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Almogt a century ago the maxis economis Rudolph Hilferding waned that the criticd
comprehenson of contemporary - ealy twentieth century - capitdism implied the development
of a theory of finance capitd. Finance capital, according to Hilferding, was a category which at
the same time identified a particular form of capital and a new form of capitalism®. To grasp in
its complexity this economic and socid transformation Hilferding developed a sophisticated
andyds of the inditutiond mutations which accompanied the autonomisation of finance capitd,
an andyss the marxig tradition later reduced to a theory of bank dominance of indudrid capita
and of capitdigt class dtructure as networks of interlocking directorates among large corporations
(Niog, 1985). The inditutiond foundations of Hilferding's andyss, which conditute the whole
second section of Finance Capital entitled “ The Mobilisation of Capital, fictituous capital” , are
developed prior to his concluson in sections three and four of the book that then existing
cepitdism was drifting towards a monopoly form dominated by large universa banks. The
inditutional forms which are examined by Hilferding in section two were the emerging universa
banks, large manufacturing corporations and buoyant and dynamic indudrid stock exchanges.
Finance capitd was understood by him, firs and foremos, as the product of the interaction
between these three inditutiond forms an interaction structured by and for the circulation of
liquid fictituous capitd.

Unfortunately, Hilferding's inditutiond ingghts weren't further developed by the scholars of the
marxig tradition. The sudy of these economic inditutions, of the dructure of their interactions,
of finance capital as the circulaion of fictituous capitd in this structure and of finance capitalism
as a higoric form per se was pursed by economids of the heterodox tradition such as Veblen,
Keynes and Minsky rather than by marxists who drifted towards a theory of “monopoly” state-
cgpitdism (De Brunhoff, 1973). Inditutiond andyss of financid systems was revived in France
by the regulation school theorigts, such as Aglietta (1976) and Boyer (1999) as they drifted from
marxism towards a renewed form of critica inditutiondliss macroeconomics. This inquiry clearly
gtuates itsdf in this regulaionis tradition and we bdieve that Hilferding's waning of the
importance of understanding, criticdly, Finance capitd is, a century laer, more important than
ever.

1 Just asindustrial capital, as analysed by Marx thirty years before, was the unity of the production of capital and of
reproduction of the whole capitalistic mode of production.
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The lagt thirty years have seen mgor inditutional changes which many have interpreted as the
financidisation of capitdisn and the triumphant return of finance cgpitd dominating industrid
and commercid capita (Lordon, 2000). Criticd comprehension of contemporary capitdism once
agan necesstaes the development of a theory of finance capital both as an economic sructure
and as a more generd socid form of capitaism. And this theory mudt, as Hilferding had rightly
seen, ground itsdf in an andyss of the inditutiond sructure by which finance capita reproduces
itsdf and paticipates in the generd reproduction of cepitdism. This paper, by adopting a
multidisciplinary gpproach, combining the findings and perspectives of economic sociology and
the heterodox macroeconomy attempts to present an origind and systematic theoretical andyss
of these inditutional foundations and thus hopefully contributes to the theoreticd renewd and
extensgon of current critica andyds of financidisdion. It is an atempt to weave together a
marxian concept of finance capital with a keynesan concept of capitdist finance. This synthess
has been built on the inditutiond dimenson of Minsky's financid theory of invetmert. We have

thus expanded and enriched Minsky's work with theoretical ingghts from classcad heterodox
thinkers such as Marx, Hilferding, Keynes.



From Marx to Minsky: finance capital and capitalist finance
A Marxian Concept of Finance Capital

Marx synthesized the specificity of capitdisic economic rdations in his famous formula M-C-M”
2 a formula he opposed to mere commodity exchange relations characterised by the C-M-C
formula. In this second formula money appears as a dample “numérare’, as an equivdent for
vaues which exig in themsalves, the pure form of a commodity exchange rdation is thus MM, a
socia relation typica of bater sysems, money facilitates commodity exchange as Smith rightly
noticed, but in no way initiates it, the socid reaions which render exchange necessary exist
independently of money®. Now in a capitaist economy, characterised by M - C - M’, money is a
once the initiator and the findity of the socid reation, even more 0, the reation is one of
accumulation and reproduction of money as capital and of capital as money. Access to money,
the capacity to mobilize money as capital, and reproduction of money vaues is thus a prime

determinant of the accumulation process in a capitalist economy.

For Marx the reproduction and accumulation of capitd as money reaches it's purig and most
fetichised date in M-M’, money-capital engendering money-capital, a form - characterised as an
irrational aberration - that he andyzed as interest bearing and fictituous capitd, and a form we

2 M meaning money, ¢ meaning commodity, the formula represents a process which can be decomposed in a certain
number of «moments», each moment being the dialectica mediation of the following figure, the formula
represents as well the basic atemporal mode of existence of capital as a social relationship characterised by value
valorizing itsdlf.

3 These relations as Smith had discovered where the product of the «division of labor» between independent
producers, money as a means of exchange has thus nothing to do with capitalism, just as exchange value can also
be traced to a precapitalist economy. In Capital Marx shows how exchange relations are the result of the
extension of capitalist production relations, the division of labor is not the spontaneous product of independent
producer specialisation it is rather the conscious result of capitalist accumulation, it is also this accumulation
which accentuates the development of exchange relations by expropriating non-capitalists of their means of
subsistence, transforming them into wage laborers and thus rendering them dependent on commodity exchange
for survival. The irony with which Marx criticizes those economists who analytically presuppose the existence of
« free» labor at the disposal of capitalists could be turned against him when in the same breath he presupposes
the existence of the liquid money capital his « Money bags » usesto hire « free » labor.
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will use as a formd definition of finance capital. According to Marx the M-M' form is fetichistic
and fictituous because, as money-capita engendering money-capitd, it is a mere anticipation of
the real process of accumulation, for Marx this relation can reproduce itsdf only by latching on to
another form of economic reproduction and diverting vaue from the other accumulation process.
In precapitdist societies the M-M' form manifests itsdf as usury, in societies dominated by the
capitdis mode of production the M-M' form is embodied and reproduced by the « credit
sysem» as a ecific commodity: as commodified money capitd. In maxian terms this relation
can be represented as Mf ... M-C-M" ... Mf', Mf meaning money belonging to finance capitdigts
and Mf' meaning money returning to finance capitaigs in which Mf<Mf', the three dots sgnify a
rupture in the process, just as in the developed form of the origind formula of capitd M-C
...P...C-M', P, the production process, which generates surplus vaue is buried under the apparent
autonomous capacity of commodities to generate their own surplus vaue in the circulaion
process. The fetichism of the M-M' form is gmilar in nature but more pervasive money capitd
gopears as a commodity having the cgpacity to generate autonomoudy surplus vadue in the form
of interest, without any reference to the « real » production process.

In M -- M'" we have the meaningless form of capitd, the perverson and
objectification of production relations in their highest degree, the interest-bearing
form, the smple form of capitd, in which it antecedes its own process of
reproduction. It is the cagpacity of money, or of a commodity, to expand its own
vaue independently of reproduction -- which is a mydification of capitd in its
most flagrant form.

For Marx this fetichism is more pervasive because the surplus vaue generated by the use of lent
money as capitd is anticipated before any red production takes place as predetermined interest
payments. The didribution of surplus vaue as interest, and assmilated forms of financid rent
(dividends) is understood as the necessary retribution of money — capitd objectified in the
interest rate. M-M’ is thus a very red condraint on individud non financid capitdists because it
represents debt, i.e. the contractud obligation to make a defined amount of money payments in
the future, in exchange for “money now” tha can be mobilized as capitd (pent) and invested in
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wages, machines and commodities. Because of its fictituous nature, this M-M' form has,
according to Marx, no inner limitations, it's limit can only manifest itsdf outsde the credit

rdation asafinancid criss.

Our marxian notion of finance capita takes on a more refined form: M-M' can be understood & a
two dded rdation permitting the Smultaneous mobilization of money as cepitd and the
reproduction and accumulation of money as ceapitd, as «sdf expanding vaue» and of capitd as
money, as the socidly recognized means of payment, which means tha though capitd vaorises
itsdf, it idedly (and contractudly) remains in a liquid form. As a socid rdaion, it is the
conflictua and contradictory unity of the capacity, in modern terminology, to finance investment,
by creating debt, and the capacity to appropriate and accumulate revenue in a money form,
before any productive activity has taken place, thus anticipating the surplus vaue that could be
generated by money being effectively transformed into productive capita. It is thus a the same
time a category referring to the forms of investment and category which corresponds to forms of
digribution. Findly, because of its fetichisstion as a commodity, finance capitd, as M-M',
mediates economic relations by obscuring it's dependance on other forms of cepitd for its
reproduction and expangon, it must present itsdf as sdf-expanding value, as autonomous
accumulation, and eventudly as the red form of capitd agang which dl other forms must
messure themsalves.

It becomes a property of money to generate value and yield interest, much asit is
an atribute of pear-trees to bear pears. And the money-lender sdis his money as
just such an interest-bearing thing. But that is not dl. The actudly functioning
capitd, as we have seen, presents itsdf in such a light, that it seems to yied
interest not as a functioning capital, but as capitd in itsalf, as money-capitd .

A socid concept of finance capitd must take into account these two sides of the relation and
guestion on the one hand the socid process of inditutiondisation of the capacity to mobilize

4 In the manuscripts that have been published as Book three of Capital, Marx spent quite a few pages analyzing the
contradictions arising from the differential relationship of lending capitalists and borrowing capitalists to the
mobilization of money as capital on the one hand, and to the reproduction of capital as money through production
on the other hand.

5Marx, Capital, book |11, Chapter 24.
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money as capitd, on the other the socid process of inditutiondisation of the didribution and
accumulation of surplus vdue as sHf-expanding money, without obscuring the contradictory
unity of these two tiers of finance capita or the mode of aticulation of this unity to the more
generd economic reproduction process and the way this articulation's redity is reified by finance
capita's fetichigtic qudlity.

As was sad earllier one can represent in a maxian grgphicd form finance cgpitd as M-M'
somehow articulated to capitdist accumulation M-C-M’. But the linear verson of the marxian
graphicd form of finance cepitd, Mf ... MC-M' ... Mf', Mf, is inadequate because it obscures the
unity between the two conditutive moments of finance capita. A better rendition would be to add
a vertica dimengon to the graphica form and present finance capital as it is presented in figure
1°. The numbers in diagram refer to the basic socid relations which form the structure of finance
capital as outlined above, relaions 1 and 2 refer to the gpecific modes of articulation of finance
capitd to economic reproduction, whereas 3 refers to finance capital as an autonomous unified
Sphere of economic activity:

1.being the rdaions tha command the financing of capitdig investment, what in marxian
terms was presented as the socia process of mobilisation of money as capitd;

2.being the reations that command the didribution of revenue in a financid form, what in
marxian terms was presented as the accumulation of capital as money;

3.being the rdations that unify finance capitd as the socid process of mobilisation of
money as capitd and of accumulation of cgpitd as money. One of the most smple and
basc expressons of this unity is the interest raie, more complex forms are financid
markets, inditutions and ingruments. It is these relations that form the basis for an
autonomous sphere of financid cdrculation of commodified (or liquid) money capita
and from which originates the fetichistic power of finance capitd (its ideologica
dimengon) as sdf expanding vdue It is dso through these relations that the generd
aticulaion of finencd dreulation to indudrid and commercid crculaion is
determined’.

6 See annex for figures 1 through 3.
7 One can find adetailed institutional analysis of thisin Keynes' Treatise, more on thisin the next section.
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A find note, this unity is contradictory in the sense that the relations that structure one pole
(1 or 2) can be antithetica to those that structure the other pole (1 or 2), for example a high
interest rate might favor the accumulation of capitd as money but disfavor the invesment
of money as capitd and vice versa. More profoundly the contradictory nature of the unity
gems from the fact that the effective unity of finance capitd depends on the actua capacity
to reproduce money cepitd from points 1 to point 2, whereas the unity crested through
financid circulation is an a abdract unity that anticipates (and is mediated by) this effective
unity, in this sense finance capitd can be consdered « fictituous ». Financid criss and
speculative bubbles are the ultimate expresson of this mediation of the abdract by the
effective.

All the dements contained in the above definition of finance capitd can be found in Marx and in
marxis literature such as Hilferding's Finance Cepitd. The mgor difference between the
perspective we are trying to develop and a marxian perspective is that the unity of the two tiers of
the finance relation is underdood in the marxian tradition through a loanable funds gpproach
while we think a regulationis or postkeynesan endogenous money approach is more appropriate.
We dready anticipated this problem at the very beginning of this section when we underlined the
absence in Marx's capitd and in marxian andyss in generd of a thorough and plausible account
of the social process of by which the money that can be mobilized as capitd is crested and
digributed, as was sad: throughout Capital Marx assumes that his capitdist, «Mr Moneybags»,
has money in his pockets before he enters the sphere of circulation in search of free wage labor.
Where does this money come from, how is it created, through what socid process is this capacity
to creste money inditutionalized? Embarrassed Marx admits that he has no satisfactory answer to
these questions when he dates in, chapter two “On Exchange’, the logical impossbility to derive
money form pure exchange relations®:

In ther difficulties our commodity owners think like Faust: "Im Anfang war die
That." They therefore acted and transacted before they thought. Indtinctively they
conform to the laws imposed by the nature of commodities.

8 On this see Jean Cartelier, 1989, "Marx's Value, Exchange and Surplus Value Theory: A suggested interpretation”,
Working Paper no. 26, Jerome Levy Economics Institute, New Y ork, Bard College
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And thus money is presented as a «crigd» pontaneoudy forming itself in exchange relaions out
of the subgstance of an «excluded» commodity: gold. The socid creation of money as capitd is
thus reduced to the trandformation of an existing stock of precious metas into coin and the
mobilisation of this commodity money as finance cepitd is the process by which idle coin is
loaned to enterprisng industrid and commercid capitdists and «put to work». Banks arise as
intermediaries who's socid functions are the collection and centralisation of idle money which is
theregfter loaned out to indudtrid capitdists a a maket rate which represents the rdative
economic power of a «monied» interest and an indudrid interest ingde the capitaist class. At it's
worgt the marxian loanable funds gpproach ends up reconfiguring the class struggle as a sruggle
between riva factions of the bourgeoise, high finance versus hard headed indudridigts, for the
control over a preexising stock of the means of payment. At it's best Marx's approach shows how
the development and expanson of the credit sysem, and thus the growing centraity of finance
copitd as a necessary mediaion of indudrid cgpitdism's economic reproduction, profoundly
dters the mogt basc and fundamental inditutional characteristics of capitdism. We shdl, further
on, as we dudy Minsky's various financid regimes (Commercid and Finance capitd), present
and integrate Marx's and Hilferding's inaghts on these mgor inditutiona transformations.
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Finance and Endogenous Money, the Keynesian Circuit Perspective

Having outlined a basic dructure for a socid concept of finance capitd we must now push our
inquiry beyond the marxian horizon and explore the reationship between finance capitad and
endogenous money as an inditutiond form typica of capitdis economies. We have turned to
Minsky's «keynesan» perspective as an outline of the dructural relaionships between finance
cgpitd, investment and accumulation in a nontloanable funds approach. The endogenous
goproach inherent to the keynesian perspective seeks to explan how money as a socid inditution
is created and destroyed, rather then presupposed, by the financing process of capitdist
accumulation. It involves the andyss of banks as a particular economic inditution endowed with
the capacity to create legdly binding means of payments, i.e. bank money. This means tha are
atention will shift from finance capital as an dementary sociad redion towards its generd
inditutiond infrastructure: capitalist finance. We shdl see that the task of mobilisng money as
capitd is a task fird and foremost monopolised by banks who have the socidly recognized
capacity to create bank money by drawing debts on themselves and ceding these debts to other
economic actors as socialy acceptable means of payments.

According to Mac Lavoie the endogenous approach to money is built on three essentid
propostions which directly oppose it to the loanable funds gpproach of neoclasscad and even
marxist economic andyss loans make deposts, deposts make reserves, and money demand
induces money supply®. If there is general agreement among economists that banks are the central
inditutions of capitdig finance, the endogenous approach specifies that it not as financid
intermediaries who recycle and put to work idle funds tha have been saved by thrifty
individuds, it is because banks can initiate the accumulation process by extending credit created
ex-nihilo. Created credit becomes depodsits which, as Lavoie points out, condtitute the banks
reserves. The credit extended by banks is therefore not a fraction of before held reserves, «

savings aren't multiplied as loans », savings as we shdl see ae the end result of the financid

9 Marc Lavoie, 1985 cited in Randall Wray, 1990, Money and credit in capitalist economies, Cheltenham UK,
Edward Elgar, p. 73.
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process not its condition of posshility. Savings have thus more to do with income digribution
then with investment, in fact they are a centrd determinant of income didribution in a financid
form. From this it follows that money as a stock, as a specific measurable quantity, is not an
effective mediation of the economic process, put more smply money is not a scarce resource that
different invetment projects must compete for. The exhortation of thrift and saving among
would be «smdl time» rentiers and investors which has dominated economic and policy
discourse for the past twenty years is thus an ideologica phenomenon with no effective economic
founding but with deep and important politicdl and ethical consequences and which are ultimately
grounded in a transformation of the socid draification process induced by a financidisation of
the income dructure. What is determining for capitdist investment is not access to a pre-exising
stock of idle money, but rather access to lines of credit extended by banks a terms which permit
profitable investment, in a word access to endogenous bank money as flow of credit not as stock
of funds. This means, as suggested by Cartdier’®, that we can recas Marx's class distinction
between capitalis and worker, in an endogenous money - Kaeckian approach, as a distinction
between those socid actors that have access to bank credit for investment purposes (i.e. as
Kadeckian spenders) and those that have only access to banks as users of income depodits (i.e. as
Kaeckian earners)*’. We shdl see that as capitdism evolves the dominant figure of the socid
actors which present themsdves before banks as capitdists change from individud entrepreneurs
to large and impersonad corporations.

A defining principle of modern cepitdigt financid systems is thus that the creation of money has
been attributed to banks as economic inditutions who have the socidly recognised, and
politicaly enforced, cepacity to draw debts on themseves and transfer these debts as means of
payments to be used by third parties in ther transactions. The specific sociohistoric process by
which banks have gained this capacity cannot be examined here. The most we can say for the

101n Jean Cartelier, 1989.

11 This, we think, will be a very fecund interpretive reformulation for the understanding of the polarisation of
political debate around the social function of Banks. It should help to clarify the question of the emergence of
free banking movements in nineteenth @ntury industrialising North America as a struggle against a banking
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moment is that this capacity is intimatedy linked to the development of the central bank and its
function of lender of last resort. Our working hypothesis is that by freeing individua banks from
their embeddedness in a community of stock holding notables as lenders of last resort, it freed
banking from dependence on persond bourgeois reaionships, and favoured the consolidation
from the seventeenth to the ningteenth centuries of truly nationd payment and financid systems
sructured around a public «nationd» debt and a quas-public centrd bank?. We will
supeficidly examine these questions when we review and expand Minsky's typology of
financia systemsin the next section of this paper.

If Schumpeter was among the first of twentieth century economists to underline the essentia role
played by banks in capitdist economies it was Keynes who developed, in his Tregtise on
Money, a conceptud apparatus which implies endogenous money created by banks as the corner
done of capitdig financid sysems. We have thus turned to the Treatise to get a basc
understanding of this process. The materid drawn from the Treatise will prepare our discusson
of Minsky's gpproach to finance capital and capitdist finance. One could object to our using the
Treatise by arguing tha the andyss it contains is rooted in a specific and dated inditutiona
stting, which gnce, has evolved, and that this historica process invdidates Keynes ingtitutiona
work (without invalideting his mathematicd developments). We contend that the inditutiond
andyds contaned in the Treatise effectively reflects a specific inditutiond context ( Smilar to
the one which confronted Hilferding when he was writing Finance Capital and Veblen as he
wrote his Theory of Business Enterprise, but each in a different national context) and thet it is
precisely in this context that the basc dructure of twentieth century capitdist finance was
inditutionaised. We dso not only beieve that contemporary transformations of capitdist finance
dill participate in this basc inditutiond redity but we aso think that these transformations are

system entrenched in the interpersonal relations of an eastern commercia aristocracy (Montreal and Halifax
merchants in the case of Canada and New England in the case of the US).

12 In this sense our approach could be qualified as « inverse» chartalism, it is the financing of the public debt which
unifies the payment system and imposes a national currency rather then the positive side of fiscal policy : tax
collection. The empirical elements which lead us to formulate this hypothesis are drawn from Kindleberger,
Dickson and from canadian financial history. The cultural and ideological importance of the national public debt
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dl the more intdligible when interpreted againgt the backdrop of early twentieth century
cpitaigt financid dtructure.

Banks are defined in the Treatise as type of economic inditution which: (...) creates claims
against itself for the delivery of money, i.e. what hereafter we shall call Deposits, in two ways. In
the first place it creates them in favour of individual depositors against value received (...) this
corresponds to a bank’s familiar role as an inditution which manages savings, but continues
Keynes:

(...) there is second way a bank may creste a claim on itsdf (...) it can authorise
the creation of a depost in its books entitling the customer to draw cash or to
transfer his daim to the order of someonedse (...).*3

[A]nd provided that they move forward in step (...) there is no limit to the amount
of bank-money which the banks can safely create*.

Keynes further argues that banks create money endogenoudy in two disinct ways

[ A Bank ] may (...) purchase assets, i.e. add to its investments, and pay for them,
in the firg indance a least, by edtablishing a dam agang itsdf. Or the bank
may cregte a cdam agang itsdf in favour of a borrower, in return for his
promise of subsequent reimbursement; i.e. it may make loans or advances™®

Contemporary developments of the endogenous agpproach to money have mostly explored the
laiter channd of monetary creetion, i.e. loans that become business depodits which are eventudly
launched into circulation as socidly acceptable means of payments. We will study this channd as
andysed by the « circuit » gpproach before turning to the other channd which is the one that
concerned Minsky. Following Keynes terminology in the Treatise we will cal the loan channd
creation of money destined for « industrial circulation » and the first channd creation of money

destined for « financial circulation », this diginction is a fird formulation of the wdl known

in forming the basis for a unified «commercial society » is stressed by J. A. Pocock in The Machiavellan
Moment. In the course of our thesis we will explore in depth this question using Canadian historical data.

13 John Maynard Keynes, Treatise on Money, London UK, Macmillan, 1958, p.24

14 John Maynard K eynes, Treatise on Money, London UK, Macmillan, 1958, p.26

15John Maynard Keynes, Treatise on Money, London UK, Macmillan, 1958, p.24.
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enterprise/speculation dichotomy used in the chapter 12 of the General Theory. In the Treatise
the link with bank money credtion is much more obvious, this is why we have chosen this

reference over the other better known one.

Industrial circulation is defined by Keynes as

(...) the business of maintaining the norma process of current output, distribution
and exchange and paying the factors of production their incomes for various
duties which they perform from the firg beginning of production to the find
satisfaction of the consumer.*®

Whereas financial drculaionis

(...) the business of holding and exchanging exigting titles to wedth (other than
exchanges reaullting from the specidisation of indudry), including Stock
Exchange and Money Market transactions, speculation and the process of
conveying current savings and profits into the hands of entrepreneurst’

This dichotomy in the forms of monetary circulation reflects itsdf, according to Keynes, in the
cregtion of different types of bank deposts: rounding out the edges we can define the deposits
crested for indudtria circulation as the stock of income depodts (held by individud wage earners
and used to sore current income) and business deposits (held by firms and used to pay out
current expenses), while financid circulation reproduces savings deposits used to interact in and
with financia markets.

In book two of the Treatise the diginction between indudrid and financid circulation is used by
Keynes to differentiate two complementary but dso contradictory functions of banks. As this
inditutiond view of banks will be one of the centrd keynesan contributions to our reformulation
of the concept of finance capitd, we will cite Keynes at length:

In actud fact the banking system has a dud function - the direction of the supply
of resources for working capitd through the loans which it makes to producers to
cover ther outgoings during period of production (an no longer), and of the
supply pari passu of the current cash required for use in the Indudrid

16 Keynes, Treatise |, p. 243.
17 Keynes, Treatise |, p. 243.
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Circulation; and, on the other hand, the direction of the supply of resources
which determines the vaue of securities through the invesments which it
purchases directly and the loans which it makes to the Stock Exchange and to
other persons who are prepared to carry securities with borrowed bank-money,
and of the supply pari passu of the savings-deposits required for use in the
Financid Circulation to satidfy the bullishness or bearisness of financid
sentiment. 8

We will now examine and propose a sequence of typicd interrdations between the money
cregtion process for indudtrid circulation and financid circulation, our proposa draws together
indghts on indudria circulation by the crcuitis agpproach and Minsky's theory of financid
circulation in aidedtype of capitdist finance built on our marxian framework of finance capitd.

Let us thus dat by examining the circuit of indudria circulation. We have used as a basc
illugration of indusdrid circulation postkeynesan Louis Phillipe Rochon's reinterpregtion and
synthesis of french and itdian theory of the « keynesan » circuit which segments the process of
cregtion, circulation and destruction of credit money in five disinct sages. The circuit is initiated
by firms deciding on production leves and redisdble invesment projects, this decison is taken
in the context of « fundementa uncertainty » and influenced by the state short term and long term
expectations’®. The second stage is the provision of initid finance to firms by banks through the
endogenous creation of money. According to Rochon the centra eements of this stage of the
circuit correspond to Keynes « finance motive». A main argument is that the credit alocated by
banks to cover the needs of firms does not in any way correspond to or depend on pior saved
funds. The money is created ex-nihilo by the banks and used by firms to finance their current
production cogs (inputs + wages). The question of how fixed invesment is financed remains
ambiguous in Rochon's expost, he seems to assmilate ther financing to that of current
production dl the while gating tha there is a possble druggle of interests and a trade off
between agents needing long term finance and those needing short term finance® A last

18 Keynes, Treatisell, p.347.

19 Louis-Philippe Rochon, Credit Money and production, an alter native postkeynesian approach, Cheltenham, UK,
Edward Elgar, 1999, p. 20.

20Rochon, 1999, p.26
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important remark, though credit may be extended to firms ether in the form of once and for al
loans, or as credit lines, as long as there is no expenditure on their part, the money crested exists
as «deposits» in the banking system, in this sense the credit has created its own reserves and the
banks « balance sheets are in equilibrium »?*.

The third stage is initiated as money is spent by firms in the production process and income flows
are generated. Income flows take dither the form of wages or expenditure on investment goods™.
In the Treatise Keynes shows how this is manly an interbank affar, the income flows are
actudly transfers from one agent's account to another. This leads directly to the fourth stage
where money returns to the active firms in the form of receipts as wage earners buy consumption
goods and firms buy capitd assets. Stage four begins the reflux mechanism where created money
returns to banks and is destroyed as firms use the proceeds from sdes to reimburse their debts. If
the production cycle is to be renewed credit must also be renewed, bank credit can thus be
pictured as a «revalving fund ». The circuitists as Rochon shows, assume that firms do not hold
on to proceeds, but use al earned income to pay off bank debt, there is thus no trade off between
paying back bank debts, and carrying over debts into a new period by holding on to proceeds as
internad funds a firm is free to dlocate. This assumption is very unredidic and its case is very
badly defended by Rochon, in fact the problem is related to the ambiguous trestment of long term
investment finance and short term production finance mentioned earlier:

Frms he writes will want to remburse the banks snce ther initid finance is
coding them dearly in terms of interest payments. Rembursng the banks
therefore dlows firms to avoid any unnecessaay cods. Smilaly, banks will
indst on getting reimbursed since this represents for them an income. Frms will
need to regpply for credit, even if their level production has remained congdant.
The finance mative s far form temporary.?®

The actud cost of debts is related to a fluctuating interest rate, and firms may wish to hold liquid
cash as depodts for precautionary motives rather then reimburse banks, in this case they are

21 Rochon, 1999 p.31
22 These income flows can be represented in Kaleckian fashion, more on this later when discussing Minsky’s basic
model of corporate capitalism.
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buying liquidity by paying interet and this may be worthwhile, findly if banks are cresting
overdraft facilities rather than once in for dl termed loans, the rolling over, from one period to
another, of outstanding debt is an automatic process and banks evauating firms are concerned
less with tota reimbursement as with sudainable debt levels. As we shdl see in our concluding
remarks on the crcuitis representation of indudtrid circulation, its man flav is assume away
uncertainty insde the circuit at very specific and important moments.

Uncertainty does gppear a the reflux dage of the circuit in the form of household saving
decisons. The part of wage income which will not be spent but saved by households and the type
of saving is unknown to firms a the moment of the formulaion of ther invetment and
production plans. Savings represent a drain on firm proceeds because they divert generated
income flows from consumption. This means that a portion of initid financing will not be
vdidated through the wage income - firm income flow channel. At this point Rochon,
gynthesizing the circuitis pogtion, introduces a digtinction between two, macroeconomicaly
significant, types of household savings

(...) households will use a portion of their saving to increase their liquid baances
-hoarded savings deposited in households savings accounts. On the other hand,
they will use the remaining portion to purchase debts on firms new securities.
This can belabdled financid saving.?*

The firg type of saving, the trandformation of a pat of the wage income flow into a stock of
money held in savings accounts, is function of the households liquidity preference. In this sense
money is held as an asset to meet uncertainties> Rochon notes that:

The decison by households to demand money as an asset will be met by the
banks decison to supply money. Hence, both at the beginning (...) as a the end
of the circuit, the demand for «money» (..) will create the necessary supply: the
endogeneity principle operates in each case. (...) the demand for money is an ex
post notion, that is ex post to credit demand and production decisions. 2

23 Rochon, 1999, p. 32
24 Rochon, 1999, p.33.
25 Rochon, 1999, p.33.
26 Rochon, 1999, p.33.
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The other type of saving, financid saving, is the demand for money to be spent for speculdive
purposss, it consists in the purchase of securities’’. In Rochon’s account of the circuit, firms
Cregste securities to recapture a part of the wage-income that is diverted from consumption by
savings in order to pay back bank loans, this view is backed by Keynes in his anadyss of the
finance motive?®,
The concluson which can be drawn here is that Keynes - and circuitigs- does
not see the role of financid markets as supplying fresh finance or financing
investment, but rather as dosng the crcuit. The financid market dlows firms to
recgpture some household savings, and supplies them with additiond funding -

find finance - with which to pay back loans. As such, the consumer goods
market and the financia market play smilar roles?®

Financid savings is thus never a means to raise initid finance, or as Rochon forcefully puts it
never can a household portfolio decison lead to the financing of investment.

The dlocation of household savings between finance and money is a liquidity preference decison
determined by:

the discrepancy between the rate of return on money and the rate of return on
other assets (for amplicity, let us assume new securities), as wel as uncertainty,
either of the future or of the future value of the return on other assets*°

This leads Rochon to propose a liquidity preference ratio rdrq where rs is the rate of return on
securities and i the rate of return on savings depodts. From this one could conclude that what is
destabilisng for the financid system is not an excessve rae of return on securities, in the
creuitig scenario this means financid markets are acting efficiently as channds for the return of

27 In Rochon'’s presentation of the circuit the only existing financial instruments are firms' securities, there aren’t
any public securities, actually the state as an economic actor in notably absent from the circuit. Integrating the
state would imply to distinguish between « inside » and « outside » credit money, one created to finance firmsthe
other created to finance the state.

28 Rochon, 1999, p.34. Note that the thrust of Keynes argument that securities and consumption are both
mechanisms by which firms recapture liquid funds is opposite to the way it is portrayed by Rochon, Keynes issue
is to justify the function of consumption as a way to restore liquidity in a context where restoration of liquidity
through financial marketsis seen as obvious.

29 Rochon, 1999, p.34

30 Rochon, 1999, p.34
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wage-income to firms®!, it is the opposite case, a high return on deposits which atracts an ever
grester amount of income into « sterile » savings accounts.

It is therefore the increase in bank deposits which poses a problem for the closure
of the monetary circuit: hoarded saving represents a leskage. Liquidity
preference represents a problem for the closure of the system. 32

The non closure of the circuit, caused by the existence of savings deposits®®, brings us to its last
dage. As we have just seen, the return of income flows from wage earners to firms and then on to
banks results in the dedtruction of credit money by the rembursement of initid financing debts.
But the saved money that is hoarded by touseholds in savings accounts corresponds to a portion
of short term bank debt that firms cannot reimburse. It is a this stage that banks become active
agan>®, they find themselves with a stock of savings deposits which correspond to a stock of
unpaid short term indudtria debt. They thus engage in the converson of the unpaid short term
industrial debt by pledging the accumulated savings of households as long term credit, this can be
done ether by buying up securities or by providing long term loans to ndebted firms. The circuit

is thus closed and a new phase can be begin.

The circuit can be represented by figure #2 (where it is compared to the marxian linear circuit):
(1)Firms determine investment and production (exogenous) = credit demand P (2) banks provide
short term finance = business deposits b (3) firms engage in production = income flows as
wages and business incomes P (4) money is destroyed as recaptured income flows are used by
firms to reimburse debt, uncaptured income is saved = here begins the reflux and financial and
deposited savings P (5saved income is used by banks to transform Ieft over short term debts into
long term debts through securitizetion = cycde ends in an accounting equilibrium. The reflux

31 One wonders how the destabilising effects of financial market bubbles are explained by the tenets of circuitist
approach.

32 Rochon, 1999, p.35

33 The appearance of massive Savings deposits of wage earners is a fairly recent historical phenomenon related to
fordist accumulation. One is tempted to ask where instability came from before this. See on this Michel Aglietta,
M acroéconomie financiére, paris, La Découverte, 1995.
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mechanism is traced by the letters a points A (wages to firms), B (firms to banks), C (financid
reflux).

As is shown the figure resembles the linear presentation of the « financidized » marxian
accumulation process, sages 1 to 2 corresponding to the initid Mf - M, 3 being the accumulation
process itsdlf M - C - M’ and 4 and 5 corresponding to financid accumulation M’ - Mf'. And,
among other things it shares its same basic problem, a problem Keynes himsdf was wel aware
of: there is no room for the unity of finance cepitd, or for a dynamic coupling of financid
creulation to indudrid circulation. In the above figure, financid circulation is resdud, the
possble conflict between the credit needs of indudrid circulation and those of financid
circulation is evacuated apriori by an equilibrium perspective. Uncertainty seems fundamentaly
limited, banks creste money by moving « forward in step » yet what would happen if they didn't,
what would happen if banks decided, as capitdist enterprises, to speculate on financid markets
indead of smply using them as a compensatory mechanism between short and long term debt,
why don't firms dso have liquidity preferences, couldn't firms use financid markets for
something other than the recapturing of income flows (stocks are in dfect property titles and can
be used to dructure intercapitadist property rdations), and findly and most fundamentaly can
long term investment finance redly be assmilaied to short term production finance? All these
guesions point to the problematic inditutiona assumptions made by the keynesan circuit
approach.

One could say that these inditutional assumptions correspond to a very specific form of
cgpitdism and a very spedific regime of capitdig finance namdy a fordis growth regime
coupled to Minsky’s manegerid regime of capitdis finance where long term investment is
funded by public debt rather then private debts circulating in financid markets. Where income
flows ae manly wages destined to support mass consumption. Where wage income and

productivity levels are sructurdly coupled to one another in a noncontradictory way. Where

34 One could argue that in the circuitist perspective it is at this stage and only at this stage that banks are really
active, since in the first stage they act as passive purveyors of short term credit for investment and productive
purposes.
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dedabiligng financd makets are effectivdly neutrdised by, on the one hand, a tight functiona
compatmentaisation of financid inditutions shidding commercid banks from  Speculative
financid pressures, and on the other, high levels of fredy circulating public debt that can be used
as a nonspeculaive compensatory mechanism between short and long term debts. These
indtitutional assumptions of the keynesian circuit are not those of Keynes nor of Minsky.

Keynes hoped for a euthanasa of the rentier and the neutrdisation of the speculators grip,
through the stock exchange, on long term investment decisons. And Minsky theorized a financid
sysem in which short term debt creasted to support production and long term investment debt
beonged to different circuits, each with there own price setting mechanisms dlocaing in a
diginct and sometimes contradictory fashion income flows. Both consdered the interaction
between banks and financid markets as non resdud, both consdered that firms had liquidity
preferences that lead them to hold cash income (proceeds) not only for precautionary motives but
dso for speculative purposes®™, as we said ealier, to interact with and in financid markets
(whether this interaction be profit or control oriented does not matter for the moment).

Bringing financial circulation back in: towards a minskian synthesis of Finance Capital and

Capitalist Finance

The keynesan circuit gpproach, as presented by Rochon, has given us a figure of the mobilisation
of money as capitd as an endogenous process to indudtrid circulation in a financia system were
commercid banks can legitimately create money as credit. This involves an economy where
initid financing is exclusvely assured by short term bank credit. Such an economy leaves little
room for speculative financid behaviour on the part of firms and adso banks, which seem as
financid profit seeking private enterprise, rather passve. Financid circulation in such a sysem is
purdy resdud and is limited to an equilibrium enhancing mechanism. We have turned to
Minsky's financial theory of investment to correct and complete the one-sdedness of the

keynesan drcuit, Minky will hdp us « bring finendd drculation back in» with dl its

35 For adiscussion of this see Hyman Minsky, Keynes, New Y ork, Columbia University Press, 1975, p.73-77.
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destabilisng non-equilibrating potentid. Minsky's approach will provide us the dements to fully
develop a keynesian concept of capitaist finance, and to be able to link it up with the dements

we retained from the marxian concept of finance capita.

This will be done in the same fashion as was done with Marx at the very beginning of the paper,
the linear depiction of the circuit can be « unfolded » into a more complex hierarchicd figure
dlowing for an autonomous level of interaction between finance as investment and finance as
Soeculative rentier income accumulation, the unity of this levd will be the unity of finance
capitd: a fetishistic process by which financid commodities are seen as and presents themselves
as sdf-engendering vaue. The end result, by the way, fits rather nicdy with Keynes andyss of
the conventionalist socid dructure of financiad markets which determines long term expectations
in chapter 12 of the Genera theory. Figure three is an atempt to «unfold» the keynesian circuit
with the help of Minsky and presented so that it corresponds and incorporates the structure of
finance capita developed in the last section.

Figure 3 is tentative presentation of such an unfolding as the «minskian figure of the unity of
finance capitd and capitdist finance». A basc premise is that the initid credit relaion between
banks and firms can take ether the form of short term « business account» debt or of long term
securitized debt (point 4). The creation of long term securitized debt does not necessarily imply
an orthodox causdity between savings and investment. As Keynes dates in the Treatise, banks
can creste money by buying securities (financid assets) as much as by making business loans.
They can ether buy and hold the securities themsdves for speculaive or for financid postion
making reasons, or they can act as brokers and sdll the securities to a third party. This sae is
often accompanied by a loan to the security buying dient. Firms, on ther part, might prefer for
various reasons the sdle of debentures or of stock instead of the negotiation of bank loans. The
generd point we are trying to make, which is one of Minsky’s basc tenets, is tha the initid
fineandng decigon is a portfolio decison as much from the firms perspective as the banks
perspective. And thisis perfectly competible with an endogenous money approach.

In our economy money is created as bankers acquire assets and is destroyed as
debtors to banks fulfill their obligations. Our economy is a capitdist economy
with long-lived and expensve cepitd assets and a complex, sophidticated
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financid dructure. The essentid financid processes of a capitdist  economy
center around the way investment and positions in capitd assets are financed. To
the extent that the various techniques used to finance capita asset ownership and
production lead to banks acquiring assets, money is an end product of financid

arrangements. >

Thus the initid financng dedsion, specidly when it involves the production or acquistion of
copitd assets, sets off indudrid circulation and financid dcirculation. The inditutiond roots of
financid drculation are the cepacity to create financid indruments which correspond to
anticipated capitd asset income and the exisence of organized markets for the trade of these
ingruments, in other words the existence of the corporation and of the stock exchange (+ derived

financid exchanges).

The capacity to create financid instruments that anticipate cagpital asset income involves not only
a transformation of capitdist property from individua proprietorships to corporate forms 37 it
dso implies the capacity to effectivdly trandform anticipated income flows into a commodity
embodying what Minsky cals « a money now money later » relation, what we earlier defined as
finance capitd. We shdl dudy this find point as it is presented by Minsky in his interpretation of
chapter 17 of the Genera theory. This discusson of the centra argument of Minsky's chapter on
Capitalist Finance in his 1975 work “Keynes’ will provide us the last elements needed for this
firg exploratory inquiry into the concept of finance capitd.

In chapter 17 of the General Theory, «The Essentid Properties of interest and Money », Keynes
discusses the relative price of assets, in particular capital assets and compares their characteristics
to those of money as an asset. Keynes develops three basic categories which define the price
forming mechanism of asssts and more generdly characterise assets in a capitdist economy, in
marxian terminology one could say they characterize capitd in generd and permit a

38 Hyman Minsky, Inflation recession and economic policy, Brighton UK, Wheatsheaf books, 1982, p.17

37 On this see tablesin the next section.
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differentiation of forms of capitd according to their specific properties or as Keynes cdled them
atributes. These categories are presented by Keynes as follows (quoted from Minsky):

« Some assets produce a yield or output, g»; «Most assets except money suffer
some wadtage, or involve some cogt through the mere passage of time (...) they
involve a carying cost, ¢»;, and «Findly the power of disposd over an asst
during a period may offer a potential convenience of security (...) The amount [in
foregone cash flows] which they are willing to pay for the potentia convenience
or 3?curity given by this power of disposd we shdl cdl its liquidity premium,

l.»

The totd return of an asst is thus equd to the sum of g, | minus ¢ (= g - ¢ + I). Thisimmediatdy
leads to Keynes differentiating forms of capitd according to this reation, «ingrumenta and
consumption capital » are those where q is greater then ¢ and | is near to negligible, whereas
money has no yidd, its carrying cods negligible and its liquidity is high. The rdaion g - c + | is
used by Keynes to describe the demand price of the different capitd assets:

Inasmuch as | is an income in kind and gc is a money flow, it is a combination
of explicit and implicit cash flows that is capitdized a a common rate to yied
the demand price for g yielding capita assets. However, the ratio of q to the
demand price will vary inversdy with the implicit yidd | of the asset. >

One could thus digtribute the different assets according to their | ratio and capitdized q yied, i.e
according to their prospective capitdized yidd and their degree of liqudity. The degree of
liquidity being the capacity to generate a cash flow through the sde of the capital asset knowing
that only money as the socidly recognized means of payment, can dways generate a cash flow in
favor of the sdling holder. The reaion g-cHl is thus not only a representation of the basic price
fixing mechanism of capitd assets, it ds0 defines the oecific liquidity of these assts as the
potentidity to socidize, so to speek, its cash flow through sdle.

38 Hyman Minsky, Keynes, 1975, p.81, Keynes quotation from General Theory, p. 225-226.

39 Hyman Minsky, Keynes, 1975, p.81, Keynes quotation from General Theory, p. 225-226
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In the General theory Keynes uses these dtributes of assats to differentiate specific but
independent forms of capitd: g is assmilaied to the physcd capitd assets (instrumenta capital)
generating through production and sde a cash flow (minus user costs) as a quas rent. C was
assimilated to merchandise such as wheat where the price is directly function of carrying costs
and | as discussed above was equivdent to money. Minsky's argument is that a transformed
verson of the g-c+l rdation which examines in a unified way the forms of capital can be gpplied
to describe a modern capitdis economy with a developed financid sysem and with the
generdisation of the corporate form of property: «(...) g, the quas-rent, is a cash flow that is
independent of the liability dructure of the producing unit. (...) [and ] Extending Keynes, g-c is
the quas-rents minus the carrying cods. For a st of assets collected in a firm, ¢ _is most
importantly the cash flow set up by the liability structure. »*°

Q-c is thus transformed into the baance sheet of a firm, and where c is trandformed into a fixed
commitment of cash outflow as interest payments, just as q is an anticipated fixed inflow of cash
receipts into the firm. The result is that the Minkgan verson of the g-ctl rdation identifies the
basc inditutiond dynamics of financid circulaion in an essentidly uncertan and Speculdive
environment. This is where | comes in. A unit that has a liability dructure that can't be vdidated
by incoming cash flows is forced to find a source of cash, this can be done ether by sdling g
generating capital assets which depends on ther specific | (for example a successful spin off), or
by rolling over debt and refinancing. The refinancing scenario is the one envissged by the
keynesian circuit gpproach. But a firm can dso aticipate a long term incapecity to vaidate
necessxy cods by incoming cash flows, this is typica of firms invesing in capitd intensve
production: by emitting « debt which carries cash-flow commitments that are synchronized with
the expected cash receipts, or quas-rents’*. This means launching into financid dirculation
securities the holding of which will be financed by bank loans as part of their brokering role. This
is another way to boost |, ether by rasng cash through the sde of securities (which further

40 Minsky, 1975, p.85

“ Minsky, 1975, p. 88
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boosts “C”) or more importantly by directly using its securities as cash. Minsky shows that firms
necessarily, because of fundamentd uncertanty, make congant portfolio decison which
modifies these financid parameters:

The returns to q ae the returns to enterprise [in indudtria circulation]. The
proportion of the returns committed by liabilities ¢ and the proportion of assets
owvned that yidd a return in the form of liquidity | are due to Speculative
decisons [in financid circulation]. Investment is the production dlocaion which
increases the g yidding assats in an economy; the investing firm acquires these
assets by putting out its ligdilities, which increases the ¢ it is committed to pay,
or by decreasing its | assets.*?

These speculaive decisons are directly affected by a lagt indtitutiona form mobilized by Minsky
in his reinterpretation of Chapter 17, the stock exchange. Minsky postulates that actors in the
dock exchange evauate and anticipate modifications of g, this can then lead to a postive
reevauation of the firms equity and securitised debt in terms of liquidity and g to c rdio. A
rasing of | and a drop in c then creates a speculative opportunity for further investment, purchase
of g, This can lead to further widening the gap between g and ¢ in monetary terms (as bank debt
augments) even as the gap gppears smdler in financid terms, i.e. if securities are used as means
of payments®. The stock exchange by lowering ¢ and raising | has the same effect as if q had
riser*: Minsky contends that this unstable structure typicaly results in merger manias linked to
sock market booms, and is extremely volatile since linked to conventions about the future prone
to “sudden and violent changes’. It is dl the more unstable because firms typicaly raise their gc
ratio by holding and trading in other firms securities. The whole results in a complex web of
growing financid interdependencies used to restructure the dlocation and control of productive
capital assats, rasing monetary ¢ to q ratio and thus an economic dynamic turned to the support
of the financid liquidity growth. This speculdive dructure illugrates in a Minksan fashion how

42 Minsky, 1975, p.89

43 « This means that during a stock market boom, the price of capital assets and investment output may have fallen in
the currency used in their purchase, even though their money price may have risen.” Minsky, 1975, p.90.

44 Thisisaplausible explanation of what happened to Canadian Telecom company Nortel
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a growing economy can shift progressvely from a hedge to a specuative podure, and alowing
for a sudden reverson of expectations end up in a ponzi postion as financial means of payments
meltdown and loose their liquidity.

If we incorporate this Minksan interpretation of the capitd asset pricing mechanism into our
figure of financid ceapitdisn we can better synthesze our marxian and keyendan views on

finance capitd and expand our andysis of the basic indtitutiond relations of capitaist finance.

a)We can define the g-c redion as rdevant to the levd of indudrid circulation, since | it a
problem a this levd, dl payments being monetary payments and most of the financing being
short term income generating sdf-liquidating debts. The g-c levdl determines anticipation of
the long term financing possiblities, the possible new debt that can be created.

b)Financid circulaion is gtructured a one end by the credtion of long term investment debts that
correspond to long term projected cash receipts and incorporate this projected cash flow as an
annuity into a financid commitment. The creation of these commitments is an outcome of
Bank (or near bank) - firm relation. (Point 4 in our figure 3).

c)These debts are potentidly liquid and can be used to acquire cash or used as cash by banks or
firms. This means that they acquire the capacity to circulate as socidly recognized means of
payments that incorporate a“c” relaion to adefined g. (Point 1 in figure 3)

d)The stock exchange is the indtitutiond structure that reproduces the liquidity of these financid
means of payment “I” and that redidributes “c’ income from q outsde of indudria
circulation. (Point 2 in figure 3)

e)Baoth | and ¢, the liquidity or the interest level of a financid asset are tools used for pure
financid accumulaion. This forms the bass for a feichigic unification of financd drculation
as| and ¢ modify theinitid g-ctl ratio exigting a the beginning. (Point 3 in figure 3)

By bringing financid circulation back in our presentation of capitdig finance, the unity of

finance capitd as complex effective socid and economic force can be understood in a an
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inditutionali  and sociohistorical  perspective.  Finance cepital reds on an  socioeconomic
foundation congging in three basc and powerful cgpitaigic inditutions. the corporaion, banks
and the stock market. Finance capital’s socid and economic power stems from a defined set of
the dructurd rdationships between these inditutiona forms tha organise the dominance of
financid drculation over indudrid crculaion. Mog theories of finance capitd have focused
soldy on the reationship between two of the above mentioned inditutiona forms. Finance
capitd is thus not the fuson of banking and manufacturing interests as Hilferding conteted, it is
not the trangtion from bank centred financid systems to stock market centred financid systems,
nor is it soldy the result of the devdopment of “inditutiona investors’ who have centraised
savings and thus control invesment, it is a paticular inditutiond configuration of capitdist
finance involving dl three inditutiona forms. Findly Finance capitd appears as a paticular
hisoricdl regime of capitdist finance, one which developed in the early twentieth century and
collapsed in the crash of 1929, and one which has regppeared in North America in the guise of a
what Minsky has called “Money-manager capitdism”.

In its fird verdon finance capitad organized the domination of financid dirculaion over indudrid
circulation to favour empire building “Captains of industry”. The whole mechanism was thus
dructured from the investment decison process (Point 4 of figure 3), financing was used to
merge and reconfigure industry. Contemporary finance cepitd is radicdly different, it's
organizing principd is the vaorision of “savings’, financid circulation is thus condructed from
point 2 of figure 3, it is the oppodte of an investment decison in the true sense of the word that
dructures this regime. The decisve question faced by a mutud or penson fund money manager
is how to trandform savings into financid indruments that can capture the greatest income flows
from indudrid dreculation, this does not in any way imply red busness invetment as a
counterpart, ie the spending of money on capitd assets and on wages of workers producing
capital assets. The theoreticd task before us is thus to develop an ided type of the Structurd
relationships inherent to this new indtitutiona configuration of capita finance.
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M1
The Sociohistorical Genesis of Finance Capital

To conclude our inquiry we would like to explore and discuss the sociohigtorical geness of
finance capita usng as a generd framework Minsky’s typlogica work on financid regimes. The
idea is to bring out the sociohistorical processes behind the forma andytica figures which we
presented in the paper. We will focus solely on the genesis of finance capitd in its firg form, this
will give us methodologicd modd for work on the geness of contemporay money manager
capitalism.

As we saw earlier the keynesan circuit approach, and in a different manner Marx’s andytica
work, are built on certain inditutiond assumptions particular to a higoricd form of capitaism.
Minsky explicitly dedt with inditutiond assumptions when devedoping his keynesan financd
theory of invesment. During the nineties he proposed a historicd typology of regimes of
copitdig finance. These regimes present the institutional configurations that structure the
financial relations of successive historical forms of capitalism. Minsky’s financid regimes must
thus be understood as money and payment system regimes which produce specific inditutiona
fooms of money. Minsky didinguished four (sometimes five) hidorical regimes of capitdist
finance™ each corresponding to a more globd form of capitdism: Commercid capitalism,

45 During the mid-nineties this typology was exposed in many papers, and there have been some minor conceptual
variations form paper to paper, we have chosen for reasons of clarity as a base reference for this typology the
version developed in the following papers: Minsky, Hyman, 1990, «Schumpeter: Finance and Evolution » In
Evolving Technology and Market Structure: Studies in Schumpeterian Economics, Arnold Heertje and Mark
Perlman, eds. Ann Arbor, Mich., The University of Michigan Press, 1993 « Schumpeter and Finance. » In Market
and Institutions in Economic Development: Essaysin Honor of Paulo Sylos Labini, Salvatore Biasco, Alessandro
Roncaglia, and Michele Salvati, eds. New York: St. Martin's Ress and have resorted also used data in the
following paper «Reconstituting the United States financial Structure » Jerome Levy Working Paper 69, 1992.
Charles J. Whalen, who worked with Minsky in the mid-nineties has discussed at length this aspect of Minsky
work in the following paper « Hyman Minsky's Theory of Capitalist Development » Jerome Levy Working Paper
No. 277, 1999. Our own interpretation of Minsky’s work on capitalist development is partialy inspired by this
paper, but we have decided to concentrate our attention on Minsky’s own writings on the subject. One could
consider agood part of what is developed here as answer to one of Whalen'’ s suggestions, towards the end of the
aformentioned paper, for further research «Minsky made it clear that for each stage we should ask what is the
distinctive activity being financed, what is the pivotal source of financing, and what is the balance of economic
power between those in business and banking/finance. He also suggested that we strive to identify the essential
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Finance capitdism, managerid capitdism and money-manager  capitdism.  The generd
characterigtics of Minsky’s regimes of cgpitdist finance are summarized in table 1. We have
expanded Minsky's typologicd work with eements from Keynes to render more explicit the
forms of money inherent to the successve regimes, this can seen in table 2. And findly, we have
a0 developed the forms of capitdist property that dso corresponds to the regimes, this done in
table 3.

According to Minsky the emergence of Finance capitd and its link on the one hand to the
contredictions of the financid regime of commercid capitdism and on the other with the
devdlopment of the corporate form of cepitdist property. The inditutiond features of this
cgpitdism lad the groundwork for the successve financid regimes of managerid capitdism and
present day financidised «money manager» capitaism, these inditutiond festures are: indudtrid
corporations that act as essentidly financid organisations, commercid and invesment banks and
highly developed stock exchanges and other financid markets. We have tried to show how the
trandformations of capitaist property reaions during this important period were decisve
innovations in the deveopment of corporate capitdism’'s typicd finance relations, double price

system and semi-autonomous financid circulaion.
Commercial Capitalism

The financd regime of Commercial capitalism dated initidly as the financdng of wholesde
long distance trade by merchant bankers. Debts were thus created and destroyed as commodities
circulated in the world markets. Credit creetion, financing, was based upon persond relaionships
between economic actors, between merchant-adventurers and merchant  bankers, between
different merchant bankers and eventuadly between competing brokers trading commercid bills
in the large London, Paris or Amgerdam exchanges. These private and persona relaionships
gave rie to a financid sysem formed of a “hierarchy of contingent commitments’, of which the
sydem of endorsed hills of exchange is a typicd illudration. Invetment in the commercid

financial, business, and policy institutions of each era. There is still much room for scholarship on these topics
and on the inter-relations of finance and business within each stage. ».
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cgpitdian dage is thus primaily invesment in drculating commodities and accumulated
inventories, Minsky explicitly associates this form of financing with a monetary production
economy dominated by what the regulaionist school has caled extensve accumulation: « when
production is by labour and tools rather than by machinery and |abour. *®».

This financdng of commodity circulation is the source of an endogenous flow of money as
«means of payments» are created as the volume of commercia capita increases and destroyed
as it decreases. These means of payments are ether created by banks as they endorse hills or
discount bills in exchange for bank notes, or they ae directly crested in intercgpitaist
relationships (trade) as one capitdisds promise to pay is launched in circulation by another. It is
this foom of intercapitdist credit which permits the gradud extension of financing from the
gphere of circulation to the sphere of production, from circulating commodities to durable capita
assets used in production:

An indirect financing of durable capitd assts arises when banks finance durable
capitd as it is produced: the inventories and shipments pf capitd goods
producers ae digible for commercid credit. (.) The demand for finance
increases during an expanson phase of an invetment cycle and, with the money
being endogenously determined, this leads to an increase in the money supply.*’

This paticiar money - trade cyde of commercid capitdism gives rise, in keynesaf®
terminology to a dichotoma and contradictory existence of money either as public state money (
sovereign coin commodity money or fiat paper currency, ie acknowledgement of public debt) or
as private bank money (acknowledgement of private debt) and various assmilated means of
payments (bills etc). The dynamics of credtion, circulation and destruction of the latter rests on
the expectations relative to the date of commercid circulation and on the capacity to redize
profits by liquidating accumulated commodities (inventory). As Keynes suggests there is no need

46 Minsky, 1993, p. 108. One can find an illustration of this type of capitalist production in Marx’s analysis of the «
factor » controlled woolen cottage industries during the phase of primitive accumulation in sixteenth and
seventeenth century rural England. Closer to us in Canada, our eighteenth and nineteenth century staple
capitalismisatypical case of commercial capitalism and of it’sfinancial capitalist institutions.

47 1bid, p.108.

48 See Keynes, J. M. A Treatise on Money, Volume 1. London, Macmilan and co, 1958, Chapter 1, p. 3-22.
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to theoreticaly presuppose a formd link between commodity money and banking money, in such
an inditutional arrangement the latter is not a multiple of the former. The cregtion of bank money
is the product of the endogenoudy formed expectations on the dtate of commercia circulation.
The link between the two forms of money manifests itsdf, in a contradictory way, when
expectations collgpse and the base on which rests the vaue of the commercid form of bank
money mdts. This leads to the familiar boom and bust cycde combining commercid and
monetary crigs, where the manifetation of one leads to the other, these crises are affected by the
paticular inditutiond nature of bank money in commercid capitdism, the fact tha it emerges
and circulates in private face to face rdationships. The whole results in, as Marx underlined, a
massve destruction of commodities accompanied by a massve dedruction of fictituous capitd
and a rush from various forms of bank money towards money proper in the form of commodity
money and & times fiat money.

The trangtion to Minsky's second form of capitdist financid regime, finance capitdiam per sg
reds on two inditutiond developments that result from the contradictions of commercid
capitdism. These two developments are the trandtion from state managed fiat money to a mixed
sydem of date and bank managed money by centrd bank intervention as a response to the
contradictory dynamics of bank money and money proper, and secondly the emancipaion of
investment decisons form the private sohere of interpersond reations with the emergence of the
corporate form of capitdist property, this permitting the extenson of credit to finance the needed
development of durable and expensive capita assets in a sysematic and credible way. This meant
the creation and socid recognition through market circulation or through the banking system, of
long term debt which does not exist as a discrete unit corresponding to a particular quantity of

commodities.

These two inditutiond developments, the emergence of the private business corporaion and of
the modern hierarchicd and centradised banking systems as systems of publicly managed money,
form the foundation of Minsky's finance capitdism, and if one adds the development of stock
exchanges linked to indudrid capitd (which for Minsky is implicit to the development of the

corporation) of modern regimes of capitdis finance in generd. Our overview of this regime will
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focus on the devdopment of these the firgt of these inditutiond innovetions, since the system of
banking tha was born form the contradictions of the dud form of money in commercid
capitaism, endogenous bank money linked to short term industrial debt, has been dready trested

in the previous section.
Finance Capital

The dominant forms of busness organization in Minsky's commercid capitdism are privady
held companies, patnerships and date sanctioned quas public corporations (the great
commercid and financid monopolies of seventeenth and eighteenth century capitdism such as
the Bank of England and the South Sea company to name two wel known rivas). One of the
mgor inditutional innovations of nineteenth century cgpitdiam in busness organizetion was the
development of the corporation as a form of cepitdist property. This, Minsky argues, was
necessary to finance a burgeoning capitd intendve indudtria capitaism.

The key dement tha the corporation brought into play was the independence of
the organisation as a financid entity. Not only was the liadility of the owners of
the corporation limited to thar invesment in the corporation, but the
corporation’s life was not linked to the biologicd lives of ether the management
or the owners. *°

This being said, the actud development of the corporate form of capitdis propety was a
complex and many-facetted process which participated in the differentiation of nationd forms of
cgpitaisms which live on today in the ampligtic oppostion of bank centered vs financid market
centered capitalisms. If the pre-corporate form of business organisation rests on a gtrict separation
between credit and capitdist property relaions, the mgor inditutiond feature of the corporation
was initidly to link a credit\investment relation with a property reation, by the creation of a
security, stock, representing a property entittement. This coupling of credit and property has had
severd important inditutionad consequences, most of which had been anticipated by Marx in the
manuscripts forming the second pat book three of Capitd, as a process leading to the
socialization of capital on a private capitalistic basis. The process of socidization means that
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cepita presents itsdf as a totdity confronting individua capitdids, rather then as ther private
property and that this reification of capitalist property takes on the commodity form as circulaing
financid titles. This leads to the following consequences : 1. the assmildion of the capitdig to
the rentier; 2. the emergence of the manager, formdly a non proprietor, as the deciding day to
day entrepreneur; 3. the posshility of diginct price forming dynamics for financid assats in
financid makets and for commodities in consumer and producer markets. This third
consequence will bring us back to the problem we left behind when andysing endogenous money
in the keynesian circuit.

The firg consequence means, in marxian terminology, that the process of mobilisation of money
as capitd forcloses itsdf on the process of reproducing capitd as money, an inditutiona
framework is crested so that mobilised money capitd, form the point of view of the capitaidt,
rather than trandforming itsdf into productive capitd, retains a liquid quas-money form as
circulaing property titles. The money capitad mobilized in the process does transform itsdf into
durable cepitd assets, the property titles are thus a form of long term debt, which permit and
dimulate capitd intendve investment. The vaue (not the price) of these titles idedly corresponds
to the anticipaed long term profitability of this invetment, the titles are thus commodities in
their own right which generate a form of revenue, dividends which end of nineteenth century
andyds and economic actors assmilated to interest. The price of these titles, and the posshility
of capitd gains, is another matter.

The capitdig is transformed into a rentier because, with the development of the corporation, his
relation to the property of capitd is mediated by this commodity, the financid title. The capitdist
as rentier is proprietor of a title, a financid commodity, which represents the property of invested
productive capitd through its vaue and generated revenue (dividends). He is not directly a
proprietor of productive capital, his relationship to productive cepitd is «finanddized » in the
sense that productive capita appears as commodified financid capitd and the revenue generated
by corporate productive capital appears to the cepitdist, qua rentier, as a sream of financid

49Minsky, 1993, p. 108
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payments, comparable and assmilated to interest payments. From his socioeconomic position
profit, per se, is not an immediately appropriable form of income. This mediaion of a capitdig’s
relationship to the property of productive capitd by financid commodities aso means that
capitdist property relations gppear and are structured as financid reations, and more specificaly,
as financial commodity relations. Thus, it is not only invesment, but aso, the transformation and
organizetion of capitdis property relations which become a process of transformation and
organization of financd commodities in a paticular sphere of circulation. This process exerts a
profound transformationd force on the inditutions and dructure of the finance regime inherited
from commercid capitdisnT®.

The second consequence is the autonomisation of the management of productive capitd from
property of productive capita. This is the venerable property/control problem, the corporation
inditutiondlises the separation of property and control, and bequeaths control of productive
capita to sdaried directors and managers. These economic actors, though they hold the function
of indusdtrid entrepreneurs, do not exercise this function as capitaistic property holders. Without
going into the principa/agent debate, this leads us to suppose tha they orient the economic
activity of the indudrial corporation SO as to increase its capacity of accumulation as a
capitalistic organisation (an «ongoing concern» in the vocabulary of Weber and the early
American Inditutiondists) rather then to increase the capacity of accumulation of entrepreneurs
as «individuated persons ». Investment and expanson is thus invesment in and expanson of the
organizationa capacity of economic reproduction of the corporate entity as capitdist enterprise.

The period of finance capitdism is the dage of inditutiondisation of corporate autonomy, the
transformations which result in corporate autonomy are pardld and linked to the ones which give
rise to an autonomous sphere of financid circulation and commodification of capitaist property
relaions. In this stage the autonomisation of productive capitd and the mediation of capitaist
property relations by the circulaion of financid commodities gopear as interlinked forces which

50 Transformations analyzed in vivo by authors such as Veblen an Hilferding at the turn of the twentieth century. A
detailed contemporary analysis of this transformation in the US can be found in William Roy, The Socialization
of Capital, Princeton, Pinceton University Press, 1997.
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permit individud indudrid and finance capitdids to control and direct the centrdization,
concentration and masdfication of cgpitd, linked to the devdopment and consolidation of
intensve accumulation, in their own persond interest. The corporate form of capitdist property
and it's financid regime appear initidly as tools in the hands of Veblen's « Captains of
industry » and of Hilferding's « Finance capitaists», the higher members of the capitdist class
busy expropriating the lower members ill hanging on to the antiquated inditutions of
commercid cgpitdiam.

Paradoxicdly the end of Finance capitdism and the trangtion to managerid capitdism will mean
the margindization of these active entrepreneurid finance capitdids as dgnificant economic
actors. In a characteridticaly didecticd manner the socid forces that they unlesshed will be the
vay ones which will result in ther margindization. 1 will limit mysdf to a quick illugtration of
this process. In the U.S. and Canada, the “Captains of Industry” systematicaly exercised
economic power as minority but « controlling » stock holders to merge corporations into holdings
after unsuccessful attempts to concentrate capita through «trusts». The firg effect of this was to
transform the merger process into one of dispersd of ownership and multiplication of cross
ownerships. This dispersd was not a graduad and natural outcome of the democratic potentiad of
corporate capitdism, nor did it result in a smoothing and equdisation of the ownership of stock
among an emerging North American middle dass as Berle and Means had suggested (and hoped
for) in their writings on the devdopment the corporation. The ownership of stock was highly
asymmetricad and polarized, between a one end a sea of andl passve purdy rentier investors
and a the other end an active minority of financid capitdists with drategic control oriented
portfolios and in the middle a complex and growing web of intercorporate stock ownership. The
process which lead to this structure was far from graduad and smooth, it took the form of sharp
and sudden merger booms and stock market busts. The merger process was adso and most
importantly a judicid process which saw the accderating reinforcement of corporate persondity
and autonomy a the expense of stockholder rights as property owners. The drategy was to
prevent, for example, a codition of non controlling minority stockholders, thus transformed into
a magority, from dissolving a corporation and «caghing in» through the sde of its assts as
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response to the intergration, by the captan of indudry, of the productive unit into his indudrid
holding.

Over a period of forty years, roughly from the mid 1890's to the mid 1930's corporate
personality was reinforced to a point where courts interpreted the publicly held corporation as a
person quas proprietor of itself as productive capital and the stockholder was transformed into a
sakeholder, a rentier owning but a right to receive a share of the profits of the corporation in as
much as this did not affect the corporation’s capacity to reproduce itself as an economic entity®”.
The finance capitdist « captain of industry » had virtudly expropriaied himsdf, dl his hope was
now placed in the rent and capitd gain produced by the new commodity he had gained in the
process. This leads us to the third consequence of the development of the corporate form of
property, the inditutiondisation of a digtinct sphere of circulation with its own price forming
mechanism. As we have shown earlier the basc feeture of a corporate economy is the existence
of finandad commodities circulaing in a financid sphere and priced according to a didtinct
mechanism then other commodities. As Minsky notes The legal form that business takes
determines the debts that can be used to finance ownership of capital assets’>. We now can
understand the sociohigtorical development which lad the ground work for such a form of
financid circulation and for the unity of finance capita and capitdist finance.

51 For an indepth analyis of this process see William Roy, Socializing Capital and Horwitz, The transformation of
American Law, 1870...

%2 Hyman Minsky, 1982, p. 19.
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AV
General conclusion

This essay has explored the rdationship of finance to capitdis accumulaion from the
perspective  of  poskeynesan and  regulaionnist  inditutiond  macroeconomics  and
sociohigtigtorical  interpretation and hopes to show the continued relevance of certan basc
observations made by Marx, Keynes and Minksy on the inditutiond dructure of financid
sydems. Three podulates differentiate this perspective from neoclasscd and new keynesan
goproaches 1. capitdiam is immediatdly andysed as a monetay production economy (as
opposed to a barter economy), 2. the rdationship of finance to cepitdis accumulation is
conddered firsd and foremost as a higtorically produced inditutiond sructure, there are thus as
many regimes of capitdig finance as there are varieties of higtoricd capitdisms, 3. the structure
of typicd twentieth century regimes of capitdist finance, as was shown as ealy as 1910 by
Hilferding in his Finance capital, emerges in the inditutiona field created by the interactions of
Banks Stock markets and Corporations. It is ar belief that the works of Keynes and Minsky
contain mgor and essentid indghts on these inditutiond foundations of capitdig finance. In the
keynesan sysem Banks are defined by their capacity of monetary credtion rather then by thar
role as intermediaries between savers and borrowers. Money is thus created endogenoudy and
liquidity depends on banking activity. The devdopment of the Corporation is understood as
inditutiondisng a separation between indudrid and finance capitd which dimulates the
devdopment of financid markets centrdising the circulation of financid titles As exposed in the
12th chapter of the General Theory the dynamics of this centrdised financid circulaion in the
Stock market is determined by « conventions ». These financid market conventions are the
results of the anticipations and of the interactions of managers (entrepreneurs), rentiers and the
banking system which mugt assure liquidity. It is in the Treatise on Money that we can find the
most important analyses of these interactions and, by the didinction that is drawvn between
indugtrid and financia circulation, of ther impact on cgpitdis accumulation. The globd
macroeconomic modd, which is thus characterised by two digtinct price forming mechanisms,
forms the bass of Minsky's work on the inherent indability of financid activity. An indability
that trandaes itsdf into the politicd necessty of the inditutiondisstion of a compromise
between finance capitd's private and socid findities, as suggested in the concluding chapter of
the General Theory.
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These theoreticd dements drawn from Marx, Keynes, Minsky, and to a lesser degree from
Hilferding, lay the foundetions for the devdopment of a criticd andyss of cetan of the
fundamental festures of our contemporary regime of capitdist finance. A criticd andyss which
should question not only the economic viability of the current regime in terms of its fragility or
its capacity to generate growth, but dso the socid and normative dimenson of the development
of Finance capitaism.



Table 1: Minsky’s financial Regimes

Regimes Approximate Dominant form Activity which is
period* of external finance financed (dominant
and of financial form of accumulation)
instrument
Commercial Capitalism 1700 - 1810 Merchant banking Wholesale trade
Bill of exchange
Finance capitalism 1810 - 1930 Investment banking Industrial development,

(Sometimes split in two

periods: - Industrial capitalism
1810-1870 and Finance
capitalism 1870-1930 )

and industrial stock

exchanges

Private stock and
bank debt

long term capital

development

Managerial Capitalism 1930 - 1975 Public finance Government expenditure
Public debt
Managed Money 1975 Institutional Value of stock in
Capitalism investors speculative financial
Managed funds markets

1

This is the least precise part of Minsky’s analysis. Dates aren’t given for each period in his papers on the
subject and sometimes the periodization refers to American capitalism other times to capitalism in general. We
therefore propose periods of our own drawn from Minsky’s descriptions, from Walen 1999 and from our own
research work on the process of institutionalisation of the forms of capitalist property in the United States,
Canada and Europe in relation to the forms of the state, 1800 - 2000 in the following working paper, Pineault,
Eric, Corporation, propriété et capitalisme :Le procés d'institutionnalisation politique et économique de la
corporation. Document de travail, GRADIP, UQAM 2000, part of which has been published in the following
article: Bourque, Gilles, Jules Duchastel et Eric Pineault, "L'incorporation de la citoyenneté”, Sociologie et

sociétés, vol. 31, no. 2, 1999, p.41-64.




Table 2: Expanding the Minskian typology to the

endogenous forms of money inspired from Keynes’ forms of Money (Treatise)

Regimes Approximate Forms of money Transformational
period force
Commercial Capitalism 1700 - 1810 Contradictory existence of Extension of
Bank money (a) and State money | financing from
(b) commodities, to stocks,
(a) corresponds to a distinct to durable capital assets
quantity of commaodities in
circulation
(b) fiat money corresponds to
state debt + commodity
money as sovereign coin
Finance capitalism 1810 - 1930 Gradual articulation of bank Emergence of the
(Sometimes split in two money (a) to managed state stock exchange as a
periods: - Industrial capitalism money (b) credit creating
1810-1870 and Finance (a) corresponds to permanent mechanism linked to
capitalism 1870-1930 ) revolving industrial credit bank money
(b) corresponds to state debt +
coin held by central bank and
treasury as ultimate guarantee,
monetary management is passive
Managerial Capitalism 1930 - 1975 Strict articulation of bank Fordist inflationary
money (a) to managed state pressures
money (b), activist management
elimination of coin as
guarantee
Managed Money 1975 Same as above but Emergence of new

Capitalism

management subservient to

growing financialized activity

(private non-bank monies ?)

stock exchange oriented
financial intermediaries
(mutual funds) and
practices




Table 3: Expanding the Minskian typology 11, the institutional forms

of capitalist property relations

Regimes Approximate Dominant form of Relationship to
period capitalist property finance
Commercial Capitalism 1700 - 1810 Personal enterprise, Commercial
partnerships and state sponsored partnerships linked
commercial monopolies personally to merchant
bankers
Finance capitalism 1810 - 1930 Corporate form adopted in Tightly and
(Sometimes split in two industrial sector as tool for intensively linked to
periods: - Industrial capitalism personal accumulation by captains | investment or universal
1810-1870 and Einance of industry banks intervening in
capitalism 1870-1930 ) stock exchange through
personal relations (class
based)
Managerial Capitalism 1930 - 1975 Corporate form emancipates Loosely linked to

itself from personal accumulation,
separation of management and

stockholders

domesticated and
compartmentalized
financial institutions
through bureaucratic
relationships,

dominated by banks

Managed Money
Capitalism

1975

Stock holders as rentiers regain
power over corporation, but as
power delegated to money

managers

Tightly linked to
overly dynamic and
fluid global financial

markets




Finance Capital and the institutional foundations of capitalist
finance: theoretical elements from Marx to Minsky
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