 

The problem has been compounded by the systematic bypassing of Basel II regulations by 
banks  in  the  course  of  the  bubble  of  2001–2007.  As  was  discussed  in  Chapter 8, 
securitization has involved setting up new institutions, such as Structured Investment 
Vehicles, that issued asset-backed liabilities. Bank assets were moved off-balance-sheet and 
thus capital adequacy requirements were not infringed. In short, market-conforming 
regulation actively encouraged large banks to securitize assets in order to ‘churn’ regulatory 
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capital. Banks were able to continuing lending and making profits while appearing to meet 
capital adequacy requirements. 

This process has been referred to as ‘regulatory arbitrage’, often implying that it was due 
either to the inadequacy of the regulators, or to a temporary lapse in bank operating 
practice.35 However, the bypassing of Basel II is merely an instance of the spontaneous 
tendency of the financial system to undermine regulation by creating new activities with 
higher returns, which was briefly discussed above. Basel II created opportunities for large 
banks to engage in ‘regulatory arbitrage’ since it placed emphasis on ‘hard’ techniques of 
risk measurement to set the precise level of capital adequacy. But it is misleading to assume 
that market-conforming regulation could ever be designed permanently to avoid the danger 
of ‘regulatory arbitrage’. The best that could be hoped for would be continually to revise the 
regulatory framework to contest the efforts of financial institutions to bypass existing 
regulations. 

The failures associated with market-conforming regulation in the context of 
financialization have led to a search for new approaches to ‘systemic’ regulation. Ideas have 
been put forth of treating the financial system as a ‘network’ or as a biological system, but 
these have not led to concrete suggestions regarding regulation. There have also been 
attempts to explore ‘macroprudential’ regulation, but they have hardly amounted to 
anything more than establishing a range of early warning signals, or of discretionary levers of 
intervention, to help regulators deal with crises.36 Others, finally, have proposed the re-
establishment of institutional barriers between investment and commercial banking.37 
Amidst this debate, however, Basel III has reaffirmed the basic principles of market-
conforming regulation, designed by banks for banks, focusing on capital adequacy and 
treating banks largely as participants in open market transactions. 

It has proven difficult to re-institute even basic elements of systemic market-negating 
regulation capable of limiting the tendency toward instability and crises. This difficulty is not 
merely the result of the paucity of new ideas. The structural basis for systemic market-
negating regulation is far from apparent within financialized capitalism. After all, the three 
pillars of post-war regulation would be extremely hard to reinstate under conditions of 
financialization. First and foremost, there is no prospect of introducing a form of world 
money that could stabilize exchange rates. Substantial volatility of exchange rates is likely to 
remain for the foreseeable future, sustaining the growth of international financial markets. 
Moreover, large international financial markets would resist attempts to control the 
movement of loanable capital through the capital account.38 They  would  also  make  it  far  
from easy to re-introduce functional specialization of banks, including the rigid separation of 
commercial from investment banking. Contemporary international banks tend to generate 
liquidity through securities transactions in open markets precisely because they have turned 
to open markets with the aim of earning returns. Investment banking functions are no longer 
an optional extra for commercial banks but an integral part of their functioning.39 Under 
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such conditions, it would take profound social and political change to re-introduce 
generalized administrative controls of prices and quantities of credit. 

Confronting financialization: Some concluding remarks 

The travails of regulation reflect the deeply rooted character of financialization, its structural 
and historic place in the development of capitalism. Financialization is not the outcome of 
policy;  it  has  not  resulted  from  the  lifting  of  financial  regulation;  it  is  not  a  tendency  that  
could be dealt with through regulatory change alone. The crisis of 2007 and its aftermath, 
furthermore, indicate that financialization is persistent. Confronting it and dealing with its 
problematic outcomes from the standpoint of working people will take more than merely 
intervening in the regulatory framework of finance. 

The main thesis of this book is that financialization represents a transformation of mature 
capitalism resting on the altered conduct of non-financial enterprises, banks and 
households. The transformation has taken place during the last four decades within a 
‘channel of accumulation’ determined by neoliberal ideology and shaped through 
deregulation of labour and financial markets. Financialization also has a subordinate 
dimension in developing countries reflecting the hierarchical nature of the world market and 
world money. 

Market-conforming regulation poses no obstacle to financialization; indeed it is consistent 
with it, even if it has also failed at critical junctures. Generic market-negating regulation, on 
the other hand, including lender of last resort, deposit insurance guarantees and the 
application of ‘too big to fail’, has been fundamental to promoting financialization, while 
imposing costs on society. Systemic market-negating regulation, finally, requires profound 
social  and  political  change,  if  it  is  to  be  re-imposed,  not  least  resolving  the  problem  of  a  
reliable world money. Therefore, there are no clear paths of regulatory change to confront 
financialization. This is without even considering the enormous social and political power of 
finance which will certainly be mobilized to block reform nationally and internationally. 

The poor prospects of regulatory control and the failure of private banking have brought 
to the fore the issue of private property over financial institutions. If it is necessary to adopt 
a more interventionist attitude toward finance than merely setting a regulatory framework, 
then property rights over financial institutions ought to be considered directly. Controlling 
finance as a system would acquire a different complexion, if public ownership and control 
over banks were re-introduced systematically. Note that public ownership of banks and 
other major financial institutions is not an unusual occurrence in financialized capitalism. 
After the collapse of Lehman Brothers, the extension of public ownership over stricken 
banks was publicly discussed even in the US.40 Capital injections in the period that followed, 
in both the US and the UK, effectively established a strong public ownership stake in 
banking. 
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However, public ownership has typically been treated as a temporary counter-crisis 
measure aimed at restoring the solvency of banks with the aim of returning them to private 
ownership. Governments have consistently refused to exercise effective control over banks 
in which they hold a dominant ownership stake. The aim of nationalization has typically been 
to return banks to private hands, while avoiding outright losses on capital injected. Finance 
has been treated as a sector that periodically requires public ownership to deal with losses 
and to prevent collapse, only to be returned to private ownership when the conditions of 
profitability would have been stabilized. 

Public property rights and active public control over banks, however, allow for much more 
than merely dealing with the problems created by private ownership and control. For one 
thing, public banks could support the provision of banking services to real accumulation as 
well as to households. As has been established in previous chapters, private banks have 
performed badly in these respects in the decades of financialization. It has already been 
suggested in the literature that provision of this type of credit should be considered as 
similar to a public utility, for instance, transport, electricity and water.41 Needless to say, 
there can be no simple analogy between the provision of credit and the operation of a public 
utility, since credit in not a normal commodity but a set of economic relations based on trust 
and anticipation of returns. Yet, in principle, there would be no intrinsic difficulty in publicly 
managing the flow of credit to households and to non-financial enterprises to achieve 
socially set objectives as well as to eliminate financial expropriation. 

Public credit could be supplied to non-financial enterprises to buttress circulating capital 
and  to  facilitate  the  flows  of  trade  credit.  It  could  further  be  supplied  to  households  for  
housing, education, and health as well as for smoothing general consumption. The supply of 
public credit would typically be on condition of regular repayment at publicly determined 
rates of interest. Interest payments would represent a public charge for the service that 
would cover costs as well as expanding the scope for future provision. The rate of interest 
and the general terms of repayment could vary among borrowers according to the broader 
objectives of social policy. It would thus be possible for public banks to deploy the 
techniques of information collection for income, employment, and personal conditions, 
including credit scoring and quantitative risk management. There is no reason why public 
banks could not provide a full range of monetary services to non-financial enterprises and 
households, including payments, safekeeping and value transfers. 

More broadly, public banks could also enter the field of longer-term lending for large-scale 
investment. Funding could be secured in a variety of ways, including preferential access to 
deposits and issuing publicly guaranteed bonds. After all, private banks have been able to 
grow enormously in the years of financialization by relying on explicit and implicit deposit 
insurance guarantees by the state; the result has been to exacerbate moral hazard and to 
boost private returns. If public guarantees were removed, public banks would benefit from a 
steady supply of funding as deposits would migrate from private banks. Public banks would 
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thus be able to adopt a longer-term horizon in lending, helping to strengthen the productive 
sector and to reverse financialization. 

General re-introduction of public banking should not be confused with simple bank 
nationalization, which has already effectively happened under conditions of financialization 
on several occasions; it would be even less the replacement of failed private managers by 
state bureaucrats. Rather, public banks ought to have a social and collective remit as well as 
adopting transparent decision making and full accountability to elected bodies. Public banks 
ought to operate as levers for the re-strengthening of the social and the collective at the 
expense of the private and the individual across the economy. If the public interest was fully 
represented and democratically expressed within finance, it could help re-establish public 
service as a superior motive compared to private gain across the economy in general. A re-
strengthened spirit of public service would be a vital step to reversing the ascendancy of 
finance in recent decades, while also laying foundations from a broader transformation of 
the economy in the interests of the many. 

Re-establishing public property and control over banks would also create fresh space for 
regulatory intervention in the realm of finance and in the rest of the economy. 
Financialization reflects the increasing involvement of non-financial corporations in financial 
markets as well as the systematic turn of banks toward financial markets. Financial profits 
have been generated through transacting in loanable capital, including through the 
expropriation of transacting parties. The growth of financial markets, moreover, has severe 
implications for the internal organization and performance of non-financial corporations as 
well as for economic policy. An important regulatory step in confronting financialization, 
therefore, could be to impose a tax on financial transactions, widely known as a ‘Tobin tax’.42 

Tobin taxes were originally conceived as currency transactions taxes. However, they could 
be  considered  more  broadly  as  taxes  on  financial  transactions  in  general  with  the  aim  of  
dissuading short-term speculative flows of loanable capital hoping to make financial profit. 
The ‘churning’ of loanable capital in financial markets could be reduced as could the 
ceaseless invention of new ways to transact in loanable capital by banks and other financial 
institutions. Effective Tobin taxes would probably require international coordination among 
states, though there is scope in practice for introduction at a national or regional level. 

If public property and control were widely re-established in the sphere of finance, the 
introduction of Tobin taxes would probably become easier. Public banks operating in a spirit 
of public service would more easily refrain from regulatory arbitrage and would more 
naturally accept restricted trading in open financial markets. A weightier presence for public 
banks  in  the  financial  system,  moreover,  would  reduce  the  ability  of  private  banks  to  
influence the policymaking environment. In short, regulatory change would benefit from 
changes in the property relations within the financial system. Public regulation and public 
property over finance could reinforce each other. 
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Financialization, however, has also drawn strength from the increasing involvement of 
households in the realm of finance. The retreat of public provision across a range of fields 
associated with the livelihood of working people – housing, health, education, pensions, and 
so on – has created space for private provision. Private finance has emerged as the mediator 
of private provision across these fields, even though it has no evident skills in delivering such 
services and even if its performance has often been predatory and crisis-prone. Confronting 
financialization, therefore, cannot simply involve the regulation of private financial practices 
and nor even the establishment of public financial institutions to provide requisite services 
to households as utility, or otherwise. It must also involve re-establishing public provision of 
goods and services that constitute the real income of working people. 

Consequently, confronting financialization includes reasserting the importance of public 
housing, health, education, pensions, and consumption more generally. It entails the re-
imposition of a public spirit across these fields and the ascendancy of the notion of a public 
right to access basic goods and services. The expanded rule of money over the livelihood of 
households and individuals would thus be reversed. Room to engage in policies of public 
provision is afforded by the rise of new technologies and by the spontaneous opposition of 
working people to the monetization of life. Needless to say, there can be no return to the 
years prior to the rise of neoliberalism. Fresh approaches to public provision, incorporating 
democratic and communal practices, are required. However, there is no doubt about the 
need to strengthen public provision, if financialization is to be opposed. 

It is evident, in this light, that countering neoliberalism is integral to confronting 
financialization. The ideas of neoliberalism – above all, on markets and tax – have set the 
terrain for financialization and for the broader transformation of capitalism during the last 
four decades. Financialization cannot be confronted without re-establishing the ideological 
primacy of the collective over the individual, and of the public over the private. It cannot be 
opposed without re-asserting the superiority of the public interest over the profits and 
benefits of the individual. It cannot be reversed without accepting that public authorities 
have the right and the obligation to intervene in the economy in the interests of the many. 
Only on this basis would it be possible to devise policies that could re-establish control over 
capital domestically and internationally. Confronting financialization, in other words, is 
inherently a stance that leads to anti-capitalist ideas, policies and practices, and for this 
reason it should be part of the struggle for socialism. 
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