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ABSTRACT 

Keynes' allegedly revolutionary theory of  money was in truth inspired, if 
not borrowed, from the early intuitions of a German social reformer by 
the name of Silvio Gesell, a forgotten figure traditionally classed amongst 
the anarchist dissenters of the early XXth century. This paper explores this 
connection and thereby attempts to re-establish some balance in the book 
of  intellectual paternity, by laying emphasis on the original monetary 
themes of Gesell, and on the Keynesian recasting of those self-same themes 
into the 1936 classic, The General Theory. It is here argued that Keynes 
appropriated Gesell's insights into the nature of money and interest, and 
stripped them of their radical implications, so as to fashion an explanation 
of the crisis that would pose no threat to the foundations of  the capitalist 
order. 
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INTRODUCTION 

Plagiarism. n. the appropriation or imitation of the language, ideas, and thoughts of another 
author, and representation of them, as one's original work (The Random House Dictionary 
of the English Language). 

After more than a decade of incessant operation at the highest levels of the 
British society, John Maynard Keynes appeared to have come across a theoret- 
ical formula that quenched his heuristic aspirations with regard to monetary 
phenomenology. Indeed, his new treatise, which was printed in 1936, was 
forthwith labeled a "general theory." 

The book, given the reputation of its author, was immediately hailed a master- 
piece. Quaintly, after Keynes' opus had been widely lauded, began the interminable 
debate over what, in fact, had been written therein. In the midst of this adventure 
in the realm of economic thought, a fringe of scholars, which has had a fair record 
of recruitment among the newer generations, has made it its duty to ferret out of 
the tangle of the more or less illustrious inspirers of the General Theory the 
exiguous figure of a German crank named Silvio Gesell. 

Truly, on account of the scant number of contributions on this subject, and of the 
sober tone of the exposition, common to all such references, this German 
connection, for all practical purposes, would have carried no weight and would 
have thus been lost to memory by fault of its imputed trifling significance, had there 
not prevailed among the contributors a unanimous apprehension of the profound 
impress of Gesellian traces into the whole make-up of the General Theory's 
monetary foundations. Then, once the link between the two was secured by 
scholarship, ~ and given thicker relevance than what Keynes himself had been 
willing to concede in a concluding section of his book, the juxtaposition of Gesell's 
and Keynes' ideas would soon fall prey to the play of uncomfortable analogies - 
uncomfortable, that is, considered the diverse stations the two men had occupied in 
their lifetime. Thus, G e s e l l -  an ex-businessman turned anarchist gu ru  2 and 
reformer, who participated in the second Republic of the Soviets in Munich, April 
1919, as Finance Minister--, vis-~t-vis Lord Keynes, a high product of the late 
Victorian epoch - the son of a Cambridge don, and later a don himself, a zealous 
negotiator for the British Treasury at the end of WWI, a protEgE of Alfred Marshall 
(this last a frequent guest at the Keyneses), and later in life, a High Steward, as well 
as, amongst the multitude of honorific titles he assumed, Chairman of the National 
Insurance Company, and Director of the Bank of England. 

Why would a leading member of the British intelligentsia, nay, a paragon of 
gentlemanly breeding such as Keynes, draw upon the economic reveries of an 
anarchist prince? In our modern era, what could have been the use for the financial 
constituency - which found in Lord Keynes a most up-to-date-mouthpiece - to 
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incorporate, in a surreptitious fashion (as will be canvassed in the paper), the 
monetary cures of a protagonist, albeit ephemeral and atypical, of Germany's 
post-WWI debacle? Quo animo? 

The discussion presented herein will revolve round a synthesis of Gesell's 
most important contributions to the theory of money, namely the theory of 
interest and the monetary theses of his Natural Economic Order (die Natiirliche 
Wirtschaftsordnung). There follows an appraisal of Keynes' monetary economics 
in the General Theory, in the light of its relation to the work of Gesell. The 
analysis is conducted along lines of comparison with a view to isolating from 
the monetary constructions of the General Theory the Gesellian source, and 
accounting for the motive of its adoption and manipulation by Keynes. 

Many authors' contributions to monetary economics have been incorporated 
in the General Theory, but none other than Gesell 's Theory of Interest has set 
in motion the so-called "Keynesian revolution"; this it did so markedly as to 
suggest that such input went far beyond the mere agency of "inspiration": 
Keynes stole the idea, but - and here is the rub - ,  he cast the purloined intu- 
ition in a form that allowed him to account for the financial collapse of the 
'thirties, without attacking the network of privilege erected on the monopo- 
listic manufacture of the means of payment, that is, banking. He robbed the 
intuition, deliberately confused the premises of the argument, and employed 
its basic mechanisms to explicate the financial mismatch to which the world 
economy had fallen prey. Thus, he achieved three goals at once: (1) shielded 
oligarchy, and offered the banking brotherhood an honorable compromise that 
would forever acquit it of institutional foul play ('the price of money, interest, 
is a fact of life: the best that can be wished is to have it reduced'); (2) provided 
a much needed academic brochure for monopoly capitalism (concentrated 
industries and socialized investment), Nazi Germany being a formidable 
instance of the transformation; (3) disfigured an alien monetary scheme 
(Gesell's), which had identified the source of economic disintegration, with 
a view to appropriating the justness of the intuition in times of capitalist 
overhaul. 

For, indeed, the Keynesian legacy consists, in essence, of but two loose 
propositions: 

(1) Deficit spending allows the system to tide over the slump. 
(2) There exists an interest bar r ie r  that prevents the expansion of investment, 

growth and production. 

Now, the first proposition is a truism as old as economics itself; it is the second 
proposition that bespeaks of plagiarism. To this at present we turn. 
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I. AGING THE CURRENCY: 
THE IDEAS OF SILVIO GESELL ON MONEY 

Ich bin sozusagen die fleischgewordene Lehre 
vom Zins. 3 

Silvio Gesell, Verteidigungsrede 

A. The Bite 

To Silvio Gesell, the economic discourse may properly begin only by ques- 
tioning the origin and nature of interest. 

Goods, he argues, perish, rust and rot. Time consumes both humans and 
merchandise mercilessly. Everything perishes. But one thing does not, and this 
is gold. Interest, says Gesell, is the toll price we pay for the usage of  gold. 

Silvio Gesell defined gold - and the paper money emanating from it - as 
"the archetype of death." As he put it: "In the substance of money we seek 
negative, not positive properties. The minimum of material properties is what 
all men demand of the material part of money" (Gesell, 1920, p. 52). Gold, for 
instance, owes its eternalness to the fact that it "neither rusts nor rots, neither 
grows nor decays, neither scratches, nor burns, nor cuts. Gold is without life, 
it is the archetype of death" (Gesell, 1920, p. 52). Since it is such a unique 
medium of exchange, men have vied to possess as much of it as they possibly 
could. Would one rather have goods, which will progressively lose value, or 
gold, which never does, and thus have the option to purchase whatever is desired? 

Two opposing forces have always wrestled: on the one side, we find the 
supply of goods - which immediately translates into the demand for money - 
and on the other, the demand for goods - which is represented by the supply 
of money. Yet, the type of configuration the market locks in when these two 
forces encounter one another is not easily entitled to claim much resemblance 
to the customary equilibrium scenarios evoked by the neoclassical disciples of 
British Liberalism. Instead, the relationship that comes about between the 
holders of money and the producers of goods and services is of a peculiar sort. 

The demand for money - that is, the supply of goods 4 - consists of an 
aggregate of goods, material, tangible, perishable; the supply of money, instead, 
is not even "grazed" by the erosion of time: the former is like a swollen river 
which, by its very nature, continually floods the market looking for buyers; the 
latter can afford to wait, imperturbable, for more advantageous conditions. 
The goods comprised in the supply deteriorate every day, and consequently, 
fresher merchandise will be sold at a higher price; for the supply of goods, 
postponing the exchange is lethal. Money, however, by reason of its negative 
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properties, not being prodded by "impulses" inherent in the substances that 

compose the goods, has no fear of procrastinating the transaction with its 
counterpart. And such an advantage has rendered money, since its birth, the 

umpire of market exchanges. 

The merchant is of course in need of commercial profit, and he can only satisfy this need 
through the purchase of commodities. The impulse stimulating the merchant's purchases of 
commodities is not, however, physical necessity, but the wish to obtain the commodities 
as cheap as possible... The consumer, under the pressure of personal wants, cannot wait 
• . . ;  neither can the producer wait . .. But the possessor of money .... the holder of the 
universal, essential medium of exchange, can walt and thereby embarrass both producer and 
consumer by holding back the medium of exchange (money) . . .  The products of our labor 
cause considerable expense for storage and care-taking, and even this expense can only 
retard, but cannot prevent their gradual decay. The possessor of money, by the very nature 
of the money-material (precious metal or paper) is exempt from such loss. In commerce, 
therefore, the capitalist (possessor of money) can always afford to wait, whereas the posses- 
sors of merchandise are always hurried. So if the negotiations about the price break down, 
the resulting loss invariably falls upon the possessors of goods, that is, ultimately, upon the 
worker (in the widest sense). This circumstance is made use of by the capitalist to exert 
pressure upon the possessor of goods (worker), and to force him to sell his product below 
the true price (Gesell, 1920, pp. 226, 137). 

Therefore, he who holds money has no difficulty in asking for a tribute, a 
reward for his unavoidable services. The premium that is claimed in exchange 
for the medium of payment - the conditio sine qua non for the survival of trade 
- is indeed interest: basic interest (Urzins), as Gesell calls it. 

Historically, merchants were the purveyors of gold; in the epoch of Natural 
Liberties, bankers - the direct descendants of the mercatores - relayed their 
predecessors' activity: bank paper - sealed by the colluded "State" - and, 
for the most part, virtual ciphers perform the like duty vicariously. They 
are the private providers of the means of payment, and for their service 
they ask for a fee: interest. For millennia, the average price of money, accor- 
ding to Gesell, has hovered around 5% (6%, according to others) per year. 
However, although basic interest appears during the exchange, the role of the 
merchant, indeed, reduces to that of a mere "taxman-middleman," since basic 
interest, which has to be squeezed out of the margin earned, must be handed 
over, unfailingly, to the provider of money. And who shall grant the money? 
As we move back to the origin of the chain of promises, we again meet 
the banker. 

It is thought that interest, like calves, reflects nature 's  fertility. Interest is 
introduced as that bonus that is legitimately asked by the money-lender to the 
borrower by virtue of the natural fertile increase to which all things natural 
are subject. Such common reasoning wishes to intimate that the particular 
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percentage that is charged to the borrower - the x% - is a mirror ing image 
of the physical increase triggered by that additional, loaned, money. The 
reasoning is thus: "if you'll increase production by 10% with my money, there 
is nothing wrong in my asking, say, 5% for it " (that would leave a net 5% 
profit for the entrepreneur). 

The reasoning is fallacious. 
On the simplest plane of consideration, two scenarios need be considered: 

either the banker refuses to put more money in the system after the physical 
increase has taken place - in which case he will exact interest by commanding 
a greater portion of a representative bundle of goods, whose price has decreased 
owing to that gain in efficiency brought about by the loan (a so-called productive 
investment: there are more goods around than previously); or, i f  the price level 
is not to decrease (fixed or rising prices), he shall have to inject an additional 
quantity of money so that he can carve out his quota of interest, which action, 
indeed, the banker will agree to effect only by charging another dose of interest 
for this second injection, which is nothing but another loan. 5 

The first is a story of deflation. In the banking of yore, this cumbrous 
operation was frequent, and was suffered acrimoniously by the common man 
who then obtained newly minted coins (corresponding to a higher gold- or silver 
content), but at a much higher price apiece (in terms of goods offered in 
exchange). Credit dynamics in the modem machine-age, instead, came to adhere 
closely to the second scenario, wherein bankers manipulated credit in such a 
way as to inflate the price level and recoup interest in the price differentials 
thus created; in such an artificial monetary margin, combines of investment 
bankers, through business, compete against one another by means of techno- 
logical innovations and aggressive marketing. The price rises steadily, at the 
cost of sizeable injections of credit money and concomitant interest charges, 
and adversarial consortia bank on efficiency advantages that will enable them 
to keep abreast of, if not crush, the competition. The resulting tension on the 
market owes its pull from two angular sources, the first being the immediate 
clash among manufacturers, the second originating within the combine i t se l f -  
that is, between the producer and the banker, who is not willing to unlace the 
mouth of his purse, if he is not paid interest. 

Indeed, as a routine, the money-lender asks for a minimal, fixed, rate of 
interest, irrespective of the actual conditions on the market. 

This fixed charge is but one of several components within that enigmatic 
percentage the world at large takes for granted. It hides among risk premiums 
of various strains (insurance fees), depreciation charges, and a hausse premium 
(an addition that is incorporated in the interest in view of expected price surges) 
(Gesell, 1920, p. 275 and ff.), all of which sum up to the incumbent x % spoken 
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of as 'the current rate';  the fixed charge hides among licit economic allowances, 
but it is of an altogether foreign, non-economic breed. 

The fixed component is usury proper - something in the nature of a pure 
tribute, an exaction. The Hebrew word for interest is nesheck,  "which literally 
means a ' b i t e ' "  (Bonder, 1996, p. 125). The fixed c o m p o n e n t -  concealed like 
noble metal encrusted in ore - serves as the anchor  of monetary construction; 
the Urzins inscribes itself as the primal constraint of the Gesellian model 

portraying the economy. 

Money-interest is the product of an independent capital, namely money, and is comparable 
with the toils exacted in the Middle Ages by robber barons, and until lately by the State, 
for the use of roads . .. lnterest on money is not influenced by interest on so-called real 
capital (houses, factories, etc.) though the converse.., is true. Basic interest has up to the 
present escaped observation because it was concealed behind its offspring, ordinary interest 
upon loan-money .. .  The interest paid by the merchant for loan-money is not the begin- 
ning, but the end of the whole transaction. The merchant uses money to exact basic interest 
from the wares, and as the money does not belong to him, be delivers the basic interest to 
the his capitalist. He acts here simply as cashier for the capitalist... Basic interest is exacted 
during exchange, not during production. (Gesell, 1920, pp. 236, 265, and 264, emphasis 
added). 

Basic interest is bandied as a percentage  of some given amount; it is bitten off 
something - something that economists would define as the j u s t  pr ice  (Gesell, 

as shown above, named it the true price). A price, i.e. that: (1) affords the 
sustenance and covers the expenditures of the producer, and (2) enables him 
to replicate another unit (or batch) of the same good in the following period 
(Steiner, 1993, p. 83). If we warrant the existence of such a price, then that 
x % that is torn off it with the bite is "basic interest" proper - the hard core 

of usury: the price for the usage of the means of payment. 

B. The Obstacle to Phys ical  Investment: Basic  versus Rea l  Interest  

The unalterable condition f o r  money  to circulate is that pr ices  should not 

fall.  
If they do, the margin above the cost of production is virtually eliminated and 
therefore there is no slack from which interest may be recouped. When prices 
plummet, the possessors of money withdraw it from circulation for it does not 
yield interest anymore. At that point a crisis begins. Gesell contends that the divi- 
sion of labor is not systematically balanced by an adequate stock of money, and 
this discrepancy - many goods versus scarce money - acts only to depress further 
the price of commodities. It is precisely because prices fall, that money hides to 
be hoarded. The supply of money decreases, the demand for money increases; 
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so does  the supply o f  goods ,  which  pi le  up in warehouses .  Nega t i ve  expecta t ions  

c o m p o u n d  the pressure  and the process  o f  contract ion winds  d o w n w a r d  in a 

spiral ing path wi th  se l f - re inforc ing impetus:  fear ing that pr ices migh t  further  

decrease,  no merchan t  dares to purchase  anything;  goods  are "unse l l ab le"  

because  they are cheap  and threaten to b e c o m e  even  cheaper .  The  crisis begins.  

A n  increase in pr ices  has symmet r i ca l  repercussions:  the ho lder  o f  m o n e y  knows  

that what  he  has bought  today can be  sold t omor row at a h igher  pr ice;  thus he  

buys as m u c h  as he can,  re ly ing  heav i ly  on credit  leverage .  Banks  wil l  

encourage  specula t ion as long as they feel  they are in a bul l  market .  E v e n  in this 

case, the dynamics  is o f  a se l f - re inforc ing kind,  yet  wi th  an inflat ionary bias: 

"pr ices  r ise because  they have  r i sen"  (Gesell ,  1920, p. 103). 

• . .  How do the makers of goods act when they cannot sell their products for money? Does 
the cabinet-maker sleep in his coffins, does the farmer eat all his potatoes? Nothing of the 
kind; they try to effect the sale by reducing their prices, they all try to attract money by 
lowering their demands. If capitalists and savers have withdrawn money from circulation 
and will only return it if promised interest, they obviously find the ground well prepared 
for the levy of interest in the readiness of the possessors of goods to surrender part of their 
produce for the use of money . . . .  Interest is the condition we lay down . . .  The cause of 
the crisis lay in the fact that capitalists refused to invest their money unless they obtained 
interest, and that when the supply of houses, industrial plant, and other instruments of 
production passed a certain limit, the rate [of remuneration of such activities] fell below 
the minimum yield necessary to pay the interest on the money invested in them . . .  As 
soon as this point was reached employers were no longer able to pay the interest demanded 
of them, and capitalist had no motive to lend their money gratis. They preferred to wait for 
the crisis which could be counted on to "ease" the situation and restore the normal rate of 
interest . . .  Thousands of years of experience have taught the owners of money that their 
money will fetch 3, 4 or 5%, according to the investment, and to obtain this rate of interest 
they need only wait. So they would have waited (Gesell, 1920, pp. 187, 196, 198). 

It wou ld  then appear  that the theoret ical  intr icacies  that have  cus tomar i ly  

obscured  the concep t ion  o f  the no t ion  o f  " in teres t"  should be  ascr ibed chiefly 

to two  phenomena .  The  first is the character iza t ion o f  interest  as a natural 
e lement  o f  the puta t ive  inexorable  laws of  economics .  The  second is the confu-  

sion be tween  interest  on m o n e y  - that is, basic  interest  - and interest on capital. 
These  two  variables ,  argues Gesel l ,  must  be  dis t inguished.  

Bas ic  interest  is a mone ta ry  phenomenon :  it is the pr ice  for  the use o f  the 

m e d i u m  o f  exchange .  O w i n g  to the p o w e r  o f  exac t ing  a tribute, m o n e y  m a y  

proper ly  be regarded  as a kind o f  capital.  Interest  on capital  is a by-produc t  o f  

basic  interest.  

But if no money is given for the construction of houses unless they can exact the same 
interest that money itself exacts for the wares, building is suspended and the consequent 
scarcity of houses raises rent; just as the scarcity of factories reduces wages (Gesell, 1920, 
p. 240). 
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Houses, machinery, and plants are capital. However, unlike money, these goods 
do not exact interest during the exchange, so that it may be handed over to the 
banks, the "manufacturing center for the means of payment," as Schumpeter 
called them (Schumpeter, 1983, p. 73). Instead, interest upon capital arises in 
the course of the production process and is collected by the owners of capital 

goods. 
"This power does not, however, lie in the characteristics of such things, but 

in the fact that money here, precisely as with the [perishable] wares, prepares 
the market conditions necessary for the collection of interest" (Gesell, 1920, 
p. 240). Houses, machinery and factories are real goods, but owing to the 

fact that money, at the origin, claims a reward for the services it provides, 
industrial capital - which has to be financed with money - will have to be 
allocated in such a way as to exact a similar tribute. 

Usury, a purely monetary phenomenon, propagates its logic to the means of 
production. Since the foundation of usury is, according to Gesell, the capacity 
to "embarrass" the counterpart - that is, to enmesh the will of the transacting 

party - ,  in the economic realm, this condition translates into an artificially 
limited supply with respect to demand. In other words, in order to collect interest, 
it is necessary to effect a willful curtailment of the goods and services that 
cater to the communi ty ' s  needs. Money, machinery, factories, houses, and so 
on, yield interest because they are scarce. More specifically, basic interest is 
the equilibrium value interest upon capital converges to. 6 

Moving on to its ultimate implications, the Gesellian reasoning affords a final 
confluence of the monetary muddle into the grievances of labor economics, and 
the crux of remuneration. 

The employer does not buy work, or working hours, or power of work, for he does not sell 
the power of work. What he buys and sells is the product of labor, and the price he pays 
is determined, not by the cost of breeding, training and feeding a worker and his offspring 
(the physical appearance of the workers is only too good a proof that the employer cares 
little for all this), but simply by the price the consumer pays for the product. From this 
price the employer deducts the interest on his factory, the cost of raw material, including 
interest, and wages for his own work. The interest always corresponds to basic interest: the 
employer's wage, like all wages, follows the laws of competition: and the employer treats 
the raw material he intends his workmen to manufacture as every shop-keeper treats his 
merchandise. The employer lends the workmen machinery and raw material and deducts 
from the workers' produce the interest with which the raw material and machinery are 
burdened. The remainder, so-called wages, is in reality the price of the product delivered 
by the workmen. Factories are simply, therefore, pawn-shops (Gesell, 1920, pp. 258-259). 

In this portrayal, the factory itself is capable of generating interest, insofar as 
the total number of factories is scarce (and wage-labor is abundant). Machinery 
is scarce and so are raw materials. And moving backward along the chain of 
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production, we are bound to reencounter money and the concomitant basic 
interest. 

C. Dying Currency 

The prescription follows: the ideal monetary system - one freed from all 

kept money-owners,  who derive an income for supplying what ought to be the 
"most public" of all goods - is a system tenanted by free-money. Free-money 

is perishable money: if money were given an age by stamping it, and thus make 
it lose value day after day (or, e.g. on a monthly basis - the time interval 

for affixing the stamps on the scrip is a matter of convenience and arbitrary 
choice) like any other good yielded by nature, it would be irremediably forced 
to circulate. 

No one would be thus inclined to hoard it; there would be available funds 
for all sorts of enterprises. One would reckon a paper bill for each good, and 

not too few bills for a glut of commodities (deflation), or too many notes 

for only a few commodities (inflation). The rate of interest would taper off 
and finally become zero. This proposal is brought forth as the completed 

synchronization of goods and money: the purpose being that of making money 

as perishable as the products of industry broadly defined. 

For petty transactions, the public would use a definite sum of paper scrip, 
which would lose value as time passes. The stamps would be on sale at govern- 

ment offices, and the revenues forthcoming therefrom would be tantamount to 
an effective taxation of the community. 

The amount saved by households will be entrusted to the care of credit 
institutes, which will be compelled no less than their clients to keep it in motion: 

state-sanctioned depreciation will enjoin the institutes to loan such savings 

to entrepreneurs. By dint of such compulsion, trades are bound to flourish, 
accompanied, as they would be, by bouts of renewed inventiveness within the 

realms of organizational and technical improvement. 

When I have saved a sum of money I now do exactly what I did formerly - I take it to 
the savings bank which enters the amount in my savings book. In this respect nothing has 
changed. It was said that the sum of money entered in the savings book would be subject 
to the same amount of depreciation as Free-Money, but that is nonsense. The savings bank 
owes so many dollars, American Standard, but not the notes which I handed in. And the 
standard dollar stands above the notes. If I lend somebody a sack of potatoes for a year, 
he will not give me back the same sack of potatoes, which have meanwhile rotted, but a 
sack of new potatoes. It is the same with the savings bank. I lent it 100 dollars, and it 
agrees to give me back 100 dollars. The savings bank is in a position to do so, since 
it lends the money on the same terms, while the tradesmen and farmers who obtain money 
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at the savings bank for their enterprises do not keep the money at home. They buy goods 
for use with it, and in this way the depreciation loss is distributed among all the persons 
through whose hands the money has passed in the course of a year . . .  Now, in the economic 
life of the individual, to save means to do much work, to produce and sell much, and 
to buy l i t t le. . .  But what must happen if everyone brings 100 dollars worth of produce to 
market, and only buys for 90 dollars, that is, if everyone wishes to save 10 dollars? . . .  
Free-money applies the Christian maxim: whatsoever ye would that men should do to you, 
do you even so to them. It says: if you wish to sell your produce, buy the produce your 
neighbor wishes to se l l . . .  Otherwise savers mutually deprive one another of the possibility 
of carrying out their purpose (Gesell, 1920, pp. 166-167, 169-170). 

A rate o f  interest  equal  to zero impl ies  a corresponding inves tment  so intense 

as to keep deprecia t ion at bay - an endeavor  the saver  wou ld  have  had to fight 

on his own,  had there not  been the opportuni ty  to delegate  such a task to an 

enterpris ing counterpar t  by  the means  o f  organized  lending and investment .  

Paraphrasing the gist o f  Gese l l ' s  "Rob inson  Crusoe"  d ia logue  (Gesell ,  1920, 

pp. 217 and ff.), a null  (or even  negat ive,  depending  on the current  rate o f  

depreciat ion)  rate o f  interest  may  thus be d e e m e d  a conven ien t  a r rangement  

by the owner  o f  several  (perishable) resources,  who  could  scarcely manage  on 

his o w n  to conserve  such goods,  be they foods,  barns, or  buildings,  f rom the 

persis tent  wear  and tear o f  time. He  is then wi l l ing to confide to a third party 

(the investor)  a port ion o f  the goods laid in (saved) in exchange  for  a promise  

on the part o f  the newly  appointed care- taker  to return that same amount ,  say, 

a year  thenceforth.  The  zero- interest  contract  (loan) is a bargain for both parties,  

for  the saver  sees his possess ions  reconst i tuted by the end of  the year,  and the 

inves tor  (or entrepreneur)  der ives  sustenance (and an eventua l  surplus) f rom 

the e m p l o y m e n t  o f  another ' s  property.  

Gese l l ' s  blueprint  for central ized monetary  managemen t  in the new system 

is conf ined to the sketching of  the fundamenta l  tasks fa l l ing to an ad hoc 
institution, the Nat ional  Currency  Off ice  (Reichswtirungsamt), which  

does not carry on banking business of any kind. It does not buy or sell bills of exchange; 
it does not classify business firms as first, second, or third rate. It entertains no connections 
with private persons. The national Currency Office issues money when the country needs 
it, and withdraws money when money is in excess . . .  After Free-money has been put in 
circulation and metal money withdrawn, the sole function of the National Currency Office 
is to observe the ratio at which money and the goods are exchanged and by increase or 
decrease of the monetary circulation, to stabilize the general level of prices (Gesell, 1920, 
pp. 139, 141). 

The  deprecia t ion  rate, i.e. the percent  charge to be deducted  (at n regular  inter- 

vals for an amount  o f  (X/n)%, i f  X% is the rate o f  depreciat ion)  f rom the freshly 

issue note  o f  the Nat ional  Currency  Off ice  wou ld  reflect the technologica l  

features o f  the pecul iar  system. Gese l l  con templa ted  possible  rates ranging f rom 
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5 to 12% per annum. As a measure of  the liquidity needs of  circulation, a 
competent  division of  the Office should be appointed to devising a statistical 
ratio that accounts for the overall  rate of  depreciation, over a comprehensive 
estimate of  capital  appreciation tr iggered by productive investment. A temporary 
dearth of  currency would be overcome with tax remission, whereas an excessive 
spurt of  l iquidity would evaporate of  its own accord thanks to the built-in 
perishabil i ty of  the means of  payment  (Gesell,  1920, pp. 144 and ff.). 

In brief, Gese l l ' s  s torybook on pecuniary vicissitudes is comprised of  three 
main yarns: first, the acknowledgment  of  a usurious tribute that is asked for 
the purveyance of  the means of  payment,  as the embodiment  of  the worldly 
insufferableness of  transience (resistance to death); this usurious exaction takes 
the form of  a percent deduction, whose lower bound (the threshold) is to be 
set in the environs o f  2 or 3%. Second is the strict causal nexus f rom such a 
monetary rate of  interest to all other real rates, that is, rates of  return upon 
capital: the former determines the latter, and not vice-versa. This conditioning 
of  basic interest "embarrasses" entrepreneurship to a point where it will  have 
to effect the creation of  rent-generating monopolies  that mimic the interest- 
beat ing faculty of  gold, with a view to securing profit and remunerating the 
interest-yielding money that is financing the investments: a setting of  artificial 
scarcity makes the levy of  an agio (a "plus" above what consumers reckon as 
the true, or just,  price) a matter of  resigned apprehension. This anchoring of  
production to the drift of  financial exigencies obtrudes i tself  as an impediment  
to the progress of  the industrial arts. Third is the remedial  advocacy of  stamped 
money as a means to defeat the purpose of  hoarding, and thereby break this 
fettering of  physical  expansion. 

II. A "GENERAL THEORY" OF MONEY 
THE STRIVINGS OF JOHN MAYNARD KEYNES 

[Keynes' General Theory] is a work of profound obscurity, badly written and prematurely 
published. All economists claimed to have read it. Only a few have. 

(J. K. Galbraith, 1975, p. 218). 

Nothing in Keynes' previous life or work really quite prepares us for the General Theory 
[...]. There is reason to believe that Keynes himself did not understand his own analysis 
[...]. When finally mastered, [the] analysis is found to be obvious and at the same time 
new. In short it is the work of genius. 

(P. A, Samuelson, 1964, pp. 316, 323). 

The General Theory is one of the greatest puzzles in the history of ideas [...]. [Keynes' 
letters to his friends and collaborators are] disappointingly incommunicative about his deeper 
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vision of the basic ideas that composed it and how he made his inspired connections among 
them. His intuition asserting its claim here, they remain illuminations, a series of  epiphanies 
vouchsafed only to the seer. 

(David Felix, 1995, pp. 107, 131). 

One of the perplexing riddles in the history of social science is how a man of the intellect 
of Keynes could have labored for years on what he considered to be a revelation without 
becoming aware of its multifarious antecedents, and how such a large segment of the English- 
speaking community of economists could have accepted his analysis and policy conclusions 
as such. 

(George Garvy, 1975, p. 391). 

[Keynes] had a wonderful memory for arguments, but no memory for their authors. If 
next day you returned to the same problem, you were as likely to find him parading your 
arguments of yesterday - if they were good arguments - as his own [. . . ] .  He remembered 
vividly the ideas which he absorbed into his own thinking. But he did not remember with 
great certainty whence he got them [. . . ] .  Indeed, I find it strange that Keynes, the great 
stylist, should be remembered principally by the least well written of his books. 

(E. A. G. Robinson, 1964, pp. 86, 88). 

A. Prodromes 

Viola. Disguise, I see, thou art a wickedness 
Wherein the pregnant enemy does much. 
Shakespeare, Twelfth Night, (ll, ii) 

"Writing to George Bernard Shaw on New Year's Day, 1935, [Keynes] said: 
To understand my state of mind, you have to know that I believe myself to be 
writing a book on economic theory which will largely revolutionize - not, I 
suppose, at once but in the course of the next ten years - the way the world 
thinks about economic problems" (Galbraith, 1975, p. 216). 

The 'revolutionary' treatise was published in 1936 in England under the title, 
The General Theory of Employment, Interest and Money. Afterwards, Keynes' 
premonition came to pass: no sooner had the book been printed than, much 
like Smith's Wealth of Nations, it became an "instant classic": that is, a work 
commissioned and immediately endorsed by the intelligentsia. 7 

It was not until 1930, when Keynes was forty-seven, that a thorough 
taxonomy of the protean expressions of money was attempted with the publi- 
cation of his Treatise on Money. Protocolar paeans from several academic 
quarters notwithstanding, the book so came to be rated a generalized miss as 
to bring its author to repudiate it without a trace of vindictive after-thought. 

Two months after the Treatise was published [10/31/30],  Keynes  wrote to an economist-  
correspondent, "My own feel ing is that now at last I have  things clear in m y  own  head, 
and I am itching to do it all over  again" (Felix, 1995, p. 81). 
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The shortcomings. For one, the Treatise's model - which consisted of a 
re-edition of the quantity theory of money, complemented by several additions 
of parameters included by way of realistic variety - assumed, on the eve of the 
Great Depression, constant output based on full employment. Eventually, 
the Scottish barrister, Hugh Macmillan - chairman of that notorious committee, 
in which sat Keynes himself, and assembled also to give a fair hearing to the 

cries and dol~ances of heretics and rank-and-fliers of the depressed economy 
- sentenced: "I cannot believe that finality has been reached even in an 
exposition by you" (Felix, 1995, p. 94). 

Presumably, to be counted amongst those pieces of analysis that prevented 
Keynes from reaching finality, was Knut Wicksell 's  distinction between market  
and natural rate of interest. 

Following a spiritual crisis, before he moved on to become the founder of 
the Swedish school of macrodynamics, Wicksell had recanted religious belief 
and fashioned himself thereafter a neo-Malthusian atheist who wanted to 
improve the lot of mankind by rational means (Niehans, 1990, p. 248). It is by 
means of sympathy that things are done; and thus it was, even if stealthily, that 
Keynes was drawn to the Swede. 

On a trip to London, financed by the Swedish Central Bank, [Wicksell] met young John 
Maynard Keynes, who seems to have treated him condescendingly, not realizing what he 
could have learned from him (Niehans, 1990, p. 249). 

While Wicksell flourished a long generation before Keynes, the Treatise discussed the great 
Swede as if he and Keynes were contemporaries, with Wicksell perhaps a half-step behind 
(Felix, 1995, p. 68). 

Wicksell visualized a closed economy with inconvertible bank notes, in which banks set a 
lending rate and supply all money demanded at that rate . . .  Under these conditions, the 
banks can set the market rate of interest, i, at any level they wish. However, it is WickseU's 
main point that there is only one rate, called the normal rate, r, that keeps prices stable. 
This normal rate is tightly related to the real returns on capital goods, which Wicksell calls 
the natural rate. The two are not identical, though, because one applies to bank loans 
and the other to real capital goods, which have different risks. According to Wicksell's 
hypothesis the course of prices is governed by the difference i-r (Niehans, 1990, p. 255). 

This view is the obverse of Gesell 's:  here the causal link runs f rom the rate 
upon capital - the original yield of the barter economy - to the superimposed 
monetary rate set by banks, as a result of the substitution of fiduciary money 
and credit for the sheep and cowry shells. Wicksell therefore made price 
oscillations dependent upon the mismatch between rates, which is likely to be 
observed when economic agents, such as banks, as they fund new initiatives, 
have no option but to grope in setting their rate, around a nondescript natural 
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rate - which the theory postulates, presumably as an average growth index of  
the physical  economy. 

As long as the market [monetary] rate stands below the normal rate, prices will continue 
to rise, and vice-versa, until the difference is eliminated. Once it is eliminated prices will 
remain at their highest (or lowest) level. The present price level thus appears as the legacy 
of past interest policies. The crucial point is that with respect to the banks' lending rate, 
the economy is unstable. However, a constant market rate would not, in general, suffice to 
keep prices stable, because the natural rate is subject to constant fluctuations due to, for 
example, inventions, discoveries or changes in expectations. This helps explain why market 
rates that are high relative to their trend are often associated with rising prices; the real 
returns on capital [i.e. natural rate] may be higher still (Niehans, 1990, p. 257). 

This theory of  interest Keynes had made, in a slightly varied guise, his own 
("I defined what purported to be a unique rate of  interest, which I called 
the natural rate of  interest - namely the rate of  interest which . . .  preserved 
equality between the rate of  saving and the rate of  investment" (Keynes, 1950, 
pp. 242-243))  - the pivot of  his Treatise. He soon was to forsake it for a better 
alternative ( " . . .  It was a mistake to speak of  the natural rate of  interest or to 
suggest that the above definition would yield a unique value for the rate of  
interest irrespective of the rate of  employment.  I had not then understood that, 
in certain conditions, the system could be in equilibrium with less than full 
employment"  (Keynes, 1950, ibid.)), which he had a mind to couple with a 
solution to the issue of underconsumption and effective d e m a n d /  

For  Keynes, then, the dismissal of  Wickse l l ' s  "natural rate" was reserved as 
a back-up to the frontal attack launched from the overture of  the General Theory, 
against one of  the undisputed axioms of  orthodoxy - the so-called "law of  
outlets" (loi des d~bouch~s), or Say ' s  Law. As known, "Say ' s  Law . . .  held 
that, from the proceeds of  every sale of  goods, there was paid out to someone 
somewhere in wages, salaries, interest, rent or profit . . .  the wherewithal to 
buy that item. As with one item, so with all. This being so, there could not be 
a shortage of purchasing power in the e c o n o m y . . .  If  people saved more than 
was invested, the surplus of  savings would bring down interest rates. Investment 
would thus be stimulated and saving (at least in theory) discouraged" (Galbraith, 
1975, p. 218). "The intended meaning of  Say ' s  law can be paraphrased by the 
negative proposit ion that money is not being hoarded, at least not in the aggre- 
gate and in significant a m o u n t s . . .  If  for one person, because he accumulates 
cash balances, demands falls short of  supply, another person may use up cash 
balances, so that in the aggregate, demand still matches supply . . .  The signif- 
icance of  this proposition, if  true, was twofold. First, it implied that aggregate 
production could never be excessive in the sense that it could not be sold at a 
cost. No matter how abundant the factors of production, they could always be 
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productively employed . . .  Overproduction in some products might easily occur, 
but it must necessarily have a counterpart in the underproduction of others. The 
historical significance of this reasoning was that general overproduction ceased 
to be a respectable explanation of depression" (Niehans, 1990, pp. 112-113). 

Keynes re-appropriated the Malthusian argument favoring the creation of 
unproductive labor to be paid out of revenue and combined it with the 
preconized avoidance of any form of sterile accumulation. Malthusian echoes 
are clearly discernible in the following passage: 

I distinctly maintain that an attempt to accumulate very rapidly which necessarily implies a 
considerable diminution of unproductive consumption, by greatly impairing the usual motives 
to production must prematurely check the progress of wealth (Keynes, 1933, p. 129). 

Already in his Treatise on Money, he had stated the known equivalence between 
saving and investment in his parable of the "banana plantations." 

Let us suppose a community owing banana plantations and labouring to cultivate and collect 
bananas and nothing else; and consuming bananas and nothing else. Let us suppose, further, 
that there has been an equilibrium between saving and investment in the sense that the 
money-income of the community, not spent on the consumption of bananas but saved, is 
equal to the cost of production of new investment in the further development of plantations 
. . .  Into this Eden there enters a Thrift Campaign, urging the members of the public to 
abate their improvident practices of devoting nearly all their current incomes to buying 
bananas for daily food. But at the time there is no corresponding increase in the development 
of new plantations (Keynes, 1950, p. 176, Vol. II). 

Because the portion of bananas that was devoted to investment is not recycled 
in production, it rots and the price decreases. Producers react. What follows is 
the customary chronicle of incipient unemployment, not accompanied in this 
instance by an over-abundance of capital goods, which would have been the 
expected result of rapid capital accumulation prompted by the Thrift Campaign 
(and feared by Malthus). Keynes outflanks Malthus's primary concern, and 
includes the variant that savings, if not hoarded, are swallowed by impairing 
forms of investment. This is Johannsen's Neglected Point: so long as the 
community "continues to save in excess of new investment," the conditions 
will not cease to deteriorate; productive investment is sacrificed to a speculative 
purchase of deeds and evidences of debt tendered by the bankrupt portion 
of the economy (that is, the impairing form of investment, which is to be 
distinguished from productive investment, and hoarding) (Johannsen, 1971, 
pp. 84 and ff.). In other words, the capitalists' money, instead of funding new 
and expansionary ventures, is channeled towards the acquisition of titles of 
ownership issued in the past, representing goods and claims to wealth already 
in existence. In extreme circumstances, this may configure a buying-out of an 
insolvent economy by those possessing sufficient capital to do so. 
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Again,  the f rame of  the p rob lem is Mal thusian,  bu t  the pivot  of  the discourse 

is the Neglected Point, with which Keynes  was acquainted,  and which he 
borrowed (Faye, 1980, p. 670). In the General Theory, this classic ground of  
economic  controversy was enr iched by  Keynes '  in tent  to chal lenge the hypoth-  
esized automatic  adjus tment  of  the interest  rate in the equi l ibrat ion process 
be tween  saving and  investment .  

. . .  It is notable that even in his path-breaking masterwork, The General Theory [...], 
Keynes adhered to the entirety of neoclassicism, micro and macro - deviating with respect 
to only one assumption: that savings are a function of the rate of interest. If that is not so 
- if, as Keynes argued, savings are instead a function of the level of income - Say's law 
collapses, as does a major pillar of laissez-faire capitalism (Dowd, 2000, pp. 127-128). 

B. Borrowing from Gesell, on the Sly 

Because the rate of  interest  was the key variable of  monetary  economics ,  a 
refutat ion of  the dominan t  theories could only  have been  sharpened on  the edge 
of  al ternative concept ions  of  money.  Keynes  set out  to rid his p lan  of  unwar-  
ranted assumptions ,  such as Wickse l l ' s  "natural  rate of  interest" - purportedly,  

as reported above,  a hypothet ical  rate of  return of  the factors of  product ion in 
a non-mone ta ry  (barter) economy (i.e. a measure  of  the e c o n o m y ' s  real, or 
physical ,  powers  of  reproduction)  - ,  and account  for the returns upon  capital, 

by  co in ing  the appellat ion marginal efficiency o f  capital. 

When a man buys an investment or capital-asset, he purchases the right to the series of 
prospective returns, which he expects to obtain from selling its output, after deducting the 
running expenses of obtaining that output, during the life of the asset. This series of annu- 
ities Q1, Q2 . . . . .  Qn it is convenient to call the prospective yieM of the investment. Over 
against the prospective yield of the investment we have the supply price of the capital-asset, 
meaning by this . . .  the price which would just induce a manufacturer newly to produce 
an additional unit of such assets, i.e. what is sometimes called its replacement cost . . .  I 
define the marginal efficiency of capital as being equal to that rate of discount which would 
make the present value of the series of annuities given by the returns expected from the 
capital-asset during its life just equal to its supply price (Keynes, 1973, p. 135). 

The marg ina l  efficiency of  capital equates the stream of  future (expected) returns 
from the equ ipment  (i.e. it dams the stream into one single measurable  figure) 

to the total cost of  f inancing the venture.  9 This rate establishes the relat ionship 
be tween  the cost and prospective gains of  an investment ,  and thus serves as an 
ordering index of  potential  projects: the higher the marginal  efficiency, the more  
promis ing  the investment .  "Margina l  efficiency of  capital" is but  another  name  
for the "internal  rate of  return" of  a capital investment .  Gesel l  called it interest 
upon capital, and, as i l lustrated in  the previous section, proceeded to contrast  
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this figure with basic interest - i.e. the banking rate, the price for imperishable 
money. So long as the former (interest upon capital) is greater than the latter 
(basic interest - the overhead charges of  banking), manufacturers have an incen- 
tive to invest and produce. Were the market to succumb to a saturation of  
capital equipment, and thereby experience a violent depression of  the returns 
upon capital, basic interest would loom as a paralyzing obstacle to further expan- 
sion and production. Incidentally, it may be noted that Michal Kalecki, 
employing the Marxian construct of  capital over-accumulation, had observed 
this basic mechanism in similar terms. However, there appears to be no evidence 
that Kalecki was acquainted with the work of  Gesell, nor that Keynes drew 
upon Kalecki as well. 1° 

The Gesellian theme (basic interest vs. the rate upon capital) recurs in 
the General Theory numerous times; after each allusion, Keynes proceeds to 
redefine the concept of  the interest rate, and of  its source, money. In Chapter 
14 ("The Classical Theory of  the Rate of  Interest") he writes: 

The significant conclusion is that the output of new investment will be pushed to the point 
at which the marginal efficiency of capital become equal to the rate of interest; and what 
the schedule of the marginal efficiency of capital tells us, is, not what the rate of interest 
is, but the point to which the output of new investment will be pushed, given the rate of 
interest (Keynes, 1973, p. 184). 

Interest is no longer contemplated as that abstract variable equilibrating savings 
and investment, but is attributed a position of  macroeconomic responsibility 
in deciding the fate of  investment opportunity. Keynes anticipates the forth- 
coming inquietude of  the orthodox reader and intersperses the path to a final 
definition of  the interest rate with what, at a first glance, appear as diversionary 
observations on the nature thereof. 

Psychology, Conventions and Scarcity 
First, he looks at the matter from the investor's viewpoint, and by playing on 
the trade-off - arising from an increase in the interest rate - between capital 
account losses (through the decline of  bond prices) and gains in interest revenue, 
Keynes hints, on the strength of  these speculator-like similes, at the "highly 
psychological" connotation of  the interest phenomenon (Keynes, 1973, p. 202). 

This is Keynes '  preliminary explanation of  the interest rate's "stickiness from 
below," and the one that all macroeconomics textbooks would have eventually 
adopted.This first supposition holds that what prevents the rate of  interest from 
sinking below the threshold to levels as low as 1% or less ("which leaves more 
to fear than to hope") (Keynes, 1973, p. 202) is the high risk entailed by the 
holding on to bonds at low levels of  the interest rate, for the lower is the interest 
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rate, the more damaging is the capital  loss, and the more insignificant is the 
gain in interest revenue for a given percent increase in the rate on a fixed- 
income security.l 1 

To prevent the securi ty 's  value to drop to low levels, investors, once the 
short-term rate passes a certain threshold, start to accumulate liquid balances 
rather than loan them and thus provoke a further fall of  the rate. 

The lender would be inclined to lend when he expected the interest rate to fall because his 
loan as capitalized in a long-term bond would be worth more, while withholding his funds 
upon the opposite expectation (Felix, 1995, p. 165). 

But when 

[b]ond prices are so high .. . .  no one expects them to rise still higher. Consequently everyone 
prefers to 'hoard' idle cash and monetary policy is put out of commission (Blaug, 1985, 
p. 661). 

This appears to be a macro-economic justification of  hoarding (of idle cash), 
whose mark of  disrepute, however,  can hardly be cleansed on account of  its 
being practiced as a standard financial routine 'by the many '  - the fact remains: 
the money is withdrawn, and the economy thereby paralyzed, for the return on 
the investment (the price offered to "investors" to part with their money) is 
considered "not good enough." 

Yet ethical preoccupation, it too, is here "put of commission,"  for this 
psychological  routine prescinds from the moral imperative. As Keynes learnt 
at Cambridge from philosopher G. E. Moore - a great inspiration to him - 
"Ethics is quite unable to give us a list of  d u t i e s . . .  The utmost that Practical 
Ethics can hope to discover is which, among a few alternatives possible under 
certain circumstances, will, on the whole, produce the best results" (Moore, 
1988, pp. 149, 151). For  the psychology of  the individual investor, hoarding, 
"under certain circumstances," is thus deemed to "produce the best  results." 

Second, a few paragraphs below, Keynes points to the conflictive tendencies 
stemming from a high rate: it is beneficial to international investing (for 
it attracts foreign capital), but detrimental to domestic employment  (for it 
dispirits young enterprises). This second trade-off, Keynes argues, is evidence 
of  interest 's  "highly conventional, rather than psychological"  figure of  the 
phenomenon. 

In Chapter 16 ("Sundry Observations on the Nature of Capital), Keynes 
writes: 

The only reason why an asset offers a prospect of yielding during its life services having 
an aggregate value greater than its initial supply price is because it is scarce; and it is kept 
scarce because of the competition of the rate of interest on money (Keynes, 1973, p. 213). 
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W h i c h  passage  is noth ing  but a disguise  o f  Gese l l ' s  observa t ion  that phys ica l  

capital  is to be  m a d e  scarce in order  to remunera te  the m o n e y  that went  into 

f inancing it. A per ishable  means  o f  payment ,  supported by mass ive  capital  

p roduc t ion  and consumpt ion  wou ld  have  dr iven  pecunia ry  yie lds  to a zero,  and 

brought  endless  abundance.  Keynes  assents, and further  cha l lenges  what  he 

thought  were  the obsole te  tenets o f  or thodoxy:  

Capital has to be kept scarce enough in the long-period to have a marginal efficiency which 
is at least equal to the rate of interest for a period equal to the life of the capital, as 
determined by psychological and institutional conditions. What would this involve for a 
society which finds itself so well equipped with capita/that its marginal efficiency is zero 
and would be negative with any additional investment; yet possessing a monetary system, 
such that money will 'keep' and involve negligible costs of storage and safe custody, with 
the result that in practice interest cannot be negative; and, in conditions of full employ- 
ment, disposed to save? (Keynes, 1973, p. 217). 

" M o n e y  that wil l  ' k e e p ' "  - that is, that wi l l  not  per ish  - in a r eg ime  o f  laissez- 
faire wil l  watch,  unconcerned ,  the return upon capital  s ink be low  basic  interest.  

S tagnat ion  ensues,  and the sys tem freezes.  

Keynes  concedes :  the conc lus ion  is disturbing. Yet  in the space o f  three 

pages,  he  writes for  three t imes  o f  the uncouth  imped imen t  created by  the 

"psycho log ica l  and inst i tut ional"  factors behind  the rate o f  interest  on money .  

Not  once,  so far, does  he  broach the ques t ion  o f  perishabil i ty,  however .  

The  inst i tut ional  factor: the reader  suddenly  acknowledges  the appearance  o f  

a lower bound - a threshold - for  the rate o f  interest.  

In particular the costs of bringing borrowers and lenders together and uncertainty as to the 
future of the rate of interest . . .  set a lower limit, which in present circumstances may 
perhaps be as high as 2 or 2V2% on long term (Keynes, 1973, p. 219). 

By  the s ixteenth chapter,  Keynes  must  have  sensed that he was endeavor ing  to 

picture  the dynamics  o f  interest  f rom too m a n y  angles  - it was  t ime to serve  

a proper  definit ion.  Ye t  he persists  for  the length  o f  a f ew  more  pages  to inve igh  

against  was tefu l  expendi ture .  

If - for whatever reason - the rate of interest cannot fall as fast as the marginal efficiency 
of capital would fall at a rate of accumulation corresponding to [desired] conditions of full 
employment, then even a diversion of the desire to hold wealth towards assets, which will 
in fact yield no economic fruit whatever, will increase economic well-being. In so far as 
millionaires find their satisfaction in building mighty mansions to contain their bodies when 
alive and pyramids to shelter them after death . . .  the day when abundance of capital will 
interfere with abundance of output may be postponed. 'To dig holes in the ground', paid 
out of savings, will increase, not only employment, but the real national dividend of useful 
goods and services. It is not reasonable, however, that a sensible community should be 
content to remain dependent on such fortuitous and often wasteful mitigations [...] (Keynes, 
1973, p. 220). 



(C
) E

mer
ald

 G
ro

up
 P

ub
lis

hin
g L

im
ite

d

On the Art of Innuendo 237 

The measure prescribed by Keynes to overcome the barrier of basic interest is 
State intervention. The State will bring about the equalization of interest upon 
capital and monetary interest at a level compatible with full employment. 
Eventually, under the aegis of government control, the marginal efficiency of 
capital will be reduced to zero, and rentiers, annihilated 

Keynes' General Theory of Interest 
Then, Keynes turns the page to Chapter 17 ("The Essential Properties of Interest 
and Money"). There, he will deliver the long awaited definition of interest. He 
does it in three installments: 

(1) Positing money as a commodity. 
(2) Revealing the virtues of this special commodity. 
(3) Contriving the so-called "liquidity preference curve" to account for the 

determination of its yield. 

First installment: 

It seems, then, that the rate of interest on money plays a peculiar part in setting a l imit  to 
the level  of e m p l o y m e n t . . .  The money-rate of interest - we may remind the reader - is 

nothing more than the percentage excess of a sum contlacted for forward delivery, e.g. a 
year hence, over what  we may call  the 'spot '  or cash price of the sum thus contracted for 

forward delivery. It would seem, therefore, that for every kind of capital-asset there must  
be an analogue of the rate of  interest on money (Keynes, 1973, p. 222). 

Interest, which for the length of sixteen chapters, had seemed to mirror Gesell's 
"archetype of death" is here finally revealed to be, instead, a merchandise; it 
is assimilated to all the other, scarce, commodities, each with its own "natural 
yield." This is the first step. 

In the second installment, Keynes has to justify the putative pre-eminence, 
in macroeconomic terms, of this particular (money-)commodity. He does it by 
positing three fundamental attributes possessed in differing degrees by capital 
assets (Keynes, 1973, pp. 225-226): (1) The yield - that is, a net return upon 
the asset's generative powers; (2) carryMg costs (related to the wastage affecting 
perishable equipment and commodities); (3) the facility wherewith the capital 
asset can be transformed into immediate liquid means, called, the liquidity 
premium. Thus, "the return expected from the ownership of the asset" is the 
sum of these three components (Return = Yield-Carrying Costs + Liquidity 
Premium) - where, of course, wastage is included as a negative charge. 

Keynes admonishes the reader that it is now a matter of judicious distinction 
not to liken traditional money (gold and bank notes) to conventional staples, 
for it is barren and bears no fruit - no yield, in the "natural" acceptation of 
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the tenn. Thus, the yield is nil, but so is the carrying cost (wastage); as to the 
liquidity premium - compared with all other capital assets - ,  it is likely to be 
high - indeed, money is liquidity by definition. There lies the core of  money ' s  
powers of  resistance. 

After much taxonomic effort, Gesell 's basic interest (Urzins) is reintroduced 
inconspicuously in the theoretical texture of  the General Theory, yet not as 
Gesell defined it, namely, as the usurious tribute exacted for the mere handling 
of  money, but as an impersonal premium arisen out of  pragmatic necessity, and 
thereby hardened by tradition (wholesome and immutable, by default). 

In attributing.., a peculiar significance to the money-rate of interest, we have been tacitly 
assuming that the kind of money to which we are accustomed has some special characteristics 
which lead to its own-rate of interest in terms of itself as standard being more reluctant to fall 
as the stock of assets in general increases than own-rates of interest of any other assets in terms 
of themselves (Keynes, 1973, p. 229, emphasis added). 

Now, the reader of  The General Theory, who, most likely, has never heard 
of  Gesell, may want to know why the rate of  interest declines most slowly, 
when all the other definable "own-rates" (e.g. the rates of  return for all sorts of  
commodities, and various types of  ventures that are postulated at the beginning 
of  the 17th chapter) may easily plummet and become negative under the pressure 
of  unbridled investment. In other words, why can' t  the rate of  interest on money 
be ever negative? Keynes finds himself at a delicate juncture, for in his biased 
replica of  Gesell 's theory of  interest, he is at this point sailing close to the 
unconditional arraignment of  imperishable metals, which is a spot he wishes to 
elude. But by having reduced money to an ordinary commodity and depicted 
its rate as but one of  a myriad envisionable yields, Keynes now has the leeway 
to discuss with detachment the source of  the occasional rigidity encountered in 
the marketplace, which, as he learnt from Gesell, is, of  course, gold. Notice 
the subtlety: unlike Gesell, Keynes does not suggest that gold usurped the 
symbolic nature of  money, reified its function, and thereby demanded a toll for 
its usage; he affirms, instead, that amongst many commodities money is one, 
which chanced to be gold by way of  traditional practice, and that the physical 
properties of  the metal may at times be expected to obstruct the free flow of  trade. 

To explicate gold 's  viscous reaction to industrial transformation, Keynes 
reproduces two of  the traditional observations on the subject: first, he maintains 
that gold possesses an extremely contained elasticity of supply - i.e. owing to 
the rarity of  the precious metal, increases in the prices of  gold on the market 
are capable of  stimulating only less than proportional increases in the production 
of  it; second, gold supposedly has a null elasticity of  substitution, which means 
that as the price of  gold - intended as a means of  payment - rises, no alternative 
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forms of  payment  are introduced to substitute the costlier metal; the same 
quantity will  be demanded,  irrespective of  price fluctuations (within al lowable 
bounds). In other words, the traders cannot find a more suitable money than 

"money" itself (i.e. gold-money).  
At  last, comes the so-called "Keynesian trap." 

We come to what is the most fundamental consideration in this context, namely, the char- 
acteristics of money which satisfy liquidity-preference. For, in certain circumstances such 
as will often occur, these will cause the rate of interest to be insensitive, particularly below 
a certain figure, even to a substantial increase in the quantity of money in proportion to 
other forms of wealth. In other words, beyond a certain point money's yield from liquidity 
does not fall in response to an increase in its quantity to anything approaching the extent 
to which the yield from other types of assets falls when their quantity is comparably 
increased. In this connection the low (or negligible) carrying costs of money play an essen- 
tial part (Keynes, 1973, p. 233). 

From the unresponsiveness of  gold-digging to price surges, the argument has 
shifted to the negligible carrying costs of  money. 

In the Keynesian scheme, the demand for money is divided into two main 
componentsl2: a demand for transaction purposes (i.e. day to day purchases), 
which is a positive function of  income; and a speculative demand for 
money which is a negative function of  the rate of  interest: as the rate of  interest 
soars, the investor has an incentive to renounce immediate liquidity and 
"solidify" his money balances (whatever is left over, after all necessary trans- 
actions have been deducted) into longer-l ived investments. This second demand 
function is the concise microeconomic tool employed by Keynes to summarize 
the habits of  the community in managing a hypothetical "collective portfolio." 
Keynes conceives this so-called liquidity preference (the third installment of 
his comprehensive description of  the nature of  interest) as a putative expres- 
sion of the aggregate saving and investing behavior of  a diverse mass of  savers: 
it al legedly indicates the masses '  desire to hold wealth in liquid form (cash vs. 
other types of  less liquid investments). The interest rate is then determined as 
the intersection of  this last demand and a fixed supply of  money provided by 
the central bank (from which one needs to subtract the quota of  liquidity devoted 
to transactive purposes). In the words of Keynes, and contra Say: "The rate of  
interest is not the 'pr ice '  which brings into equilibrium the demand for resources 
to invest with the readiness to abstain from present consumption. It is the 'pr ice '  
which equilibrates the desire to hold wealth in the form of  cash with the 
available quantity of  cash" (Keynes, 1973, p. 167). 

In the quoted passage above, the reader should deduce that, once the threshold 
(a rate of  2 or 21/2%) is reached, persistent State-mandated injections of  paper 
in the economy might not be capable of  forcing down the rate of  interest. The 
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monetary policies of  the authorities would then be "trapped." The reason? 
Negligible carrying costs, answers Keynes. If  accumulate he must, now that the 
threshold has been crossed, the saver would rather have gold, than, say, lettuce, 
which would not last the day. Keynes goes on to argue that 

The readiness of the public to increase their stock of money in response to a comparatively 
small stimulus is due to the advantage of liquidity having no offset to contend with in the 
shape of carrying-costs mounting steeply with the lapse of time. In the case of a commodity 
other than money a modest stock of it may offer some convenience to users of the 
commodity. But even though a larger stock might have some attractions as representing a 
store of wealth of stable value, this would be offset by its carrying-costs in the shape of 
storage, wastage, etc. (Keynes, 1973, p. 233). 

In essence, Keynes is once more reiterating the Gesellian intuition, according 
to which, the possessor of  wealth, not trusting in any foreseeable upswing, as 
a routine, transforms his substance in liquid balances (gold, bank notes or bank 
accounts), so as to protect the nominal figure of  his principal. The difference 
between the original Gesellian exposition and the Keynesian reworking thereof 
is that the latter presents the process of  hoarding more as a matter of  rational 
economic choice than as an automatism dictated by the veritable nature of  
traditional money (something that is legally acknowledged never to die). Instead 
of  affirming, as Gesell does, that everything is fated to decay, with the sole, 
and incongruous, exception of  money, Keynes suggests that all things have their 
"own-rate of  return," as well as their "carrying-costs"; and so it happens that 
some of  these wares are more suitable than others for storing, and thereby have 
been historically selected to perform such an important duty. But, to Keynes, 
noble metals have no own-rate, yet they do command a "liquidity premium," 
which is still a form of  return, and so, being the most resistant to erosion, they, 
though sterile, have been traditionally elected as optimal stores of  value. 

There follows the constraining influence of  the money rate upon the rate of  
return of  physical goods, which is identical to that of  Gesell. 

Undoubtedly, in fashioning the liquidity preference curve, Keynes drew to a 
certain extent upon the Cambridge heritage, which harbored particular strains of  
thought that had survived the century long Currency Controversy in England. One 
such strain was the Banking School (Tooke, Fullarton, Wilson), which taught that 
"it does not lie in the power of  the banks-of-issue to increase or diminish their 
note c i rcu la t ion . . .  The quantity of  notes in circulation is settled by the demand 
within the community for media of  p a y m e n t . . .  Expansions and contractions of  
the quantity of  notes in circulation are said to be never the cause, always only the 
effect, of  fluctuations of  business life" (Von Mises, 1980, pp. 339-340). Indeed, 
the imputed passive role of  banking does bear upon the question of  the alleged 
inefficacy of  monetary policy in time of  crisis, for it follows therefrom that "every 
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at tempt to extend the issue o f  notes beyond  the l imits set by the general  

condit ions o f  product ion and prices is immedia te ly  frustrated by the reflux o f  the 

surplus notes, because  they are not  needed for making  payments"  (Von Mises,  

1980. ibid.). "The  'excess  issue '  would  f low back to the bank through repayment  

o f  loans or  convers ion  into specie"  (Blaug, 1985, p. 202). This  appears to be the 

seed o f  Keynes '  compass ing  o f  hoards in relation to his l iquidi ty preference  curve: 

here the routines o f  bank deposi tors  dictate the overal l  drift o f  business. Yet  

T o o k e ' s  so-cal led contra-quanti ty theory 13, which  focuses  on expendi ture  flows, 

rather than on the stock o f  money,  as the source o f  economic  changes,  can under  

no c i rcumstance  c la im pr imacy over  Gese l l ' s  theory o f  interest  for shaping the 

monetary  economics  o f  the General Theory, because  the pivotal  e lement ,  the 

reason behind the imped iment  to inves tment  (Gese l l ' s  basic interest), is entirely 

miss ing f rom this Cambr idge  connection.  In truth, the popular  not ion o f  the " trap" 

appears to be drawn a lmost  word  for word  f rom the fo l lowing  reveal ing  passage 

of  Gese l l ' s  Natural Economic Order, in which  he counters  the advocacy  of  

unrestr icted public  money- i ssuance  in t imes o f  crisis: 

The State prints money and advances it [even at a rate of 0%] to the employers if the money 
of capitalists is held back . . .  Those who have money have the right of inunediately 
purchasing wares. . .  If you have no personal need of wares you can buy bills of exchange, 
promissory notes, mortgage-needs and so forth from persons who are in need of wares 
and have no money . . .  The surplus production of the savers is not bought with their 
money, but with new money. For the moment this is unimportant; with the help of the 
new money, the building of houses, factories and ships proceeds without interruption. 
[Employers receive a low return on their enterprises, but so is the interest charged by the 
state for the new money,] Many still find it advantageous to lend their savings at the lower 
rate of interest, but others will return to the old custom of keeping their savings at home 
and renouncing interest... The State replaces this amount by the issue of new money. . .  
The crisis is averted.. .  But the fresh fall in the rate of interest will still further check the 
flow of savings into the savings-bank . .. Soon even the larger class of savers will begin 
to find it scarcely profitable to bring money to the savings-banks . . .  A mighty stream of 
paper money, of demand due day to day, will be lost to sight. The more the rate of interest 
falls. Finally, before the market is satiated with real capital, when interest has fallen to 
about 1%, no one will bring his savings to the savings banks . . .  Billions of dollars are 
lent on mortgage. But if mortgages bring in no interest they will be foreclosed and the 
money hoarded. The State must replace these billions by new issues (Gesell, 1920, p. 116). 

It thus appears that Chapter  17 of  The General Theory was so constructed as 

to e l iminate  the manifes t ly  condemnatory  f lavor o f  the not ion o f  basic interest 
(Urzins), the exact ion  o f  which,  for  Gesel l ,  is by  defini t ion an unjustif ied and 
exploi ta t ive  act. 

But  at this juncture ,  Keynes  finds h imse l f  forced  to make  some kind o f  

concess ion  to the German,  still not  hazarding,  however ,  to ment ion  clearly his 
name  in the main  body of  his treatise. 



(C
) E

mer
ald

 G
ro

up
 P

ub
lis

hin
g L

im
ite

d

242 GUIDO G. PREPARATA 

Those reformers, who look for a remedy by creating artificial carrying-costs for money 
through the device of requiring legal-tender currency to be periodically stamped at a 
prescribed cost in order to retain its quality as money, or in analogous ways, have been 
an the fight track; and the practical value of their proposals deserves consideration (Keynes, 
1973, p. 234, emphasis added). 

E v e n  so, the  p r o b l e m  r e m a i n e d :  e v e n  i f  go ld  ( and  its m a n a g e m e n t  b y  the  f inanc ia l  

o l i ga rchy )  is no t  to be  a t t r ibu ted  any  s in i s te r  c o n n o t a t i o n  - as the  G e s e l l i a n s  

w o u l d  h a v e  w i s h e d  - ,  b e c a u s e  it  is ine las t ic ,  it is still,  b y  na ture ,  apt  to cause  

u n e m p l o y m e n t  and  t rade  para lys is :  i f  the  me ta l l i c  m o n e t a r y  b a s e  c a n n o t  g row as 

fas t  as e c o n o m i c  ac t iv i ty ,  the  s y s t e m  w o u l d  i n e v i t a b l y  suf fer  a b r e a k d o w n .  

C. The Remedy: The Socialization of Investment 

Unemployment develops, that is to say, because people want the moon; men cannot be 
employed when the object of desire (i.e. money) is something which cannot be readily 
choked off. There is no remedy but to persuade the public that green cheese is practically 
the same thing and to have a green cheese factory (i.e. a central bank) under public control. 
It is interesting to notice that the characteristic which has been traditionally supposed to 
render gold especially suitable for use as the standard of value, namely, its inelasticity of 
supply, turns out to be precisely the characteristic which is at the bottom of the trouble 
(Keynes, 1973, pp. 235-236). 

A t  last,  K e y n e s  j o i n s  in  w i th  tha t  m o t l e y  c r o w d  o f  agi ta tors ,  so voca l  d u r i n g  

the  i n t e rwar  per iod ,  un i t i ng  vSlkisch s u n - w o r s h i p p e r s ,  r ad ica l s  o f  the  e x t r e m e  

lef t  and  r ight ,  U t o p i a n  socia l is ts  and  anarch is t s ,  l e f t -w inged  Naz is ,  and  d i scon-  

sola te  bourgeo i s ,  all  serr ied,  in  spi te  o f  the i r  m a r k e d  d ivers i t ies ,  by  a c e m e n t i n g  

d i s sa t i s f ac t ion  w i t h  the  w o r k i n g  o f  the  G o l d  S tandard .  So  h o w  does  K e y n e s  

h i m s e l f  w i s h  to r e f o r m  th is  r ig id  w o r l d ?  

The remedy for the boom is not a higher rate of interest but a lower rate of interest! For 
that may enable the so-caUed boom to last. The right remedy for the trade cycle is not to 
be found in abolishing booms and thus keeping us permanently in a semi-slump; but 
in abolishing slumps and thus keeping us permanently in a quasi-boom . . .  In conditions 
of laissez-faire the avoidance of wide fluctuations in employment may, therefore, prove 
impossible without a far-reaching change in the psychology of investment markets such as 
there is no reason to expect. I conclude that the duty of ordering the current volume of 
investment cannot safely be left in private hands . . .  I should readily concede that the wisest 
course is to advance on both fronts at once. Whilst aiming at a socially controlled rate of 
investment with a view to a progressive decline in the marginal efficiency of capital, I 
should support at the same time all sorts of policies for increasing the propensity to consume 
(Keynes, 1973, pp. 320, 322, 325). 

Soc ia l ly  con t ro l l ed  i n v e s t m e n t  in  pub l i c  hands ,  a l o w e r  ra te  o f  in te res t  to 

b e  a c h i e v e d  b y  m e a n s  o f  an  e x p a n s i v e  m o n e t a r y  pol icy ,  and  M a l t h u s i a n  

u n p r o d u c t i v e  c o n s u m p t i o n :  o n  the  face  o f  it, K e y n e s '  succ inc t  r e m e d y  is no  
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less a green cheese craving than the nineteen-thirties heretics' daydream of 
financial revolt, for not much in the way of institutional detail is being provided 
in his analysis. Keynes deflects his attention from the questions touching the 
proper arrangements conducive to such a monetary expansion; a study of 
the procedures affecting the note-issuing institute, a re-definition of gold's de- 
monetization, an investigation of absentee owners': a. command over resources, 
b. investing habits, and c. manifold repercussions under varying scenarios of 
public policy, and the type of stimulants to consumption envisaged by remedial 
action, unfortunately, have not been incorporated in the General Theory. And 
for good reason: The General Theory was never drafted with a view to dissecting 
the intricacies of ownership and the banking mechanisms that actually caused 
the breakdown; it never was a book of observation, i.e. of theory: Keynes' 
"classic" was a rewrite of liberal pragmatism, whose task was to add to the 
refurbished corpus of business principles a few, pregnant, apothegms that left 
the door open on ways to succor the capitalist machine in times of disarray. 

By the end of the book, there remained to dissipate the strong Gesellian 
after-taste of this long monetary discourse. Keynes discharged the duty in 
that remote 23rd chapter, in which the so-called "underworld" of economic 
heterodoxy is paraded somewhat hastily. 

Keynes pays homage to his intellectual forefathers: Malthus, Mandeville, 
Hobson, and other sources of inspiration, such as Gesell (mentioned at last) 
and, in fine, Douglas. Of Gesell, he confesses his initial diffidence and recollects 
those hectic times when Gesellites literally "bombarded" him with publications 
of the Freiland-Freigeld-Bund, which he had failed to appreciate fully, repelled 
as he was by certain "palpable defects" of the arguments. 

As is often the case with imperfectly analyzed intuitions, their significance only became 
apparent after I had reached my own conclusions in my own way ... Since few of the 
readers of this book are likely to be well acquainted with the significance of Gesell, I will 
give to him what would be otherwise a disproportionate space (Keynes, 1973, p. 353). 

In the "disproportionate" course of five pages, Keynes sketches a biography of 
the German reformer, and then proceeds to review Gesell 's "flashes of deep 
insight"; the ostensible similarities between the newly printed theories of Keynes 
and the summarized ideas of Gesell are condensed into a brief description, 
which is suddenly truncated by Keynes' criticism that the German had failed 
to provide a fully characterized determination of the rate of interest. According 
to Keynes, Gesell had ignored psychological factors and a suitable money 
demand function (Keynes' "liquidity preference"), which, coupled with a supply 
function (of money, by the note-issuing institute) would explain why, in fact, 
the "own-rate" of money is positive. The rate of interest should thus be the 
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intersection point of a "micro-macro" demand curve (a synthesis of the public 's  
pecuniary behavior) and a somewhat stable money supply that is governed to a 
certain extent by the central bank in accordance with the exigencies of business. 

Gesell is criticized for not completing his analysis with a mechanism that 
accounts for the oscillations of the interest rate - expressed as a function of 

the public 's  imputed financial routines. This would be, indeed, the theoretical 
purpose of the "liquidity preference"(Keynes, 1973, p. 356). 

The rate of interest will be determined immediately by the liquidity preferences of those 
who are marginal between holding money and purchasing an interest-bearing security. The 
rate of interest will always be high enough to overcome the liquidity preference of all those 
who want cash somewhat less intensely than those who actually hold the limited supply 
available. An increase in the desire to shift wealth from securities into money is what causes 
a rise in the price that must be paid to marginal holders to induce them not to hoard. Only 
those most insistent on having cash will be able to get it. The doubts and fears of others 
will be lulled by interest payments (Dillard, 1958, p. 182). 

Again, this illustrates how the notion of interest-determination has been resolved 
within the Keynesian framework: the model opts for the "psychological" expla- 

nation, which views the price of money as the result of the interaction between 
a money-providing authority and a broadly defined group of agents, who at any 
point in time may decide they are willing to shift cash balance to locked 

(durable) investments, and vice-versa. What motivates such abrupt, or tempered 
movements from one type of money (mere purchase money, cash) to another 
(loan money, invested wealth) is not discussed. 

• . .  Keynes often appeared to be on more than one side of some questions. With a casualness 
that imposed hard work on his interpreters, he often spoke of the "public" or the "individual" 
in relation to liquidity preferences (Felix, 1995, p. 164). 

In truth, it is only with stammering conviction that The General Theory's 
monetary theses have been upheld by Keynes '  followers, the difficulty stemming 
from that impatient aggregation of "micro" decisions into a streamlined demand 
curve, such as the liquidity preference. The latter, in fact, is being proposed as 
an analytical tool depicting "psychological" motivation and capable of achieving 
a synthesis of collective behavior in the setting of the interest rate, by dispensing 
with an account of the nature of the several routines forming the aggregate. 
Within academia, of the pillars of Keynesian thought, the liquidity preference 
was the first to crumble (Galbraith, 1975, p. 220). 

There is a relationship but not an identity between Keynes' concept of liquidity preference 
for the speculative motive and the common sense notion of hoarding. Unemployment and 
depression are sometimes attributed to hoarding although the exact meaning of this term is 
usually not clear (Dillard, 1958, p. 181). 
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[Keynes] said absolutely nothing about how the wealth-holder actually transferred his money 
(for a price that was by definition too high) to the entrepreneur-borrower. We do not 
see how the three liquidity motives affect this putative rentier to part with his funds, 
nor do we see how he imposes his judgment upon the entrepreneur to achieve the lending- 
borrowing transaction. We are not shown how the interest rate is determined (Felix, 1995, 
pp. 167-168). 

As for the perishability of  money, Keynes said no more than that those 
advocating it "were on the right track." This happened in the midst of  the 
seventeenth chapter of  his General Theory. The argument is no sooner broached 
than it is dropped, and covered by the successive argument of  gold 's  inelasticity 
of  production as a reminder that central banking is too old and reverend an 
institution to be challenged on the basis of the isolated accusations of  a few 
impassioned eccentrics; that banking operates with gold; and that since there 
was little of  that noble metal (i.e. it is scarce), the best that could be wished 
for was a providential lowering of  its price (that is, the interest rate). 

Keynes would return one last time to Gesell 's stamped money proposal in 
Chapter 23 to close the door on the perilous subject. He again concedes that 
"the idea is sound," and goes on to venture a personal estimate as to what 
should be the cost of  the stamp. He believes "it should be roughly equal to the 
excess of  the money-rate of  interest (apart from the stamps) over the marginal 
efficiency of  capital [expected average rate of  physical capital] corresponding 
to a rate of  new investment compatible with full investment. The actual charge 
suggested by Gesell was 1 per mil. per week, equivalent to 5.2% per annum. 
This would be too high in existing conditions, but the correct figure, which 
would have to be changed from time to time, could only be reached by trial 
and error" (Keynes, 1973, p. 357). 

But Gesell, argues Keynes, has seemingly failed to consider that the so-called 
liquidity premium, that "plus" the public is willing to pay to petrify wealth into 
means not eroded by time, attaches not just to money - which, indeed, possesses 
the highest premium of all available storage forms - but to a whole range 
of  products, such as "bank-money, debts-at-call, foreign money, jewelry, 
and precious metals in general," which could easily give shelter to legions of  
frightened savers within hypothetically unstable communities that should decide 
to embark upon the experiments of  a perishable currency. 

However, it may be stressed here that Keynes'  qualification does not do 
justice to Gesell 's reform, for the latter had foreseen how the failed adoption 
of  stamped scrip on the part of  a world-community, however one may go 
about defining such a "community" in terms of  resource and organizational 
relationships, would spell doom for the introduction of  dying money from the 
outset: it can only work if a cooperative union of  nations endorses it. ~4 
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This concluding critique, wherewith, strategically, Chapter 23 does not end, 
seems it almost for fear of granting Gesell the extra-benefit of a meditative 
pause, covers the length of two paragraphs. Its brevity has bequeathed to the 
entire Gesellian parenthesis a strong air of marginal subservience to the overall 
make-up of the General Theory: in the new Keynesian configuration, Gesell is 
but an appendix, a curiosum. 

Thus masterly robbed and shunted aside, Gesell stands on the periphery of 
the Liberal bible, hapless, and prone to the remarks of sneering Keynesian 
compilers, who have regularly taken the liberty of dismissing his dreams as 
"clever-crazy prescriptions for an inflationary bonfire" (Felix, 1995, p. 193). 

I I I .  S U M M A R Y  A N D  C O N C L U S I O N  

Keynes, after a more attentive re-evaluation of those Gesellian pamphlets he 
had been bombarded with in the nineteen-twenties, convinces himself of 
the validity of the dominant intuition, and thus proceeds to reform British 
orthodoxy at the time of the Great Depression by producing a bowdlerized 
edition of Gesell's ideas. Gesell's theory of interest consists in essence of two 
propositions: (1) imperishable commodities, unfairly employed as means of 
payment, command a tribute: interest; (2) this basic interest dictates the level 
of the yield upon capital), and a prescription (to avoid hoarding and paralysis, 
let the currency age and die). Keynes will discard the prescription (too radical) 
and appropriate the theoretical propositions by re-fashioning them in ways that 
would broadly account for the crisis and legitimize an overhaul of the system 
conducted 'behind closed doors', so to speak (by the pecuniary custodians them- 
selves). Indeed, "one of Keynes' main aims (as an enlightened conservative) 
was to save capitalism" (Dowd, 2000, p. 131), and that is why "modem 
macroeconomics was founded on capitalist agony" (De Angelis, 1997, p. 14). 
The time was thus ripe to weave into the fabric of academic belief the hitherto 
disbelieved notion of crisis: this was a strategic move designed to conserve the 
idiom and ways of capital by acknowledging the plight of the common man, 
and thereby seeking avenues of compromise, material and intellectual, between 
absentee owners and labor, which, however, were not, at all times, to scathe 
the perquisites of business tenure. 

To achieve this, Keynes casts aside Say's Law and its compatible monetary 
appendage, Wicksell's theory of interest, both discredited by the new turn of 
events, and adopts in their stead a revisited version of Malthus's underconsump- 
tionist thesis seasoned with Johannsen's insight, and Gesell's theory of interest. 
Gesell's "interest upon capital" he names "marginal efficiency of capital." Keynes 
retains the univocal determining causal link from the monetary rate to the real 
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(capital) rate, but waters down the notion of basic interest by holding on to the 
conception of money as a commodity, and by making money the primus inter 
pares in a range of means of payment, which are ranked according to their degree 
of perishability and of convenience in use. He thus attributes to traditional money 
(gold) the highest "premium for liquidity," to whose indirect, and unavoidable, 
effect he ascribes the formation of Gesell's threshold, and excludes the issue of 
perishability from the argument. Instead, this peculiar percentage (i.e. the rate 
of interest) asked by money-owners is defined as that fee that recompenses 
money for being the most liquid asset - the most practical, thus scarce, and justly 
rewardable for the service offered. Keynes reaffirms the institutional necessity 
of employing a scarce resource (gold and its accounting more or less virtual 
derivatives) as an inalterable fact of economic life. 

In his hands, money relapses into its condition of commodity - as the best- 
suited commodity for effecting commercial exchange - ,  whereas basic interest's 
threshold is justified by the additional (and politically preferable) argument that 
investors have much to fear from a low level of the rate of interest, for an 
expected rise in it would shrink the capitalized value of debts. 

No usury, but scarcity; no problematic (for the economy as a whole) wish 
to hoard, but a psychological preoccupation to preserve one's mite from the 
intemperance of time; the canons of bank lending are saved. And what is more, 
they are salvaged in the face of mounting unemployment. Money is gold, and 
gold is scarce, tertium non datur, hence the high liquidity premium and the 2% 
(or thereabouts) uncrossable threshold. 

Keynes must have thought that Gesell was right when the latter declared 
that basic interest foists artificial curtailment of production upon the physical 
component of the economy; if interest sank to zero one should expect a 
burgeoning of capital investment: this Gesellian piece of economic prophesying 
was drawn verbatim (excepting the appellation of the real rate) into the General 
Theory and made an insistent slogan thereof. 

The main difference lay in the prescriptive measures envisioned by the two 
authors: Gesell made the de-monetization of gold the sine qua non of the reformed 
system. No more than the stamps' revenue and an essential drafting of the rules 
would have fallen to the State's share in a regime of dying money, where, 
as Gesell's disquieting eugenistic proclivities led him to hope, by virtue of a 
re-instituted wholesome competition among manufacturers, poverty, ugliness and 
infirmities would have been driven out of existence.15 

On the other hand, for Keynes, who did not renounce gold and never went 
as far as advocating its de-monetization (his directorship at the Bank of England, 
and ultimate allegiance to the money cartel in charge of World Affairs, is borne 
out by his proposal at Bretton Woods to float Bancor, a special drawing right 
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initially anchored to gold) the solution to the crisis would have consisted in a 
benevolent entreat of  the constituted financial oligarchy, better still if encom- 
passed within a fascist coalition, to lower the bank rate so as to allow the rate 
upon capital to decrease and thus spur production. Short of  proclaiming the 
Gesellian reform of  dying currency, the best that could be achieved within 
the regime of  the Vested Interests, of  which Keynes was an able publicist, was 
a regimentation o f  the factors of  production and a unilateral decrease of  the 
price of  money (the Gesellian threshold of  basic interest) promulgated by 
the central bank to spur capital expansion. 

The General Theory is a significant book, not for what it intimates, but for 
what it represents. It is the rushed and necessarily allusive response - given 
the compromissary nature of  the treatise - of  the leading faction of  the British 
oligarchy to the foundering of  the old "World Market Economics," managed 
by the usufructuary gentlemen of  the Gold Standard. In the face of  inexorable 
price decline and sweeping bankruptcy, rallying movements around communal 
values are a common occurrence, whose subtler purpose is to re-circulate the 
hoarded savings responsible for the collapse. 

The common will, embodied in the policy of the State, ought to be directed to increasing 
and supplementing the inducement to invest (Keynes, 1973, p. 377). 

Once the causes of  instability are comprehended, it is a matter of  linear 
reasoning to predict the emergence of  a movement that shall endeavor to re- 
establish order, by availing itself of  varying degrees of  violence. Thorstein 
Veblen had predicted the development at the end of  the Great War: 

It may be remarked that vigilant and impartial surveillance of this system [business enterprise] 
by an external authority interested only in aggregate results, rather than in the differential 
gains of the interested individuals, might hopefully be counted on to correct some of the short- 
comings which the system shows when running loose under the guidance of its multifarious 
incentives (Veblen, 1919, p. 159). 

There is little doubt that the General Theory was inspired by the German 
Recovery of  the nineteen-thirties under Reichsbankspriz'sident Hjalmar Schacht; 
the team of banking oligarchs that cooperated with the Nazi regime effected 
precisely this routine: it banned any radical platform of monetary reform 
and harnessed the commercial banking sector to a centralized policy of  cheap 
credit engineered on the banks'  behalf by the Reichsbank (the central bank) to 
finance public, and, up until 1935, to a minimal degree, martial infrastructure. 
As noted by many (for instance, Galbraith, 1987, pp. 222-223; Garvy, 1975), 
Keynes invented nothing, the Germans had preceded him by a long stretch: 
indeed, it is here contended that he used Gesell 's insight to construe the Hitlerite 
recovery and made of  his General Theory a palimpsest, whose new engraved 
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lines encouraged the democratic West, by way of innuendo, to take after the 
method employed by Schacht under Hitler. 

NOTES 

1. See for instance Darity (1995), Dillard (1958), and Seccareccia (1988). 
2. Pacifist anarchists generally claim Gesell as one of their own. Gesell's connection 

to Gustav Landauer places him in that camp, even though the monetary reformer never 
defined himself as an "anarchist" tout court. Instead, he occasionally referred to his 
movement as a form of Neo-Physiocracy; the label is suggestive of a keen harking back 
to tradition - to those times in which men were engaged with a radical investigation 
of the economic patterns of growth and social distribution. It has been justly argued, 
however, that this particular caption (Physiocracy) may be misleading, for the political 
frequentations of Gesell (all firmly encompassed within the socialist, syndicalist and 
anarchist fringes), and especially the l 1-point program of the Physiokratische 
Kampfbund (the Physiocratic Fighting Alliance), which he personally drafted in 1924, 
leave no doubt as to Gesell's true colors• Point 1 demands the "removal of the State, 
wherever its activities may be replaced by private initiative ("F//r den Abbau des Staates 
dort, wo er durch Privatinitiative ersetzt werden kann . . ."); point 2 calls for the abolition 
of public charity and welfare (Wider . . .  staatlicher Wolhtaten, staatlicher Fiirsorge 
• . . ) .  The removal of state interference in family matters, schooling, the arts and sciences 
(points 3,4 and 5 respectively); the opposition to war, the class-economy, and any state- 
mandated duty (points 6 and 7), are the defining strokes of what is considered a 
quintessential manifesto of anarchism. Indeed, "Fiir di Lebensfreude des einzelnen 
Menschen. Wider die 'Lebensfreude' des Staates" ("For the fulfillment of individuals. 
Against the 'fulfillment' of the State") is the final insubordinate cry of this revealing 
document. (Bartsch, 1989). 

3. "I am, so to speak, the incarnated theory of interest" [Gesell, 1992, p. 39]. 
4. For Gesell these expressions are interchangeable: whoever demands money is an 

agent offering products therefor; whereas, whoever offers money demands goods. 
5. An example will best serve this point: if the banker A loans to B a sum of $100, 

to be repaid after a number of years, n, with the addition of interest, X, A can retrieve 
$100+X (we exclude foreign markets) only by loaning the missing quota, X, to the 
economy, thus burdening the system with ever growing strata of overhead charges 
(interest payments) in his favor. Alternatively, consider the deflationary case - that in 
which the banker de facto  shrinks the money supply: before the loan, $100 fetch, say, 
100 units of a representative bundle of goods. After the loan - which by assumption 
was devoted to the expansion of production - that same amount buys 200 units (that is 
to say, the price level decreases by 100% by virtue of technical advance); this implies 
that the "new" dollar, to be put into circulation in the second cycle with a view of 
purchasing the doubled amount of produce, will be worth twice as much as the "old" 
one. In the metal exchanges of times past, the passage from the old to the new parity 
signified that the unit of account (the dollar) would correspond to an increased amount 
of fine silver (or gold)• In a period of decreasing prices, and outstanding debt contracted 
in the old dollar, the newly minted issues are hoarded, as the system progressively 
freezes into palsy and unemployment soars. A paroxysm of this type of crunch was 
recorded at the time of the great Castilian deflation of 1680, when the grooms of the 
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royal stables, for lack of cash wherewith to procure forage, were forced to butcher the 
steeds of the King (Vilar, 1974, p. 294). 

6. For instance, if  many houses were to be built so as to force interest (that is, rent) 
below basic interest, money will cease to be loaned until, for a series of circumstances (such 
as a great population increase), a house-rationing level that will warrant the exaction 
of basic interest is reestablished. Conversely, if the demand for housing far exceeds the 
available supply, interest upon capital (rent) would gradually rise above basic interest. 
The opportunity to exploit the return differential would prompt money to forage real estate 
investments. The financing will continue until the two rates are brought into equality. 

7. Whether the "classic" was forthwith read by a multitude of academics and profes- 
sionals is beside the point: Smith's Wealth of Nations and Keynes' General Theory were 
never  "devoured" by the 'great Public'. Nor were they ever meant to be. The question 
was whether the commissioned classic could form a rallying point in the corridors of 
the propaganda network, of which academia is one of the main pillars. These tomes 
were far too intricate to be digested even by a learned audience. The review was thus 
confined to those clans of higher learning versed in the technique of expert caviling and 
dogmatic elucubration. The debates stemming from such distinguished opuses served 
the purpose of provisioning the pool of rhetoric in times of political shift (conservation 
vs. revolution). Their chief aim was that of indoctrination; seldom did they affect the 
thrust of real policy: the 'instant classics' were drafted to provide slogans and facile 
formulas; never were they intended to 'change the world'. There seems to be agreement 
amongst scholars on this point: namely, that political expediency drives the elite's promo- 
tional endorsement of a particular book, and is thus ultimately responsible for making 
it a 'classic' (see M. Perelman, 2000, p. 176, and R. H Campbell and A. S. Skinner, 
1976, pp. 41--42, to read of the concerns expressed by David Hume, a leading exponent 
of British intelligentsia, as to whether the Wealth of Nations could fit the mold of a 
'popular' work). 

8. In matters of rates of interest, Keynes is willing to afford neo-classical dogma 
an honorable dismissal: he concedes that one may speak of a natural rate of interest 
(i.e. a rate that equates savings and investments) only in connection with a static economy 
featuring full employment of resources. This special natural rate is to be called the 
neutral rate. It is and shall remain a supreme and useless abstraction. Keynes thus allows 
the neutral rate to figure as the boundary case of his re-formulated theory of interest. 
But he will not make any use whatsoever of this newly coined tool in the treatise. It 
lingers there as evidence of lip service to all those erroneous precepts he had abided by 
in the past, and as a decorous farewell to the "old school" (Keynes, 1973, p. 243). 

9. The marginal efficiency of capital, m, is obtained by solving to the following 
customary formula: 

QI + Q2 Qn 
Replacement Cost . . . .  + . . .  + - - .  

( l + m )  ( l + m )  2 ( l + m ) "  

10. Joan Robinson wrote in an introduction to a collection of essays by Kalecki: 
"The General Theory of Employment and Money was published in January 1936. 
Meanwhile, without contact either way, MichaI Kalecki had found the same solutions" 
(J. Robinson, 1966, p. ix). Kalecki explores the juxtaposition of basic interest to the rate 
upon capital in the following terms: "To be sure, banks can increase the demand for 
credit by lowering the rate of  interest. Its reduction encourages investments, since it 
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increases the profitability of future enterprises by a reduction in charges for interest 
payments. The rise in investment activity is financed from bank credits, and by lowering 
the rate of interest banks can thereby grant more credits than before. Indeed, this is 
the typical method of intervention of the banking system aimed at improving business 
conditions. However, to a large extent this influence is illusory. The rate of interest 
is not a decisive factor in undertaking investments. More important is the expected 
gross profitability of the enterprise, estimated on the basis of profitability of existing 
enterprises. During crisis, when this profitability falls considerably below its average 
level, with very slack employment of existing plants, a reduction in the rate of interest 
has only a weak influence on the desire to invest, and in any case, takes a long time 
to produce perceptible effects" (M. Kalecki 1990, p. 151). As in Gesell, the crisis 
is here accounted for in terms of a misalignment of two rates: the rate upon capital 
(Kalecki names it 'gross profitability') and basic interest (the ordinary rate of interest). 
Kalecki doesn't acknowledge the imperishable nature of money in this instance, and 
thus lays emphasis on the rate upon capital as the determining rate of the dynamics, 
whereas Gesell insists much on the 'threshold' of basic interest. Otherwise, the mech- 
anism illustrated is analogous. 

11. Keynes' illustration: "Every fall in [the rate of interest] reduces the current 
earnings from illiquidity, which are available as a sort of insurance premium to offset 
the risk of loss on capital account, by an amount equal to the difference between the 
squares  of the old rate of interest and the new. For example, if the rate of interest on 
a long-term debt is 4%, it is preferable to sacrifice liquidity unless on a balance of 
probabilities it is feared that the long-term of interest may rise faster than by 4% of 
itself per annum, i.e. by an amount greater than 0.16% per annum. If, however, the rate 
of interest is already as low as 2%, the running yield will only offset a rise in it of as 
little as 0.04% per annum. This, indeed, is perhaps the chief obstacle to a fall in the 
rate of interest to a very low level. Unless reasons are believed to exist why future expe- 
rience will be very different from past experience, a long-term rate of interest of (say) 
2% leaves more to fear than to hope, and offers, at the same time, a running yield which 
is only sufficient to offset a very small measure of fear" (Keynes, 1973, p. 202). 

By "running yield" Keynes implies the (fixed) income of the security; he then derives 
his equilibrium rate as that higher  (risen) rate for which the loss in capital value of the 
bond attending a rise in the interest rate is exactly compensated by the security's income 
(interest revenue), namely, the running yield. Thus, any rate higher than this "equilib- 
rium" rate will entail a capital loss greater  than the running yield. Formally, if A is the 
price of the bond, r is the interest rate and Q is the running yield, one can write the 
following relationship for a fixed-income security: A r  = Q. If r increases to become r', 
the previous identity becomes A ' r '  = Q, where A'  < A, and r < r'. To find the equilibrium 
rate, one has to solve the following equation: ( A - A ' )  = Q, which yields the following 
expression for r': 

r 
r' = ~ r + r2 + O(r~) - 

1 - r  

Dillard provides a simplified example of the Keyensian argument: "When the rate [of 
a fixed-income security] is 5%, a bond paying $50 per year is purchased at $1000. Three 
years later the rate of interest on this type of security rises to 6% as a result of which 
the price of bond falls to $833 (at 6% will purchase an income of $50 a year). The 
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capital loss is $167, but during the three-year period, interest income amounting to $150 
has been collected. Hence the net loss is negligible• In contrast, when the rate of interest 
is 2%, a bond paying $20 can be purchased for $1000. Three years later the rate of 
interest rises to 3%, as a result of which the price of the bond falls to $667 (at 3% $667 
will purchase an income of $20 a year). The capital loss of $333 is offset only to the 
extent of $60 in interest income received in the three-year period. Thus the loss arising 
in the interest rate from 2 to 3% is much greater than from 5 to 6%, first, because the 
loss in capital value is greater, and, second, because the interest income is less at 
the lower level" (Dillard, 1958, pp. 179-180). 

12. With the auxiliary prompting of the so-called "precautionary" motive, which is 
an extension of the transactions' requisite: that is, cash laid in for security purposes in 
the face of  uncertainty (Keynes, 1973, p. 170). 

13. Another rubric under which the ideas of the Banking School are classed. 
14. Here is a collection of excerpts of  Gesell 's blueprint for an international currency 

union anchored to Free-money: "The great importance of external trade makes it desirable 
that there should be an international agreement to stabilize the international exchanges 
• . .  International paper-money issued in one denomination under the supervision of the 
countries concerned, and for this purpose only, would circulate freely . . .  and regulate 
import and export, thus keeping the exchange in equilibrium . . .  Gold will lose the 
"fight of free coinage", and the coins will be deprived of  their quality as legal tender 
[ . . . ]  For payments abroad use can be made as heretofore of bills of  exchange offered 
for sale by merchants who have shipped goods a b r o a d . . .  Countries desiring to join the 
International Valuta Association [our proposal for an international union] adopt the "Iva" 
unit of currency s tandard . . .  The monetary systems of the Iva countries remain national 
but are based on unified principles . . .  A special form of international paper-currency 
is issued which is imported and exported without hindrance by all the countries of  the 
Association and is recognized by them as legal tender at par with the national currency 
. . . .  This international paper-money is issued at a center - the Iva Office in Bern - to 
the countries of the Association and under their supervision. The Iva notes are issued 
free of c o s t . . .  For the amount of the Iva notes issued to each country the Iva Office 
receives a bill of exchange . . .  To dissolve the Association, these bills of exchange 
could be paid to the Iva Office which could then destroy the Iva notes so recalled" 
(Gesell, 1920, pp. 137-138, 211-212). 

15. For a comprehensive survey of Gesell 's ideas, see G. G. Preparata and John Eiliott 
(2002). 
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