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Chapter 11: Banks and Credit (S's Chapter 
16)

We small bourgeois artisans, we who work on the nickel cash 
registers of the small store-owners with the honest crowbar, 
are devoured by the large entrepreneurs behind whom the 
banks stand. What is a skeleton key compared to a stock? What 
is the burglary of a bank compared to the founding of a bank? 
What is the murder of a man compared to the hiring of a 
man?— Mackie Messer, in Bertold Brecht, Die Dreigroschenoper

The objective function this chapter is to surround capital 
credit operations with a mystique to convince the reader 
that the Fed is omnipotent and that We the People need no 
longer fear that our economy can get out of hand. It is our 
purpose to demystify this sphere, to show the rational ker
nel and limits of these manipulations.

THE MODERN BANKING SYSTEM

In this section, S intends to serve up som e "superficial 
but useful history" much in the m anner of Chapter 5 on 
"business organization" (294). First we are "inform ed" that 
the "prim ary economic function of commercial banks is to 
hold demand deposits and to honor checks drawn upon them— in 
short to provide us, the economy, with the largest com po
n en t o f the m oney supply . A secon d  im p ortant fu n c
tion . . .  is to lend money to local merchants, hom eowners, 
farmers, and industrialists" (292).

From this we might get the impression that all that is 
happening in these banks is that money or titles to money
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keep being transferred about, that we are dealing with a 
society of hoarders, and more particularly with a society 
made up exclusively of a sphere of circulation. W hat possi
ble sense is there in talking about shifting and holding all 
this paper if do not have any idea how all this is connected 
with social production?

From the bourgeoisie's point of view it m akes a good 
deal of sense. As Marx notes (in the first chapter of the 
second volum e o f C ap ita l), the circu lation of capital as 
money capital is the most abstract, most onesided form of 
the circulation of capital. For here we have money capital 
buying m eans of production and labor pow er, applying 
them in production, selling the finished commodities, and 
realizing surplus value: M -C . . . P . . . C '-M '. But here the 
beginning and the end is the money capital, with produc
tion a mere necessary intermediary (which is the abstract 
expression of capitalism as surplus-value production); on 
the other hand the source of surplus value is extinguished 
in the process, and thus this aspect of the circulation of 
capital makes it the most fetishistic.

Now from the viewpoint of bank capital, production is an 
isolated act o f the capitalists' advancing m oney capital. 
Thus the magic powers formerly attributed to money are 
now transferred to, or at least shared by, credit. The credit 
form becomes isolated from material production; it loses its 
social content and becomes m agic.1

The bank function of supplying money is also not very 
clear. Money of course means demand deposits in commer
cial banks. But what sort of m oney is this? R. S . Sayers 
contributes the following on the matter:

Banks are institutions whose debts . . . are commonly accepted 
in final settlement of other people's debts. . . . The cheque it
self cannot reasonably be described as money; but the deposit 
that can be so transferred does serve as money, "money" being 
the word we apply to anything ordinarily used in settlement of 
debts. . . . The word "debts" is here used in the broad sense of 
any obligation fixed in terms of money. . . .

Very neat! First we get money defined in terms of debts 
and then debts in term s of m oney. Then to confuse the
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matter further, we get this: "W hen a child buys an ice
cream from the ice-cream van in the street, the child incurs 
a debt which has to be settled by the immediate payment 
of six-p ence." . . .2

Here Sayers has neatly transformed money as m eans of 
circulation into money as means of payment, and thereby 
confused the logical derivation of debt from the latter. Cre
dit relations are inextricably bound up w ith m oney as 
means of payment.

At this point we can summarize the main functions as 
follows: (1) the mediation of loan capital between industrial 
capitalists and money capitalists; (2) the transformation of 
income into loan capital; (3) the creation of means of pay
ment and means of circulation which become loan capital. 
Marx generalizes:

. . . The banking business consists in concentrating the loan
able capital in its hand in great masses so that instead of the in
dividual money lender the bankers as the representatives of all 
money lenders confront the industrial and commercial 
capitalists. They become the general administrators of money 
capital. On the other hand they concentrate the borrowers vis a 
vis all the lenders inasmuch as they borrow for the whole 
commercial world.3

Banking represents a capitalist division of labor. Instead 
of individual capitalists each taking care of the technical 
details— keeping reserves, cashing checks, e tc .— this is 
done jointly for many capitals by the bank and in this—  
socialized— way the capital that must be "w a ste d ,"  i .e ., 
used unproductively in this sphere, is minimized. Thus, in
stead of each capital taking care of the purely technical 
movements that money goes through in the circulation pro
cess of industrial capital, a part of the total social capital is 
set aside to take care of nothing but these operations.4

Further, S tells us that "Banking is a business much like 
any other. . . .  A bank provides certain services for its cus
tomers and in return receives payments from them in one 
form or another. It tries to earn a profit for its stock own
ers" (294).

Banking is much like any other business only if you ap-
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proach it as S does: i.e ., through its ledgers. You do certain 
things for some people and they pay you, and then in the 
end you see whether you got more than you gave. This is 
w h at w as m ean t above by say in g  th at S a p p ro a ch es  
capitalism via M -D . . . P . . . C -M '. All he sees is the top 
surface: the money difference between cost and revenue.

Unfortunately banking is not like any other "bu sin ess"; 
for banking produces nothing: it is, as just mentioned, ex
clusively taken up with mediating the form changes in the 
sphere of circulation; it expedites m oney along its merry 
way from capital to capital. All the "co sts"  here are those 
of circulation: instead of each individual capitalist having 
to put aside part of his capital for the unproductive tasks of 
accounting, etc., one segm ent of social capital is set aside 
(not consciously: like everything else in capitalism, this di
vision of labor also arose spontaneously). Bank profits re
sult from the difference between the interest they pay out 
and the interest they receive on loans. Interest is a part of 
surplus value created in the factories, mines, and farms of 
society. Banking is as much a cost of circulation as printing 
dollar bills: as such its "productivity" consists in taking up 
as little of productive social capital as possible. To equate it 
with productive capital is pure mystification.

The subtlest dose of apologetics is proffered with this lit
tle gem: "U nlike England and Canada, where a few large 
banks with hundreds of branches are dominant, the US has 
tended to rely upon many independent, relatively small, 
localized  u nits ' (291). W hat is the nature of " th e  old 
American distrust of 'big finance' "  (292 n. 2)?

As usual, S is operating in a socio-historical vacuum. We 
ju st have these innocu ous banks rendering " s e r v ic e s ."  
Does their role ever change? No answer.

M onopoly capitalism  is based on the concentration of 
capital: those capitalists who have accumulated the most 
capital can raise the productivity of their workers m ost, 
thus driving their competitors to the wall, which results in 
the latter's being eaten up by the former (this is called the 
centralization of capital). This process is accom panied by
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the monopolization of the sphere of banking, and the merg
ing of the two results in the rule of finance capital.

Based on S 's  remarks on industrial concentration we can 
expect him to deny similar trends within "b an k in g ." Al
though here too there is "som eth ing" to S 's  delineation of 
the differences between the banking structure in the U .S. 
and, say, Canada or the U .K ., S neglects several essential 
points. First of all, in absolute size the U .S . banks are 
clearly the international leaders. Thus at the end of 1972, 
the three largest U .S . banks were also the three largest in 
the capitalist world; their deposits (in billions of dollars) ran 
as follows: Bank of America— 35.428; First National City—  
27.750; Chase M anhattan— 24.998. The largest British Bank 
(National W estm inster) ranked sixth, with deposits of 18
.889 billion , w hereas the largest Canadian Bank (Royal 
Bank of Canada) ranked seventeenth, with deposits of 14
.284 billion.5

These absolute magnitudes do not accurately reflect the 
im perialistic pow er and national capitals of the various 
banks; thus, for instance, the Bank of America cannot com 
pete with the two other U .S . banks with respect to interna
tional loans.

Secondly, although it is true that the U .S . has erected 
som e legal obstacles to nationwide branch offices— in con
trast to European practice— this prohibition has had no ef
fect on large commercial loans, since only the large banks 
are in a position to mediate this capital. In this respect the 
existence of so many small ("independ ent") banks is statis
tically misleading. And finally, there is a trend— in large 
part brought about by foreign bank com petition in the 
U .S .— to eliminate these last legal restrictions so that the 
near future will probably see many mergers, etc .6

Similarly, if we look at the development of the banking 
structure during this century, we note a very definite trend 
toward centralization of finance capital. Thus in 1912, that 
is, prior to the birth of the Fed and the end of "anarchy 
of unstable private banking" (292), thirty-four banks con
trolled one-eighth of all banking resources.7 In 1960, the

Google
O

BANKS AND CREDIT / 37

Original from
U N IV E R S IT Y  OF M ICH IG AN

http://hdl.handle.net/2027/mdp.39015001981524
http://www.hathitrust.org/access_use%23cc-by-nc-nd


G
en

er
at

ed
 

fo
r 

gu
es

t 
(U

ni
ve

rs
ity

 
of 

Io
w

a)
 

on 
20

12
-0

4-
16

 
19

:5
8 

GM
T 

/ 
ht

tp
:/

/h
dl

.h
an

dl
e.

ne
t/

2
0

2
7/

m
dp

.3
9

0
1

5
0

01
9

8
1

5
2

4
 

Cr
ea

tiv
e 

Co
m

m
on

s 
At

tr
ib

ut
io

n
-N

on
C

om
m

er
ci

al
-N

oD
er

iv
at

iv
es

 
/ 

h
tt

p:
//

w
w

w
.h

at
hi

tr
us

t.
or

g/
ac

ce
ss

_u
se

#
cc

-b
y-

nc
-n

d

http://hdl.handle.net/2027/mdp.39015001981524
http://www.hathitrust.org/access_use%23cc-by-nc-nd


G
en

er
at

ed
 

fo
r 

gu
es

t 
(U

ni
ve

rs
ity

 
of 

Io
w

a)
 

on 
20

12
-0

4-
16

 
19

:5
8 

GM
T 

/ 
ht

tp
:/

/h
dl

.h
an

dl
e.

ne
t/

2
0

2
7

/m
dp

.3
9

0
1

5
0

0
1

98
1

5
2

4
 

Cr
ea

tiv
e 

Co
m

m
on

s 
At

tr
ib

ut
io

n
-N

on
C

om
m

er
ci

al
-N

oD
er

iv
at

iv
es

 
/ 

h
tt

p:
//

w
w

w
.h

at
hi

tr
us

t.
or

g/
ac

ce
ss

_u
se

#
cc

-b
y-

nc
-n

d

total outstanding shares of the largest U .S . corporations. 
W hen we further take into consideration that many of the 
largest banks are not separate entities, but rather united 
into finance capital groups, the degree of centralization be
comes ever more apparent.

In oth er w ords, we are dealing w ith finance capital 
g ro u p in g s w h ose " r e s o u r c e s "  rival the Fed in 
magnitude— and yet they receive no mention from S.

In the previous chapter S claimed that "by  controlling the 
behavior of money and credit, the government and its Fed
eral Reserve System  can hope to affect the balance of sav
ing and investm ent expenditure" (277). On the one hand, 
such a b a la n c e "  is not fundamental, and on the other, we 
must now examine the validity of the claim that capitalism 
can "m anage" its money.

Karl Kautsky has provided a clear view of the limits of 
circulation-sphere "rationality" which will be a useful in
troduction to our discussion of credit. Kautsky notes that 
money can enter circulation only through the purchase of 
commodities, not through banks issuing money. He asks 
ironically whether the bank could not perhaps give people 
money so that they can buy commodities.

Unfortunately no one has yet come up with this sort of social 
regulation of circulation. Now as ever it is still the individuals 
who through their purchases bring about circulation, either 
with their own or with borrowed money. The only change lies 
in the fact that a part of their own money is deposited in the 
bank and must first be given out by it, on the other hand that 
it is primarily the banks that serve their credit needs. And only 
through credit and loans to individuals— physical or legal 
persons— does the bank put money into circulation. . . .

Because of their vast mechanism . . . banks are in a better 
position to handle the granting of credits than isolated money 
capitalists. But the circulation process of the commodities is 
only a part of the production process, is determined by the lat- 
ter's needs and results, and as long as the private ownership of 
the means of production determines the total process, there can 
be no social regulation of even a part of that process.11
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Kautsky has touched upon a fundamental relation by re
ferring to the sphere of circulation; yet he too remains on 
the surface insofar as he fails to spell out the real signifi
cance of the control over money and credit. W e know that 
money is not a primary phenom enon, but rather a peculiar 
reflection of the uses to which labor is put in capitalist soci
ety. This does not m ean, however, that monetary m ove
m ents are totally dependent on, that they stand in a one- 
to-one relationship to, the "rea l"  material results of labor. 
O n the contrary : M arx takes great pains to show  how  
m onetary phenom ena assum e an autonom ous existence 
which in part is responsible for lending superficial credence 
to the fetishistic belief in the primacy of money.

To what extent does this autonom ous existence entail an 
independent pow er to influence the process of surplus- 
value creation and accumulation? A m ajor Marxist study of 
state-m onopoly capitalism suggests that because the results 
of profit production appear in money "through m anipula
tions with m oney and m oney-cap ital, the fundam ental 
categories of property and income of the capitalist mode of 
production can be influenced, and consequently also the 
distribution of social total-labor." This, of course, involves a 
tautology. The individual capitalist is tendentially the abso
lute ruler within his factory or group of factories (tenden
tially because the workers oppose this authority): his capital 
is his castle; he can directly control the labor activities of 
" h is "  workers. H ow ever, that does not obtain w hen he 
wants som ething from workers not directly subject to his 
capital. Here he must enter into exchange and wheel and 
deal with money and commodities. In other words, labor as 
social labor appears as value; as long as labor is private (i.e ., 
within the control of one capitalist) it appears as what it is: 
capitalists and workers within one unit are involved in the 
creation of use-values. On the social plane, however, labor 
can be "com m and ed " only indirectly by the purchase of 
commodities.

Therefore by "defin ition" all social exchange of labor must 
be mediated by money. The state is no exception: to the ex
tent that it acts socially, it too must have recourse to the
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indirect road of money. In this-fense money is not only the 
su ita b le  m ech an ism  for su ch  co n tro l b u t the on ly  
m echanism .

The state can of course also directly command labor; but 
to the extent that it does, private capital has ceased to exist, 
profit is no longer the immediate goal, but rather the im
provem ent of conditions of profitability for the remaining 
total capital.

Before we can study a phenom enon as concrete as "d e 
posit creation " it will be necessary to establish the pre
requisites of credit in general— a task which S unfortunately 
does not tackle.

In the previous chapter the abstract possibility of credit 
relations was discovered during the discussion of money as 
a means of payment. But that discussion was abstract pre
cisely because it dealt with the sphere of commodity circu
lation. W hat does credit m ean in the capitalist mode of 
production?

O nce capitalism develops, every sum of money has the 
potential of being transformed into capital; this means that 
it is transformed from a given value into a value that can 
expand itself by allowing the capitalist to extract surplus- 
value from  his w orkers. For exam ple, a w orker's $100, 
when lent to a capitalist and exchanged for means of pro
duction and labor power, can help the capitalist expand 
this sum into $200:

Therewith it obtains, aside from the use-value which it posses
ses as money, an additional use-value, namely that of function
ing as capital. Its use-value consists here precisely in the profit 
which it, once it is transformed into capital, produces. In this 
quality as latent capital, as means of producing profit, it be
comes a commodity, but a commodity sui generis. Or what is 
the same, capital as capital becomes a commodity.13

It m ight be expected that M arx's renew ed interest in
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use-value will lead to strange results; for it was another 
peculiar use-value, labor-pow er, that lies at the base of 
surplus-value. And, indeed, the transaction betw een the 
lender and the borrower turns out to be extraordinary, for 
here there is no form  ch an ge of the value (C -M -C  or 
M -C-M ); neither does the lender get a commodity for the 
money he gives the borrower, nor, if his sum of value hap
pens to be in commodity form, does he sell it for money. 
Lending in fact is the way in which money is alienated not 
as money and not as commodity, but rather as capital. The 
lender gives the borrower the power of producing an even 
greater sum of money. The lender is then paid back the 
original sum plus a fraction of the expanded sum, which in 
fact was the use-value of that which he lent.

But fetishism runs rampant here, inasmuch as no change 
of value-form  appears in this transaction: all we have is 
M -M '; i.e ., a sum of money is given away in return for an 
even bigger sum. The return of this sum apparently no 
longer depends on an economic process but rather seem s to 
be an arbitrary legal agreem ent. Such a semblance is given 
ideological stability by the fact that loans can be made to 
people who will not use the money to expand the value but 
merely to buy use-values. Nevertheless, these people must 
also in the end fork over the principal plus delta x, regard
less of where this extra amount comes from (even if it is 
another loan).

The name of the increment that has to be paid back is 
called interest; and as bourgeois economists never tire of 
telling us, it is the price of money, or alternatively, the 
price of capital. But this is an irrational expression (on a 
par, however, with the price of labor) since money-capital 
thus becom es a commodity with a double value: a value 
and also a price different from this value, although price is 
the money form of value. Thus although price is the value 
of a commodity, in contradistinction to its use-value, here 
we have a price qualitively different from value. The prob
lem here is that the value of money or commodity as capi
tal is not determined by its value as money or commodity, 
but rather by the surplus-value it produces for its owner; 
and in this sense the interest expresses the self-expansion
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of the money-capital, and therefore it constitutes the price 
paid the lender.

There is one other im portant aspect that evolves from 
this relation. Interest is a part of surplus value, or more 
concretely, of profit. In this sense a quantitative division is 
made between the two, and the difference becomes the en
trepreneurial profit (the profit made by the user of the bor
rowed capital). But the lender and the borrower, or the 
money and industrial capitalist, are not merely legally dif
ferent individuals; they also fulfill different roles in the re
production process because lender and borrower subject 
the sam e capital to two entirely different processes— one 
lends it, the other employs it productively.

In this way, the quantitative division has given rise to a 
new qualitative division. The fact that a part of total profit 
has been transformed into interest automatically transforms 
the remaining portion into entrepreneurial profit, whether 
or not any particular individual capitalist borrows. This in 
turn means that as soon as the average rate of profit has 
been established, entrepreneurial profit appears to be de
termined not by the wages paid to the workers (for this has 
already been "calculated" before the surplus-value is dis
tributed among various capitalists), but rather by the rate of 
interest. The industrial capitalist thereby seems to "ea rn " 
his profit just as much by labor as does the worker his 
wage. Thus the industrial capitalist can tell the workers that 
they are allied against the real hogs— the money capitalists 
who take profits (interest) without doing any work. Interest 
th en  exp resses the m eans of production as capital, as 
m eans of appropriating surplus-labor.

B u t w ith  the sta b iliz a tio n  of m oney and in d u stria l 
capitalism, the reference to the "suitability" of money ma
nipulation by the capitalist state becomes easier to under
stand. For in the "m oney m arket," the specific qualitative 
applications of capital, as they are manifested in competi
tion, disappear: here money-capital appears as the common 
capital of the class of capitalists as a whole unrelated to any 
and every particular employment, ready to be disseminated 
to every production need. With the development of large- 
scale industry, money capital appears as a concentrated,
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organized mass which "quite otherwise than the real pro
duction is placed under the control of the bankers repre
senting the societal cap ita l."14

Marx is saying here that in this centralized form m oney- 
capital can be distributed in accordance with the "produc
tion n eed s" of each sphere. But what does he mean by 
"n eed s"?  Certainly not the needs of the workers. "N eed s" 
here refers to the needs of surplus-value production and 
accum ulation. It m eans that vast industrial undertakings 
can be initiated without regard to the capital owned by the 
manipulators in that sphere. The bankers do not have the 
power to redistribute more surplus-value than has already 
been produced. But they do have the power to redistribute 
it in such a fashion that the largest amount of surplus-value 
will be produced in the next round.

This new-found strength also shows the contradiction in 
capital insofar as it indicates that the privateness of capital 
is running into conflict with its inherent sociality. The 
power of the "co llectiv e" m oney-capital grew out of the 
powerlessness of the individual capitals to carry on produc
tion on the scale dictated by the demands of competition.

The question arises whether with the transfer of this cen
tralization and the control thereof from the banks to the 
state, a similar augm entation of power takes place. It is 
within this framework that the basic functions of the Fed
eral Reserve System  must be viewed.

H ow  d oes com m ercia l cred it  o p erate?  A co a l-m in in g  
capitalist, for example, may receive a bill of exchange from 
his customer, an iron-producing capitalist, for already deli
vered coal, because the latter cannot yet pay since he has 
not yet realized the value of the iron he has sold. These 
bills of exchange can continue to circulate until they are 
paid in cash, and then retired. Now two aspects are of im
portance here: first, this process has nothing to do with 
lending unemployed capital; rather, it is a method to has
ten the value-form  m etam orphoses o f capital from  the 
commodity to the money form and from money to com 
m odity form ; se co n d ly , all th ese  o b lig a tio n s b ecom e 
mutual: a general entanglem ent of debts develops. Now the 
clearing of these debts depends on the fluidity of the return
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flows, that is, whether the reproduction process is running 
sm oothly. Here we are involved with credits within De
partm ent I (producers of means of production) and/or be
tw een  D ep artm en t 1 and D ep artm en t II (p ro d u cers of 
m eans of consumption).

But once the fluidity turns into stagnation as a result of 
flooded m arkets and falling prices, the above-m entioned 
nexus of mutual debts asserts itself. In fact, there develops 
an excess of productive capital and of commodity capital 
that cannot be employed or sold. Thus credit contracts be
cause capital is unemployed, and capital cannot continue its 
m etam orphosis.

The am ount of money in society has not changed, nor 
was it the determining factor. As we saw, as long as things 
were going well credit was enough: there was no critical 
sh ortage of m oney. But as M arx points out, m oney as 
means of payment (the abstract form or possibility of credit) 
contains an "unm ediated contradiction": as long as claims 
com pensate one another, money functions merely ideally as 
a m easure of value; but when the mom ent of truth arrives 
and hard cash must be forked over, money becom es the 
absolu te com m odity, and no substitute will do. At this 
point capitalists want to borrow money as means of pay
m ent to pay off their debts: everyone must pay and no one 
wants to buy. So who would be willing to make loans at a 
tim e w hen the fluidity of the reproduction process has 
touched bottom?

Aside from this commercial credit there is also bank credit, 
i.e ., credit that banks can "g ra n t"  on the basis of "u n em 
ployed" capital deposited with them by capitalists, or of in
com e deposited by any class. The form er represents ac
cum ulated surplus-value that is not immediately em ploy
able either because this particular capitalist's investm ent 
sphere is sated or because the am ount of capital necessary 
for his prospective investm ent has not yet been reached. 
Capital can also be released if the production process has 
been interrupted. The depositing of income (mainly by the 
bourgeoisie but also by the working class) merely expresses 
the fact that in capitalism every sum of money can take the 
form of interest-bearing and loan capital. In any event, the
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accum ulation of m oney capital obviously can exceed the 
real accumulation of capital.

What exactly is this "deposit creation"? S 's  presentation, 
aside from not having bothered to establish the theoretical 
framework which first makes all this material about banks 
and loans comprehensible, under the guise of "avoiding] 
am biguity" by (8th ed ., p. 281) complicated matters sup
poses that new deposits stem from the governm ent's hav
ing printed money. Now this may well be the case— but it 
is clearly not the base on which the essence of credit can be 
explained. If paper money were just hurled into circulation 
by the state without any regard to the actual needs of circu
lation, the market would soon react by raising prices corre
spondingly. Unless a differential effect on class-income re
distribution took place (which S of course does not m en
tion), such a procedure cannot help the U .S . out of its 
periodic recessions. Secondly, S is not at all specific as to 
what is done with the money that is borrowed, although 
we just know that this will have serious effects.

Let us return to the fount of bourgeois economics— Adam 
Sm ith . He w isely noted  that if the borrow er u ses his 
money on consum ption, "h e  acts the part of a prodigal, 
and dissipated in the m aintenance of the idle, what was 
destined for the support of the industrious. He can, in this 
case, neither restore the capital nor pay the interest, with
out e ith er a lien atin g  or en cro ach in g  upon som e other 
source of revenue. . . . " 15

But what generally happens in such transactions between 
lender and borrower? (Smith here is speaking of loans for 
productive ends— to buy means of production, not to pay 
debts):

By means of the loan, the lender, as it were, assigns to the 
borrower his right to a certain portion of the annual produce of 
the land and labour of the country. . . . The quantity of stock, 
therefore, or, as it is commonly expressed, of money which can 
be lent at interest in any country, is not regulated by the value 
of the money . . . which serves as the instrument of the differ
ent loans made in that country, but by the value of that part of
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the annual produce which . . .  is destined not only for replac
ing a capital, but such a capital as the owner does not care to 
be at the trouble of employing himself. . . . The money is, as it 
were, but the deed of assignment, which conveys from one 
hand to another those capitals which . . . may be greater in al
most any proportion, than the amount of the money which 
serves as the instrument of their conveyance: the same pieces 
of money successively serving for many different loans, as well 
as for many different purchases. A, for example, lends to W a 
thousand pounds, with which W immediately purchases of B a 
thousand pounds worth of goods. B, having no occasion for 
the money himself, lends the identical pieces to X, with which 
X immediately purchases of C another thousand pounds worth 
of goods. C in the same manner, and for the same reason, 
lends them to Y, who again purchases goods with them of D. 
In this manner the same pieces, either of coin or of paper, 
may, in the course of a few days, serve as the instrument of 
three different loans, and of three different purchases, each of 
which is, in value, equal to the whole amount of those pieces 
. . . .And . . . the same pieces of money . . . may likewise 
successively serve as the instrument of repayment.16

Now, as Marx points out, if A had lent the money to B, 
and B to C directly, without the mediation of purchases, 
the sam e money would have represented not three capitals 
but only one capital value:

How many capitals it really represents depends on how often it 
functions as the value-form of different commodity-capitals. 
The same thing that A. Smith says about loans in general is 
valid for deposits, which are after all only a particular name for 
the loans which the public makes to the bankers. The same 
pieces of money can serve as instruments for any number of 
deposits whatsoever.17

Thus, the possibility of large amounts of deposits on the 
basis of a relatively small amount of means of circulation is 
given as long as each unit of m oney executes m ultiple 
transactions and as long as the reflux of the money to the 
bank in the form of renewed deposits is guaranteed by 
some mechanism. For example, a supermarket may deposit 
$10,000 a week in the bank; with this money the bank can
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pay out a part of another deposit of the local dress man
ufacturer, who pays his workers' wages with this money; 
the w orkers buy their m eans of subsistence from the 
supermarket, which redeposits it in the bank.

The deposits have a twofold function: (1) they are lent 
out at interest, and are therefore not in the bank but merely 
credited to the depositors; (2) they serve to compensate the 
mutual credits and debits of the depositors, who pay each 
o ther by w riting checks against their accounts (this 
mechanism is not essentially affected if the accounts hap
pen to be in different banks).

With respect to credit creation, we must distinguish be
tween credit and money capital. If a bank grants a capitalist 
credit and the latter offers nothing in return but his "good 
nam e," then it has given him money-capital. If, however, 
the capitalist in exchange must pledge stocks or securities, 
he may possibly have to put up greater value than he is 
getting from the bank. Since securities already are capital, 
what he wants from the bank is money, not capital. The 
same is obviously true if he has the bank discount bills of 
exchange he is holding.

The creation of new buying power is "sem blance" only 
from the standpoint of the individual relation between the 
bank and the client. This disappears, however, as soon as 
we look at the phenom enon from the stand point of 
capitalist society as a whole. Now let us assume that the 
bank grants credit to capitalist X without the latter's having 
had to pledge any values. The credit takes the form of an 
account which the bank opens for X. Now X, no prodigal, 
wants to buy some means of production. So he writes out a 
check against his account to capitalist Y who produces the 
machines and materials X needs. If Y demands that the 
bank pay out the value of the commodity he has sold to X 
in cash, then the fiction of the neiv buying power is evi
dent. If instead Y opens an account (or merely has it added 
to an already existing account), that is, if deposits the 
check, then the bank creating the deposit in the first place 
becomes a debtor of Y for this sum either directly if the ac
count is in the same bank, or of his bank. The imaginary
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account which the bank had opened for X has thus been 
transformed into a real account of Y.

In this manner the credit system can influence the veloc
ity of circulation, since there is no need to wait until a sale 
is actually made; rather, the money can be deposited in the 
bank, lent out again to effect a transaction, and so forth.

This is considered a mark of ''progress" in that it permits 
the extension of production beyond narrow "personal" lim
its. But this expansion also proves to be the downfall in the 
event of crisis, when it becomes manifest that the credit 
system has allowed an increase of production beyond the 
needs of the consumers as solvent demanders.

Thus credit is one of the clearest manifestations of the 
contradictions inherent in capitalist relations, expressing 
private relations of capitalist commodity producers which at 
the same time must attain a certain sociality.

Credit is a sphere in which rational kernels abound. 
There is good materialistic reason for this. As Marx ob
served, credit contains within it a further, that is, more 
con crete , expression  of the contrad ictory nature of 
capitalism: credit can accelerate and intensify the exploita
tion of living labor, but at the same time it inevitably and 
periodically leads to overproduction, a situation in which 
the use-value production exceeds the "needs" of value and 
surplus-value production, which can be resolved only by a 
destruction or depreciation of capital itself (this is the ra
tional kernel of the frequently dogmatic Marxist assertion 
on the contradiction between the forces and relations of 
production).

Since this contradiction is inherent in the credit relation, 
bourgeois credit theorists, not aware of this connection, 
come on as mixtures of "swindler and prophet."18 We must 
keep this in mind as a guide in our further exposition.

At this point, let us summarize the results of our discus
sion of credit. Credit becomes necessary to mediate the 
equalization of the rates of profit among capitalists. With-
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out the possibility of the flow of capital from one branch to 
another in the search for the highest rate of profit, the driv
ing force of capitalism would disappear. Once capital has 
assumed its money form, it is in a position to reappear as 
any particular use-value, namely any particular means of 
production (productive capital) capable of extracting surplus 
value from labor. Thus we might say that credit is imma
nent in the concept of capital itself. This should not seem 
strange inasmuch as the abstract possibility of credit al
ready existed in the sphere of simple commodity circulation 
in money as means of payment.

Aside from this necessity of profit-rate equalization, there 
is the following consideration: surplus value can arise only 
in the sphere of production; however, each productive 
phase is separated by a circulation time; if each capitalist 
had to wait until he realized his commodity capital in order 
to begin his cycle all over again, he would "w aste" the en
tire circulation time, during which his capital in the form of 
means of production would lie "id le" and thus be factually 
depreciated as capital. One way of avoiding such a situa
tion is via commercial credit, whereby the customer, who 
has already realized his commodity capital, advances the 
necessary capital to his supplier, who can then carry on his 
production without interruption.

A third factor is involved in the development of credit: 
the increasing socialization of production, in the sense that 
enterprises are begun which exceed the capital capacity of 
any individual capitalist. To undertake this capital invest
ment, the capitalist must obtain control over other people's 
capital. Even though this pooling of capital represents a 
socialization, the profits continue to remain private. The 
only difference here is that the lenders, the m oney 
capitalists, receive a portion of the surplus value "p ro 
duced" by the industrial capitalist. The important point 
here is that the industrial capitalist, aside from retaining the 
lion's share of the surplus value, also reinvests it, that is, 
accumulates it. This means concentration of capital on the 
basis of the economic control and utilization of the capital 
belonging to others.
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It is only one step from this lending mechanism to the 
formation of joint-stock companies or corporations that 
issue stock. In the previous case, one capitalist lent 
money-capital, and at the end of a stipulated period got 
back his principal plus interest. In the joint-stock corpora
tion, a capitalist buys a share and thereby permanently 
channels a certain amount of capital into the productive 
concern; this capital in money form is transformed into 
productive capital and, as far as that money-capitalist is 
concerned, it is gone. He has received title to a certain por
tion of the yearly profit produced in that company. In order 
to get back his principal, he must seek a buyer on the mar
ket, whereby the ups and downs of the market may bring 
him either gains or losses, but in any event are no longer 
directly dependent on the productive operations of the cor
poration.

The jo in t-sto ck  corporation is thus a necessity  of 
capitalism; at the same time it is a powerful lever for the 
further centralization of capital. The point here is that this 
centralization takes place, at least on the surface, in the 
form of fictitious capital. (Fictitious capital is form ed 
through the capitalization of the yield; thus an "invest
m ent" that yields $10 a year when the average interest rate 
equals 5 percent is said to represent a capital of $200.) The 
fictitious capital formed on the basis of shares in productive 
concerns is divorced from the actual production of surplus 
value; yet this corresponds to a relatively low level of 
fetishism when compared to similar calculations performed 
for investments in, say, government securities. Here the 
original capital no longer exists: it has been spent on B-52s 
or White House luxuries; furthermore, it was never bor
rowed with the intention of being spent as capital, nor was 
it in fact so used: it was employed unproductively. These 
securities yield returns because the state in the last analysis 
still has the power to tax, and as long as the state appears 
to remain in control of this respect (provided the economy 
is producing something that can be taxed), people will con
tinue to buy these bonds.
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