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The system of public credit, i.e. of national debts, the origins of
which are to be found in Genoa and Venice as early as the Middle
Ages, took possession of Europe as a whole during the period of
manufacture. The colonial system, with its maritime trade and its
commercial wars, served as a forcing-house for the credit system.
Thus it first took root in Holland. The national debt, i.e. the
alienation [Verdusserung]* of the state - whether that state is
despotic, constitutional or republican - marked the capitalist era
with its stamp. The only part of the so-called national wealth that
actually enters into the collective possession of a modern nation
is — the national debt.” .

Hence, quite consistently with this, the modern doctrine that a
nation becomes the richer the more deeply it is in debt. Publie
credit becomes the crede of capital. And with the rise of national
debt-making, lack of faith in the national debt takes the place of
the sin against the Holy Ghost, for which there is no forgiveness.

The public debt becomes one of the most powerful levers of pri-
mitive accumulation. As with the stroke of an enchanter's wand,
it endows unproductive money with the power of creation and
thus turns it into capital, without forcing it to expose itself to the
troubles and risks inseparable from its employment in industry or
even in usury. The state'’s creditors actually give nothing away, for
the sum lent is transformed into public bonds, easily negotiable,
which go on functioning in their hands just as so much hard cash
would. But furthermore, and quite apart from the class of idle
rentiers thus created, the improvised wealth of the financiers who
play the role of middlemen between the governmentand the nation,
and the tax-farmers, merchants and private manufacturers, for
whom a good part of every national loan performs the service of a
capital fallen from heaven, apartfrom all these people, the national
debt has given rise to joint-stock companies, to dealings in negoti-
able effects of all kinds, and to speculation: in a word, it has given
rise to stock-exchange gambling and the modern bankocracy.




At their birth the g}eat banks, decorated with national titles,
were only associations of private speculators, who placed them-
selves by the side of governments and, thanks to the privileges

7. William Cobbett remarks that in England all public institutions are Dals Kapltaal-

:esggnatpd as ‘royal’; in compensation, however, there is the ‘national®
ebt.
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920 So-Called Primitive Acctmulation Buch I+ Der Produktionsprocess des Kapltals.

they received, were in a position to advance money to those govern-

ments. Hence the accumulation of the national debt has no more I
“infallible measure than the successive rise in the stocks of these ' Dritte vermehrte Aufiage.
banks, whose full development dates from the founding of the .
Bank of England in 1 694. The Bank of England beganbylendingits
money to the government at 8 per cent; at the same time it was em-
powered by Parliament to coin money out of the same capital, by
lending it a second time to the public in the form of bank-notes.
It was allowed to use these notes for discounting bills, making
advances on commodities and buying the precious metals, It was
not long before this credit-money, created by the bank itself,

Das Reoht der Uebersetrung wird vorbehalten.

became the coin in which the latter made its loans to the state, ' Hamburg
and paid, on behalf of the state, the interest on the public debt. Verlag von Otto Meissner.
It was not enough that the bank gave with cne hand and took 1888.

back more with the other; it remained, even while receiving money,
the eternal creditor of the nation down to the last farthing ad-
vanced. Gradually it became the inevitable receptacle of the metal-
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50 Pfd. St., far Scalps von Weibern und Kindern 50 Pfd. St.! Einige
Decennien spiter richte sich das Kolonialsystem an der unterdess auf-
rithrerisch gewordnen Nachkommenschaft der frommen pilgrim fathers. Unter
englischem Antrieb und Sold wurden sie tomahawked. Das britische Par-
lament erklirte Bluthunde und Scalpiren fir ,Mittel, welche Gott und die
Natur in seine Hand gegeben.”

Das Kolonialsystem reifte treibhausmilsig Handel und Schifffahrt. Die
»Gesellschaften Monopolia“ (Luther) waren gewaltige Hebel der Kapital-
Koncentration. Den aufschiessenden Manufakturen sicherte die - Kolonie
Absatzmarkt und eine durch das Marktmonopol potenzirte Akkumulation.
Der ausserhalb Europa direkt durch Plinderung, Versklavang und Raub-
mord erbeutete Schatz floss ins Mutterland zurfick und verwandelte sich
hier in Kapital. Holland, welches das Kolonialsystem zuerst villig ent-
wickelts, stand schon 1648 im Bremnpunkt seiner Handelsgrosse. Es war
»in fast ausschliesslichem Besitz des ostindischen Handels und des Ver-
kehrs zwischen dem europdischen SOdwesten und Nordosten. Seine Fische-
reien, Seewesen, Manufakturen bertrafen die eines jeden andren Landes.
Die Kapitalien der Republik waren vielleicht bedeutender als die des
fibrigen Europa insgesammt. Gillich vergisst hinznzusetzen: Hollands
Volksmasse war schon 1648 mehr dberarbeitet, verarmter und brutaler
unterdriickt als die des iibrigen Europas insgesammt.

Heutzutage flihrt industrielle Suprematie die Handelssuprematie mit
sich. In der eigentlichen Manufakturperiode dagegen ist es die Handels-
suprematie, die die industrielle Vorherrschaft giebt. Daher die vorwiegende
Rolle, die das Kolonialsystem damals spielte. Es war ,der fremde Gott“,
der sich neben die alten GOtzen Europas auf den Altar stellte und sie
eines schinen Tages mit einem Schub und Bautz simmtlich @ber den
Haufen warf. Es proklamirte die Plusmacherei als letzten und einzigen
Zweck der Menschheit.

Das System des dffentlichen Kredits, d. h. der Staatsschulden, dessen
Urspriinge wir in Genua und Venedig schon im Mittelalter entdecken, nahm
Besitz von ganz Europa wihrend der Manufakturperiode. Das Kolonial-
system mit seinem Seehandel und seinen Handelskriegen diente ihm als
Treibbaus. So setzte es sich zuerst in Holland fest. Die Staatsschuld,
d. h. die VerAusserung des Staats — ob despotisch, konstitutionell oder
republikanisch — drfickt der kapitalistischen Aera ihren Stempel auf.
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Der einzige Theil des sogenannten Nationalreichthums, der wirklich in den
Gesammtbesitz der modernen Volker eingeht, ist — ihre Staatsschuld #4%a).
Daher ganz konsequent die moderne Doktrin, dass ein Volk um 8o reicher
wird, je tiefor es sich verschuldet. Der dffentliche Kredit wird zum Credo
des Kapitals. Und mit dem Entstehen der Staatsverschuldung tritt an die
Stelle der Sfinde gegen den heiligen Geist, fiir die keine Verzeihung ist,
der Trenbruch an der Staatsschuld.

Die offentliche Schuld wird einer der energischsten Hebel der urspriing-
lichen Akkumulation. Wie mit dem Schlag der Winschelruthe begabt sie
das unproduktive Geld mit Zeugungskraft und verwandelt es so in Kapital,
ohne dass es dazn nSthig hitte sich der von industrieller und selbst
wucherischer Anlage unzertrennlichen Mohwaltung und Gefahr auszusetzen.
Die Staatsgléubiger geben in Wirklichkeit nichts, denn die geliehene Summe
wird in Offentliche leicht fibertragbare Schuldscheine verwandelt, die in
ihren Handen fortfungiren ganz als whren sie eben soviel Baargeld. Aber
auch abgesehn von der so geschaffenen Klasse miissiger Rentner und von
dem improvisirten Reichthum der zwischen Regierung und Nation die
Mittler spielenden Financiers — wie auch von dem der Steuerpichter,
Kaufleute, Privatfabrikanten, denmen ein gut Stlick jeder Staatsanleihe den
Dienst eines vom Himmel gefallenen Kapitals leistet — hat die Staats-
schuld die Aktiengesellschaften, den Handel mit negociablen Effekten aller
Art, die Agiotage emporgebracht, in einem Wort: das Borsenspiel und die
moderne Bankokratie.

Von ihrer Geburt an waren die mit nationalen Titeln aufgestutzten
grossen Banken nur Gesellschaften von Privatspekulanten, die sich den
Regieruogen an die Seite steliten und, Dank den erhaltenen Privilegien,
ihuen Geld vorzuschiessen im Stande waren. Daher hat die Akkumulation
der Staatsschuld keinen unfehlbareren Gradmesser als das successive Steigen
der Aktien dieser Banken, deren volle Entfaltung von der Griindung der
Bank von England datirt (1694). Die Bank von England begann damit,
der Regierung ihr Geld zu 8°), zu verleihen; gleichzeitig war sie vom
Parlament ermachtigt, aus demselben Kapital Geld zu mfinzen, indem sie
es dem Publikum nochmals in Form von Banknoten lich. Sie durfte mit

" s85) William Cobbett bemerkt, dass in England alle dffentlichen Anstal-
ten als ,konigliche bezeichnet werden, zum Ersatz dafir gab es jedoch die
»National“-Schuld (national debt).
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diesen Noten Wechsel diskontiren, Waaren beleihen und edle Metalle ein-
kaufen. Es dauerte nicht lange, so wurde dies von ihr selbst fabricirte
Kreditgeld die Mfnze, worin die Bank von England dem Staat Anleihen
machte und flir Rechnung des Staats die Zinsen der Offentlichen Schuld
bezahlte. Nicht genug, dass sie mit einer Hand gab, um mit der andern
mehr zurfickzuempfangen; sie blieb auch, wihrend sie empfing, ewige
Glanbigerin der Nation bis zum letzten gegebnen Heller. Allméhlig wurde
sie der unvermeidliche Behilter der Metallschitze des Landes und das
Gravitationscentrum des gesammten Handelskreditss Um dieselbe Zeit, wo
man in England aufhérte Hexen zu verbrennen, fing man dort an, Bank-
notenfilscher zu hingen. Welchen Effekt auf die Zeitgenocesen das plitz-
liche Auftauchen dieser Brut von Bankokraten, Financiers, Rentiers, Mak-
lern, Stockjobbers und Borzenwdlfen machte, beweisen die Schriften jemer
Zeit, z. B. Bolingbroke's ¥43p),
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Vierundzwanzigstes Kapitel

Die sog. urspriingliche Akkumulation.

- T —

6. Genesisa dep industrisllen Eapitalisten
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I am to speak of what all People are busie about, but not one in
Forty understands: Every Man has a Concern 1n it, few know what
it is, nor is it easy to define or describe it. If a Man goes about to
explain it by Words, he rather struggles to lose himself 7 #he

Wood, than bring others out of it. It is best describ'd by it self; 'tis
like the Wind that blows where it lists, we hear the sound thereof, but
hardly know whence it comes, ot whither it goes.

Like the Soul in the Body, it acts all Substance, yet is it self
Immaterial; it gives Motion, yet it self cannot be said to Exist; it
creates Forms, yet has it self #o Formy it is neither Quantity or
Quality; it has no Whereness, ot Whenness, Scite, ot Habit. 1f 1 should
say it is the essential Shadow of something that is Not; should I not
Puzzle the thing rather than Explain it, and leave you and my self
more the Dark than we were before?

To come a at direct and clear Understanding of the Thing, the best
Method will be to describe its Operations, rather than detine

its Nature; to show how it Acts rather than how it Exists, and what it
does, rather than what it is.



Public Credit should be public

CREDIT is not the Effect of this or that Wheel
in the Government, moving regular and just to
its proper Work; but of the whole Movement,
acting by the Force of its true original Motion,
according to the exquisite Design of the
Director of the whole Frame.

Thus the Honour, the Probity, the exact, punctual
Management, which has raised our Credit to the
pitch it is now arriv'd at, has not been merely the
Great Wheel in #he Nations Clockwork, that turn'd
about the Treasure, but the Great Spring that
turn'd about that Wheel, and this is the

QUEEN and PARLIAMENT.



Public Credit should be continuous

That as the Publick Credit 1s National, not Personal, so it depends upon No thing or Person,
No Man or Body of Men, but upon the Government, #at 75, The Queen and Parliament;
displacing or removing any Minister of State, or great Officer, whose Management under
the Sovereign affects our Treasure, can no way influence our Natzonal Credit; while the Just,
Honourable and Punctual Conduct of the Sovereign and Parliament remains the same.
Neither does our Credit depend upon the Person of the Queen, as Queen, or the individual
House of Commons, Identically; as if no Queen but her present Majesty, and 7o Parliament
but the present Parliament, could support and uphold the Credit of the Nation: Buz it will
remain a Truth, that every Queen, or every King, and every Parliament, succeeding the Present,
that shall discover the same Justice in Government, the same Care in giving sufficient Funds,
the same Honesty in supplying the Deficiencies if they happen, #he same Concern for the
Burthen of the Subject, and #e same Care to put the Treasure into the Hands of Faithful
and Experienc'd Officers; shall keep up #he same Character, have #he same Credit, and
restore all these Declinings to #he same Vigour and Magnitude, as ever.



Public Credit should be publicly known

COMPTE
RENDU AU ROI,

Par M. NECKER,

Dire@teur général des Finances.

Au mois de Jamvier 1781.

Imprimé par ordre de SA MAJESTE.

A PSS RIS,
DE L'IMPRIMERIE ROYALE.

M.D CCLXXXL
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En France, on a fait conflamment un myftére de I'¢tat
des Finances: ou fi quelquefois on en a parlé, c’eft dans
des préambules d’Edits, & toujours au moment ou {on
vouloit emprunter ; mais ces p:xroies, trop fouvent les mémes
pour étre toujours vraies , ont di néceflairement perdre de
leur autorité , & les hommes d’expérience n’y croient plus,
que fous la caution, pour ainfi dire, du caractére moral du
Miniftre des Finances. 1l eft important, de fonder la confiance
fur des bafes plus folides. Je conviens que dans quelques
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Les Dettes d’'un Etat font des
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_gauche, dont le corps ne fe trou.
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tit¢ d’alimens néceflaires, & s’il
{cait les diftribuer. o
THe Debts of a Srate are Debts due
from the right Hand to rthe left, where-
by the Body will not find it felf weak-
ened, if it hath the neceffary Quaatity of
Aliments, and they are properly diltri-

buted. :
N
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It is to this Credit that the Republicks
owe their Wealth and their Power. Let
them be compared with Naples, Sicily,
and other fertil Countries, () where the
want of fufficient Circulation, leaves the
[nhabitants in continual Mifery.
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~ Siles étrangers pofledent beaucoup
de papiers qui repréfentent une dette,
ils tirent tous les ans de la nation une
fomme confidérable pour les intéréts.

2°. Dans une nation ainfi perpéruel=
lement débitrice , le change doit étre
trés-bas. -

3°. L’impét levé pour le paiement
des intéréts de la dette, fait tort aux
manufz&ures , en rendant la main de
Pouvrier plus chere.
~ 4°. On oOte les revenus véritables de
Pérat 4 ceux qui ont de Padtivité & de
Pinduftrie , pour les rranfporter aux gens
oififs; c’eft-a-dire, qu’on donne des com-
modités pour travailler 3 ceux qui ne

gravaillent point, & dgs difficultés pous

Liv.XXIL Cwar XVIL 47
Travailler & ceux qui travaillent. bt
Voila les inconvéniens ; je n’en con-
nois point les avantages. Dix perfonnes
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232. Whether that, Wwhich increafeth the Stock
of a Nation, be not a Means of increafing its
"Trade? And whether that, which increafeth the
current Credit of a Nation, may not be faid to in-

creafe its Stock ?

233. Whether the Credit of the public Funds be
not 2 Mine of Gold to England? And whether
: o - g . any

28 The QUERIST,.
any Step that fhould leflen _this Credit ought not to
be dreaded ? - |

234. Whether fuch Credit be not the principal
Advantage that England hath over France ? I may
add, over every other Country in Europe?

235. Whether by this the Public is not become
poflefled of the Wealth of Foreigners as well as
Natives? And whether England be not in fome
Sort the Treafury of Chriftendom? '

236. Whether as our current domeftic Credit
orew, Induftry would not grow likewife; and if In-
duftry, our Manufadtures ; and if thefe, our fo-
reion Credit? ’ ]
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granted; or any other which you think
will come nearer to the Tn.uht .and then
confider how mych the Public is the ticher

~ or poorer for the Nationgl Debt.

f Sixty Millions of it be the Pn 4
of the People of Greai-Britain, i:’m
to me very plain that we arc not the richer

nor the poorer for that Eirt'of the Debt;

becaufe, if the Taxes be collefted from
the People of Great-Britain, the Money
arifing from thofe Taxes, is paid to the
Proprietors of the Public Funds ia- Divi-
dends, or Interef?, which circularing sgain,
to purchafe the Neceflaries and Suparflui-
ties of Life, enables the Farmer to pay
his Rent, the Landlord his Taxes; helps
to {upport the Induftrious, and to canfume
the Produce. of their Labour. 'Tis true,
indeed, the remaining twenty “Millions
feems to be a dead Lofs to the Public,
becaufe thereby the Forergners are pofles’d
of the One-and-thirtieth Part of the whole
Property of Great-Britain, which amouais
0 34 45. od. per Cent, and which, ac tha

~ Rate of four per Cent. is an anoudl Lofs.

of Eight hundred théufand Pounds; but
great as this annual Lofs feems to be, it
amounts to ho more, at 4 per Cent. Inte-
reft, than 25 7d. per Cent. upon the real
Value of the Lands and Property of Greatm
Britain, upon the foregoing CaIcu!:i{_iIﬂn :

I ow
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OF PUBLIC CREDIT. 14

children, weary with the ftruggle, and fetter’d with
incumbrances, may fit down fecure, and fee their
neighbouss oppreft and conquer’d; till atlaft, they
themfelves and their creditors lye both at the mer-
-cy of the conqueror. And this may properly e-
nough be denominated the violent death of our
public credit.

‘THESE feem tobe the events, which are not ve-
ry remote, and which reafon forefees as clearly al-
moft as fhe can do any thing, that lyes in the womb
of time. And tho’ the antients maintain’d, that
in order to reach the gift of prephefy a certain di-
vine fury or madnefs was requifite ; one may fafe-~
ly affirm, thas, in order to deliver fuch prophefies.
as thefe, no more is neceflary, than merely to be
in one’s fenfes, free from the influence of popular
madoefs and delufion,
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00, we may obferve, was in moft particulars of the fame value in both
niedl s She payed eight pence a day to every foot fuldier. But our
delufions have much exceeded any thing known in hiftory, not
even cxcepting thofe of the crufades. For I fuppofe there is no
mathematical, fill lefs an arithmetical demonitration, that the road
to the Holy Land was not the road to Paradife, as there is, that the
endlefs increafe of national debts is the dire® road to national
ruin. But having now completely veached that goal, it is needlefs at
t to refle® on the paft. It will be found in the prefent year,
ﬁnﬁ, that all the revenues of this ifland north of Trent and weit of
eading, are mortgaged or anticipated for ever, Could the fmall rew
. mainder be in a worfc condition, were thofe provinces feized by Au-
ftria and Pruffia? There is only this difference, that fome event might
happen in Europe which would oblige thcfe great monarchs to dif-
garge their acquifitions, But no imagination can figure a ﬁtua;jiprl:
= T - whic

which will induce our creditors to relinquith their claims, or the
public to feize their revenues, So egregious indeed has been our folly,
that we have even loft all title to compaffion in the numberlefs cala-
mities that are waiting us. © Strype, vol.iv. p. 134
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ON peut établir comme des principes cer-
tains, que le fondement du crédit des fonds
publics dépend des réglemens & des: circon-
ftances fuivantes: 1° Que les emprunts doi-
vent étre Nationaux, c'eft-z-dire que tout
le corps de la Nation doit en répondre,
comme en Angleterre; & quoique le Parle-
ment , en France, n’ait pas a beaucoup
prés le méme poids dans I'Etat qu'en An-
gleterre , cependant la création parlemen-
taire des fonds, & la garantie de cet augul-
te Corps, contribueroit beaucoup au cré-
dit: 2. qu'on doit hypothéquer d’une fa-
¢on imperturbable, les fonds pour payer les
intéréts, fur une partie des taxes & des im-
pots, f¢parément pour chaque emprunt: 3°
gue la caiflc d'amortiffement foit exacte-
ment employée a la libération; que fa mar-
che foit conftante & imperturbable: 4°. que
tous les objets foient publics, & qu'on ban-
niffe tout myftere, pour gagner la confian-
ce: §° que, pour infpirer cette confiance,
on tache de raflurer le public & I'étranger
fur les opérations a-venir, afin qu'on ne
puille plus craindre que, fous quelque prés

texte que ce puiflfe étre, il arrive jamais
plus de réduire les mtéréts, fans préfenter
le rembourfement du Capital, & que les
Capitaux nc puiffent, a lavenir, étre ja-
mais réduits &2 ¢laguds, comme par le paf-
{é¢ ; quon procédera deformais a cet égard
a Pexemple des Anglois, & qu’un fonds
qui a cté créé a cent {era toujours rembour-
f¢ a cent , quclque fpécicufes que puiflent
paroitre les raifons de rédution; que cet
article eflenticl ne dépendra plus de la fa-
gon de penfer d'un Miniftre; mais étant in-
timement li¢ au Parlement, pour lors la
confiance pourra fe réwblir.



HAMILTON TO ROBERT MORRIS.

) April 80, 1781.
SIR :

A national debt, if it is not excessive, will be to us a national
blessing. It will be a powerful cement of our Union. It will
also create a necessity for keeping up taxation to a degree which,
without being oppressive, will be' a spur to industry, remote as
we are from Europe, and shall be from danger. It were other-
wise to be feared our popular maxims would incline us to too
great parsimony and indulgence. 'We labor less now than any
civilized nation of Europe; and a habit of labor in the people,
is as essential to the health and vigor of their minds and bodies,
as it is conducive to the welfare of the State. We ought not
to suffer our self-love to deceive us in a comparison upon these

. points.
Alexander Hamilton I have spun out this letter to a much greater length than I
(]_755 /7_1804) intended. To develope the whole connection of my ideas on

the subject, and place my plan in the clearest light, I have in-
dulged myself in many observations which might have been
omitted. I shall not longer intrude upon your patience than to
assure you of the sincere sentiments of esteem with which I have
the honor to be,
Sir, your most obedient and humble servant,
A. HAMILTON.
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Treasury Devantaent, Yanuary 9, 1790,

E Secretary of the Treafury, in obedience to the refolution of the Houfe of Reprefentatives,

of the twenty-firft day of September laft, has, during the recefs of Congrefs, applicd himfclf
to the confideration ofa proper plan for the fupport of the Public Credit, with all the attention
which was due to the authority of the Houfe, and to the magnitude of the object,

In the difcharge of this dng. he has felt, inno fmall degree, the anxietics which naturally fow
from a jult eltinuate of the difficulty of the tafk, from a well-founded diffidence of his own qualifi-
cations for execating it with fuccels, and from a deep and folemn idtion of the
nature of the truth contained in the refolution under which his inveltigations have been conduéted,
“ That an adequate provifion for the fupport of the Public Credit, is a mater of high importance
to the honor and profperity of the United States.”

With an ardent defire that his well.meant end may be conducive to the real ad of
the nation, and with the utmoft deference to the fuperior judgment of the Houfe, he now relpedte
fully fubunits the refult of his enquirics and refleions, to their indulgent conltrultion.

In the opin

opinion of the Secretary, the wifdom of the Houle, in giving their explicit fanétion ta
the propofition which has been flated, cannot but be applauded by all, who will ferioufly confider,
and trace through their obvious confequences, thefe plain and undeniable treths—

That exigencies are to be expedted to occur, in the affairs of nations, in which there will be a
g = ey R found an indifpenfabh

That in times of public danger, efpeci rom foreign war, are found an indi e
refource, ¢ven to the wa!l,xhien of ¢ cm—m ! o

And that in a country, which, like this, is poffeffed of little active wealth, or'in other words,
little monied capital, the neceffity for that refource, muft, in fuch gencies, be proportionably
urgent.

rE\cmi as on the one hand,the neceflity for borrowing in particnlaremergen cies cannot be doubted,
foon the other, it is cqually cvident, that tobeable to borrow upon gesd terms, it is ial that*
the credit of a nation fhould be well eftablithed.

For when the creditof a country is in any degree queftionable, it never fails to give an extrava.
gant premium, in one fhape or another, upon all the foans it has occafion to make. Nor does the
evilend here ; the fame difadvantage mult be fultained upon wh isto be bought on terms of
future payment.

From this conftant neceffity of borrewing and buying diar, it is eafy to conceive how immenfely
:{heuﬁyﬁﬂuuuhuﬁm, in @ courfe of time, will be augmented by an unfound Rate of the pub-

ccredit.

To ptto the complicated varicty of mifchiefs in the whole fyftem of the focial
cconomy, which proceed from a negledt of the maxims that uphold public credit, and jultify the
!ol‘ii:hm!e manifelted by the Houfe on this point, would be an improper intrufion on their time
and patience.

Info firong nclifh; neverthelefs do they appear to the Secretary, that on their due obfervance at
the prefent critical juncture, materially depends, in his judg the individual and aggregate
prolperity of the citizens of the Unilcdgmn; their relief from the embarraffments they now expe-
vience j their charatter as a People ; the caule of good government,




DEFENCE OF THE FUNDING SYSTEM *

Trace the progress of a public debt in a par
case.
The government borrows of an individual one
dred dollars in specie, for which it gives its fur
bonds. These hundred dollars are expenc ;
some branch of the public service. It is e
they are not annihilated; they only pass f
individual who lent, to the individual or individus
to whom the government has disbursed them. They

continue, in the hands of their new masters, to per-
form their usual functions, as capital. But besides
this, the lender has the bonds of the government for
the sum lent. These from their negotiable and easily
vendible nature, can at any moment be applied by
him to any useful or profitable undertaking which -
occurs; and thus the credit of the government pro-
duces a new and additional capital, equal to one"
hundred dollars, which, with the equivalent for the
interest on that sum, temporarily diverted from
other employments while passing into and out of
the public coffers, continues its instrumentality as a
capital, while it remains not re-imbursed.
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The ordinary expence of the greater part of modern governments in
time of peace being equal or nearly equal to their ordinary revenue, when
war comes they are both unwilling and unable to increase their revenue
in proportion [417] to the increase of their expence. They are unwilling,
for fear of offending the people, who, by so great and so sudden an in-
crease of taxes, would soon be disgusted with the war; and they are un-
able, from not well knowing what taxes would be sufficient to produce
the revenue wanted. The facility of borrowing delivers them from the
embarrassment which this fear and inability would otherwise occasion.
By means of borrowing they are enabled, with a very moderate increase

of taxes, to raise, from year to year, money sufficient for carrying on the
war, and by the practice of ‘perpetual’ funding they are enabled, with
the smallest possible increase of taxes, to raise annually the largest pos-
sible sum of money. In great empires the people who live in the capital,
and in the provinces remote from the scene of action, feel, many of them
scarce any inconveniency from the war; but enjoy, at their case, the
amusement of reading in the newspapers the exploits of their own fleets
and armies. To them this amusement compensates the small difference
between the taxes which they pay on account of the war, and those which
they had been accustomed to pay in time of peace. They are commeonly
dissatisfied with the return of peace, which puts an end to their amuse-
ment, and to a thousand visionary hopes of conquest and national glory,
from a longer continuance of the war.4°
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36 [416]In France, themtof government not beingina great mercantile city,
merchants do not make so great a proportion of the people who advance
money to government. The people concerned in the finances, the farmers
general, the receivers of the taxes which are not in farm, the court bankers,
&c. make the greater part of those who advance their money in all pub-
lick exigencies. Such people are commonly men of mean birth, but of
great wealth, and frequently of great pride. They are too proud to marry
their equals, and women of quality disdain to marry them. They fre-
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TEVENue as IT SIANas al Present.

The publick funds of the different indebted nations of Europe, par-
ticularly those of England, have by one author been represented as the
accumulation of a great capital superadded to the other capital of the
country, by means of which its trade is extended, its manufactures multi-
plied, and its lands cultivated and im-[425]proved much beyond what they
could have been by means of that other capital only*®. He does not con-
sider that the capital which the first creditors of the publick advanced to
government, was, from the moment in which they advanced it, a certain
portion of the annual produce turned away from serving in the function
of a capital, to serve in that of a revenue; from maintaining productive
labourers to maintain unproductive ones, and to be spent and wasted,
generally in the course of the year, without even the hope of any future
reproduction. In return for the capital which they advanced they ob-
tained, indeed, an annuity in the publick funds in most cases of more than
equal value, This annuity, no doubt, replaced to them their capital, and
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In the payment of the interest of the puhlmk debt, it has been said, it
is the right hand which pays the left.*? The money does not go out of

vlii} the Wealth ﬂf Nations 927

[429] the country. It is only a part of the revenue of one set of the in-
habitants which is transferred to another; and the nation i1s not a farthing
the poorer. This apology is founded altogether in the sophistry of the
mercantile system, and after the long examination which I have already
bestowed upon that system, it may perhaps be unnecessary to say any
thing further about it. It supposes, besides, that the whole publick debt
is owing to the inhabitants of the country, which happens not to be true;
the Dutch, as well as several other foreign nations, having a very con-
siderable share in our publick funds.® But though the whole debt were
owing to the inhabitants of the country, it would not upon that account
be less pernicious.
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terest of a hundred and forty millions.* And 3et this great
philosopher,—for such he was,—had only to open his eyes, and
to see improvement all around him, cities increasing, cultivation
extending, marts too small for the crowd of buyers and sellers,
harbours insufficient to contain the shipping, artificial rivers join-
ing the chief inland seats of industry to the chief seaports, streets
better lighted, houses better furnished, richer wares exposed to
sale in statelier shops, swifter carriages rolling along smoother
roads. He had, indeed, ouly to compare the Edinburgh of his boy-
hood with the Edinburgh of his old age. Ilis prediction remains
to posterity, a memorable instance of the weakness from which
the strongest minds are not exempt. Adam Smith saw a little,
and but a little further. He admitted that, immense as the
pressure was, the nation did actually sustain it and thrive under
it in'a way which nobody could have foreseen. DBut he warned
his countrymen not to repeat so hazardous an experiment. The
limit bad been reached. Even asmall increase might be fatal.f

It can hardly be doubted that there must have been some
great fallacy in the notions of those who uttered and of those
who believed that long succession of confident predictions, so
signally falsified by a long succession of indisputable facts. To
point out that fallacy is the office rather of the political econo-
mist than of the historian. Here it is sufficient to say that the
prophets of evil were under a double delusion. They errone-
ously imagined that there was an exact analogy between the
case of an individual who is in debt to another individual and
the case of a society which is in debt to a part of itself; and
this analogy led them into endless mistakes about the effect of
the system of funding. They were under an error not less
serious touching the resources of the country. They made no
allowance for the effect produced by the incessant progress of
every experimental science, and by the incessant efforts of
every man to get on in life. They saw that the debt grew ;
and they forgot that other things grew as well as the debt.
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6th.—Wherefore the damages or burthens fuftained
from the faid revenue s during the whole time T4¢
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nth,—Hence then, it being required that the revenue
s fhall be fuch, as that the damages or burthens thereof
during the whole time T+4¢, fhall be equal to the da-
mages or burthens fuftained during the fame time T4+
by raifing the half-yearly fum § during the time 7, we

fhall have (per N° 2. pT | o RT+'p
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gth.—And, feeing that the revenue s does not come
into the treafury till the end of the half year, whereas it
is neceffary (according to N° 1, pagg 23) that § fhould
be brought into the treafury at the beginning of the half
year,
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CHAPITRE XVIIL

Du Crédit public.

g 1% crédit public est la confiance qu’on a
dans les engagemens du souverain. Il est au
plus haut point, quand la dette publique ne
rapporte pas aux préteurs un intérét supé-
rieur aux placemenslesplussolides; c’estune
preuve que les préteurs d’argent n’exigent
aucune prime d’assurance pour couvrir le
risque auquel leurs fonds sont exposés, et
qu’ils regardent comme nul. Le crédit ne
s'eleve a ce haut degré que lorsque le gou-
vernement, par sa forme, ne peut pas aisé-
ment violer ses promesses, et lorsque d’ail-
leurs on lui connait des ressources égales a
ses besoins. C’est pour cette derniére raison
que le crédit public est faible par-tout ol

les comptes financiers de la nation ne sont

pas connus de tout le monde.

La ot le pouvoir réside entre les mains
’un seul homme, il est difficile que le gou-
vernement jouisse d’un grand crédit. Il ne
peut offrir pour gage que la bonne volonté

s

=T e -

B W Sl P s e = s e

—ee
-4

DE LA CONSOMMATION. 527
du monarque. Sous un gouvernement ot le
pouvoir législatif réside dans le peuple ou
dans ses représentans, on a de plus pour
garantieles intéréts du peuple qui est créan-
cier comme particulier, en méme tems qu’il
est débiteur comme nation, et qui ne saurait
recevoir ce qui lui est di sous la premiére
de ces qualilés, & moins de le payer sous la
seconde. Cetle seule considération peut faire
présumer qu’aune époque ot rien de grand
ne s’achéve qu’a grands frais, et ot de trés-
grands frais ne peuvent étre soulenus que
par des emprunls, les gouvernemens repré-
senlatifs prendront un ascendant marqué
dans le systéme politique , a cause de leurs
ressources financiéres et indépendamment

de toute autre circonslance.

A considérer les ressources d’un gouver-
nement, il mérite plus de confiance qu’un
particulier. Les revenus d’un particulier
peuvent lui manquer tout-a-coup, ou du
moins en si grande partie, qu’il demeure
hors d’état d’acquitter ses engagemens. Des
faillites nombreuses dans le commerce, des
événemens majeurs, des fléaux, des procés,
des injustices, peuvent ruiner un particu-
lier ; tandis que les revenus d’un gouverne-
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Taxes which are levied on a country for the purpose of sup-
porting war, or for the ordinary expenses of the State, and
which are chiefly devoted to the support of unproductive
labourers, are taken from the productive industry of the
country; and every saving which can be made from such ex-
penses will be generally added to the income, if not to the
capital of the contributors. When, for the expenses of a year’s
war, twenty millions are raised by means of a loan, it is the
twenty millions which are withdrawn from the productive
capital of the nation. The million per annum which is raised
by taxes to pay| the interest of this loan, is merely transferred
from those who pay it to those who receive it, from the con-
tributor to the tax, to the national creditor. The real expense
is the twenty millions, and not the interest which must be
paid for it.* Whether the interest be or be not paid, the country
will neither be richer nor poorer. Government might at once
have required the twenty millions in the shape of taxes; in

* “Meclon says,” that the debts of a nation are debts due from the right
hand to the left, by which the body is not weakened. It is truc that the
gencral wealth is not diminished by the payment of the interest on arrears
of the debt: The dividends are a value which passes from the hand of the
contributor to the narional credicor: Whether it be the national creditor
or the contributor who accumulates or consumes it, is, [ agree, of littde
importance to the socicty; but the principal of the debt—what has
become of that? It cxists no more. The consumption which has followed
the loan has annihilated a capital which will never }ricld any further
revenue. The society 1s dcprivc not of the amount of interest, since that
passes from onec hand to the other, but of the revenue from a destroyed
capital. This capital, if it had been employed productively by him who
lent it to the State, would cqua]]}r have }ricldcd him an income, but that
income would have been derived from a real production, and would not
have been furnished from the pocket of a fellow citizen.”—Say vol. i
p- 357. This is both conceived and expressed in the true spirit of the
sclence.

U Feai polivigue sur le commerce, ‘nouvelle édition’, 1761, p. 296.
q » I3 p- 9

which case it would not have been necessary to raise annual
taxes to the amount of a million. This, however, would not
have changed the nature of the transaction. An individual
instead of being called upon to pay rool per annum, might
have been obliged to pay 2000l once for all. It might also
have suited his convenience rather to borrow this 2000/, and
to pay 1ool per annum for interest to the lender, than to spare
the larger sum from his own funds. In one case it is a private
transaction berween A and B, in the other Government guaran-
tees to B the payment of interest! to be equally paid by A.
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FUNDING SYSTEM.

Funding Unrnu this head we propose, first, to give an ace
System. count of the rise, progress, and modifications of the
‘o e SiuxinG Funp, accompanied with some observations
a8 to the probability of its accomplishing the object

for which it was instituted ; and, next, briefly to con-

sider the best mode of providing for our anoual ex-
penditure both in war and peace,—an inquiry neces-

sarily involving the policy of that System or Foxp-

1wa of which the Sinking Fund has long been con-

sidered as one of the principal recommendations and

prope.
L On the subject of the Sinking Fund, we shall

bave frequent occasion to refer to the statements of
Professor Hamilton, in his very valuable publication,

surplus duties, which, according to the original plan, Funding
ought to have been ap to the .linkjng Syem.
fund.
“ Soon after, the principle of preserving the
sinking fund invinlahlopwu Pa]hmdoned. Insl‘fss,
L. 500,000 was taken from that fund, and applied to
the services of the year."—** In 1734, L. 1,200,000
was taken from the sinking fund for current services;
and, in 1735, it was anticipated and mortgaged.”
The produce of the sinking fund, at its commence-
ment in 1717, was L.323,437. In 1776, it was at
its highest amount, being then L.3,166,517; in 1780,
it had sunk to L. 2,408,017.
% The sinking fund would have risen higher, bad
EI. not bttn depmd. 5 ﬁpecie]ly in l].lc htl‘-sr pt‘l‘iqd,

FUNDING SYSTEM. 417
Funding Lown each Amount of |Debt redeemed) Amount Liebt| Inierest on Debt |Uebi remaining] Funding
Spatem. Year. Loans. each Year. | Redeemed. Redesmed. | Unredesmed. System.
S e
1st vear |L.20,000, 20,000,000 1,000,000 | 1,000,000 50,000 19,000,000
2d year 20,000,000 40,000,000 1,250,000 | 2,250,000 112,500 | 47,750,000
8d vear 20,000,000 60,000,000, 1,512,500 | 8,762,500 188,125 56,237,50
4th year 20,000, 80,000,000 1,788,125 | 5,550,625 277,551 74,449,375
5th year 20,000,000(100,000,000| 2,077,531 | 7,628,156 881,408 92,371,844
426 F UN G AL :

Ponding ¢ if our sinking fund should accumulate, in time of
Sysem  peace, to so large a sum that I can take five mil-
Gd!nﬂ- lions per annum from it ; I can spend L. 100,000,000
e i1 & TiEW war without coming to you for fresh taxes;
the disadvantages of my plan are, that by now tak-

ing L. 7,000,000 per annum from it, and making &

provision for speedily, and at regular inugnh, Fetding
propriating more of this fund to present objects, Sywem
sinking fund will be so much diminished, that I can- .l s
not o soon, by a great many years, avail myself of «pm .
the five millions for the purpose which I have stat-

ed.” (= EB.B)
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I am very far, however, from being insensible to the
evils of a great national debt. Though, in many res-
pects, it may be a useful instrument of distribution, it
must be allowed to be a very cumbersome and very
dangerous instrument. In the first place, the revenue
necessary to pay the interest of such a debt can only
be raised by taxation ; and, as this taxation, if pushed
to any considerable extent, can hardly fail of inter-
fering with the powers of lproduction, there is always
danger of impairing one element of wealth, while we
are improving another. A second important objec-
tion to a large national debt, is the feeling which pre-
vails so very generally among all those not imme-
diately concerned in it, and consequently among the
great mass of the population, that (tﬂley would be im-

* By e{ectuai consumption is meant, a consumption by those
who are able and willing to pay such a price for produce, as will
effect the continuation of its supply without a fall of profits not
required by the state of the land,

412 ON THE PROGRESS OF WEALTH. [cu. 1.

mediately and greatly relieved by its extinction ; and,
whether this impression be well founded or not, it
cannot exist without rendering the interest paid for it
in some degree insecure, and exposing a country to
the risk of a great convulsion of property, particularly
as it prevents any economy of expenditure which is
practicable, from affording such a relief from taxa-
tion, as will tell upon the feelings of the people. A
third objection to such a debt is, that it greatly ag-
gravates the evils arising from changes in the value
of money. When the currency falls in value, the an-
nuitants, as owners of fixed incomes, are most unjustly
deprived of their proper share of the national pro-
duce; when the currency rises in value, the pressure
of the taxation necessary to pay the interests of the
debt, may become suddenly so heavy as greatly to
distress the productive classes;* and this kind of
sudden pressure must very much enhance the inse-
curity of property vested in public funds.

On these and other accounts it would be desirable
gradually to diminish the debt, and more especially to
discourage the growth of it in future, even though it
were allowed that its past effects had been favourable
to wealth, and that the advantageous distribution of
produce which it had occasioned, had, under the ac-
tual circumstances, more than counterbalanced the
obstructions which it might have given to commerce.
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98 BOOK I. CHAPTER V. § S.

is not avoided by taking it in a loan. The suffering is not
averted, but only thrown upon the labouring classes, the
least able, and who least ought, to bear it: while all the
inconveniences, physical, moral, and political, produced by
maintaining taxes for the perpetual payment of the interest,
are incurred in pure loss. Whenever capital is withdrawn
from production, or from the fund destined for production,
to be lent to the State, and expended unproductively, that
whole sum is withheld from the labouring classes: the loan,
therefore, is in truth paid off the same year; the whole of
the sacrifice necessary for paying it off is actually made : only
it is paid to the wrong persons, and therefore does not extin-
guish the claim ; and paid by the very worst of taxes, a tax
‘exclusively on the labouring class. And after having, in this
most painful and unjust way, gone through the whole effort
necessary for extinguishing the debt, the country remains
charged with it, and with the payment of its interest in

perpetuity.
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CHAPTER V
THE THEORY OF PUBLIC CREDIT AND PUBLIC DEBTS

§ 1. THE peculiar position of the state economy and the
great importance of public borrowing have both tended to
obscure the fundamental truth that public credit is but one
form of credit in general, and is, or ought to be, regulated
by the same leading principles. Many of the most serious
errors in this department of finance have been due to the
belief that the State in its borrowing was emancipated from
the restrictions that prudence imposed on the individual,
and that it might safely indulge in experiments that would
soon land the ordinary citizen in bankruptcy.
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CHAPITRE 111

DEE EMPREUNTS PUBLICS ET DE LEURS EFFBETS EEOHOHIQEE'.Sn

Les emprunts publics sont-ils un bien ou un mal? — Sophismes rdpandus an
xvine sidcle & ce sujet. '

Est-il vrai qu'un Etat qui ne doit qu'a lni-méme ne sappauvrit pas? — Est-i! vrai que
les emprunts publics soient des dettes de la main droite 3 1a main gauche? — R¢-
futation de ces opinions.

Un emprunt est utile on nuisible snivant que le capital emprunté est employé d'une
manitre reproductive ou qu'il est gaspillé, — Arguments alléguds en faveur des
emprants publics. — Les emprunts publics peuvent dans une certaine mesure dé-
velopper Pesprit d’épargne. — Les emprunts publics ont servi & répandre ches les
peuples modernes le goiit et 'habitude des valeurs mobilidres. — Détails sur le
nombre des rentiers en France 3 diverses époques et sur le nombre de souscrip-
teurs aux emprunts contractés depuis 1852.

Inconvénients des emprunts publics. — Des emprunts nationaux fréquemment ré-
pétés donnent au capital d’un pays une mauvaise direction. — Ils produisent une
grande centralisation du crédit, rendent dilficiles les ceuvres locales ot les entre-
prises libres. — Démonstration de ces propositions. — Le capitaliste habitué aux
emprunts publies devient d'une extréme pusillanimité pour tous les autres place-
ments mobiliers.

Les emprunts publics font une bréche au capital circulant dn pays. — Pourquoi cette
bréche est meins grande qu'on ne le croirait au premicr abord. — Les emprunis
publics réduisent au minimum les réserves métalliques des particuliers. — Dar s
la constitution actuelle du crédit curopéen, la plupart des emprunts publics sont en
partie souscrits & I'étranger, ce qui diminue la saignée faite au capital circulant du
pays. '

Les Ltats, considérds comme emprunteurs, se divicent en deux catégories @ ceux qui
a'ont de crédit qu'au dehors, ceux qui ont du erédit & la fois au dehors et i I'intie
rieur. — Ces derniers finissent toujours par racheter la partie de leurs emprunis
que l'étranger a d'abord souscrite : exemple de I'ltalie, de la France et des Ltats-
Unis.
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LA PRESSIONE TRIBUTARIA DELL’IMPOSTA E DEL PRESTITO 67

sotto forma di capitale 7nveséifo in terre, in case, opifici o
anche in cognizioni e attitudini personali innate od ac-
quisite. ' '

Per queste avviene precisamente, come gia si & accen-
nato, che un’imposta straordinaria si risolve subito in pre-
stiti individuali, ai quali si ricorre per non essere astretti
a vendere una parte del patrimonio, e a ristabilire, sotto
qualche nuova forma, la schiavitu. Il riscatto, cui accenna
il Prof. Loria, di canoni, livelli ecc. ne é la conferma,
perché esso si riferisce ai fufuri risparmi, con i quali questi
contribuenti costituiranno il capitale disponibile corrispon-
dente all’ onere annuale dell’ interesse o dell’ imposta, e si
metteranno nella condizione economica, in cui si trova gih,
‘nel momento dell’ imposta straordinaria, la prima categoria ¥
di contribuenti. o

Perché poi essi preferiscano il mutuo con 1’ onere an-
nuale dell’ interesse e la prospettiva del riscatto, ho gia
detto. Ma torna di ripetere che & un caso di valore subbiet-
tivo, per cui, a parith di reddito e quindi di valore ob-
biettivo, una categoria di persone anng%te al possesso della
terra un maggior grado finale di utilita, che al possesso
dell’ eguale valor capitale in forma disponibile (1).

A. pE ViTi pE MaRrco

Giornale degli Economisti, SERIE SECONDA, Vol. 6 (Anno 4) (GENNAIO 1893), pp. 38-67



John Maynard Keynes (1883-1946)

Tract on Monetary Reform 1923
General Theory 1936
Treasury Memoranda 1942



Abba P. Lerner (1903 — 1982)

FUNCTIONAL FINANCE AND THE
FEDERAL DEBT

1943
Social Research 10(1), 38-51



The central idea is that government fiscal policy, its spending and
taxing, its borrowing and repayment of loans, its issue of new INOTEY
and its withdrawal of money, shall all be undertaken with an eye
only to the results of these actions on the economy and not to any
established traditional doctrine about what is sound or unsound.
This principle of judging only by effects has been applied in many
other fields of human activity, where it is known as the method of
science as opposed to scholasticism, The principle of judging fiscal
measures by the way they work or function in the €CONOmMy we may
call Functional Finance.
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. An Interesting, and to many a shocking, corollary is that taxing
is never to be undertaken merely because the government needs to
rqake money payments. According to the principles of Functional
Finance, taxation must be judged only by its effects. Its main effects
are two: the taxpayer has less money left to spend and the govern-
ment has more mency, The sccond effect can be brought about so
fnu:::h more easily by printing the money that only the first effect
16 sigmhicant. Taxation should therefore be imposed only when
it is desirable that the taxpayers shall have less money to spend, for

¢xample, when they would otherwise spend enough to bring about
inflation.,

In brief, Functional Finance rejects completely the traditional
doctrines of “sound finance™ and the principle of trying to balance
the budget over a solar year or any other arbitrary period. In their
place it prescribes: first, the adjustment of total spending (by every-
body in the economy, including the government) in order to elim-
inate both unemployment and inflation, using government spend-
ing when total spending is too low and taxation when total spend-
ing is too high; second, the adjustment of public holdings of money
and of government bonds, by government borrowing or debt re-
payment, in order to achieve the rate of interest which results in the
most desirable level of investment; and, third, the printing, hoard-
ing or destruction of money as needed for carrying out the first rwo
parts of the program.
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THE “BURDEN OF THE DEBT"” AND THE
NATIONAL INCOME?

By EvseEy D, DoMAR*

I

“Full employment after the war” has now become the subject
most frequently discussed by economists. When the war is over, the
level of employment and income will be determined to a great extent
by the speed and character of the reconversion process. After that,
hopes of maintaining full employment are based, for good or for ill,
on the various backlogs developed during the war. But when both
periods are over, the old and so painfully familiar problem of the
disposal of intended savings will again appear.

It is possible that private investment will be able to absorb all savings
year in and year out, or that private investment will at least fluctuate
around a sufficiently high average so that deficits which may be incurred
by the government in some years will be offset by surpluses made in
others. Whether or not this will actually happen is a matter of opinion;
it is a problem not discussed here. Instead I propose to examine the less
optimistic case, when private investment is insufficient to absorb in-
tended savings over a relatively long period of time.

Public investment financed by borrowing, though perhaps the
most direct and evident, is by no means the only method of dealing
with the situation. The income-generating properties of various kinds
of taxation still remain to be explored;® the possibilities of encour-
aging private investment by means of various tax devices have not
been sufficiently worked out either; the same can be said about plans
designed to reduce the propensity to save. It will be assumed here,
however, either that all these measures cannot be tried, or that
they have not proved sufficiently effective so that a continuous policy
of deficit financing must still be pursued.?

*Mr. Domar is with the Board of Governors of the Federal Reserve Swstem. The

opinions expressed are those of the author and do not necessarily reflect the position of the
Board.
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There is a respectable and mfluential body of
opinion which, repudiating with vehemence the adop-
tion of either expedient, fulminates alike apgainst
Devaluations and Levies, on the ground that they
infringe the untouchable sacredness of contract; or
rather of vested interest, for an alteration of the legal
tender and the imposition of a tax on property are
neither of them in the least illegal or even contrary to
precedent. Yet such persons, by overlooling one of
the greatest of all social principles, namely the funda-
mental distinetion between the right of the individual
to repudiate contract and the right of the State to
control vested interest, are the worst enemies of what
they seek to preserve. For nothing can preserve the
integrity of contract between individuals, except a dis-
cretionary authority in the State to revise what has
become intolerable. The powers of uninterrupted
usury are too great. If the accretions of vested
interest were to grow without mutigation for many
generaticns, hall the population would be no better
than slaves to the other half. Nor can the fact that
in time of war it 18 easier for the State to borrow than
to tax, be allowed permanently to enslave the tax-
payer“to the bond-holder. Those who insist that in
these matters the State is in exactly the same position
as the individual, will, if they have their way, render

68 A TRACT ON MONETARY REFORM CHAF.

impossible the continuance of an individualist society,
which depends for 1ts existence on moderation.

These conclusions might be deemed obvious if
experience did not show that many conservative
bankers regard it as more consonant with their cloth,
and also as economising -thought, to shift public
discussion of financial topics off the logical on to an
alleged ** moral ” plane, which means a realm of
thought where vested interest cam be triumphant
over the common good without further debate,
But it makes them untrustworthy guides in a
perilons age of transition. The State must never
neglect: the importance of so acting in ordinary
matters as to promote certainty and security
business. But when great decisions are to be made,
the State 13 a sovereign body of which the purpose
is to promote the greatest good of the whole. When,
therefore, we enter the realm of State action, every-
thing 1s to be considered and weighed on 1ts merits.
Changes in Death Duties, Income Tax, Land Tenure,
Licensing, Game Laws, Church Establishment, Feudal
Rights, Slavery, and so on through all ages, have
received the same denunciations from the absolutists

~of contract,—who are the real parents of Revolution.
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written as
Pig: + Pthy + BY = PEBY | + AM¢,| + P; Ty, (5.1)

where g; is real government expenditure, h; is real transfers to households, T;
is total real taxes, and M; is the stock of base, or outside, nominal money, i.e.,
non-interest-bearing money in circulation that is supplied by the government
(the central bank) at the start of period t. The total stock of money consists
of outside and inside money; inside money (mainly credit) is provided by the
commercial banking system.
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Figure 4. Official projections of Maastricht debt and nominal GDP

% of GDP % of GDP
185 185
Maastricht government debt
175 + 1175
165 + 1 165
¢
g e .
155 + / L -~ 1 155
- N, - -
f # . n\-
145 + b . 1 145
!'," =, ¢,
A May 2010 S A |
135 - - -+ December 2010 3 135
— — December 2011
125 t January 2013 1125
July 2013
115 1 1 1 1 1 1 1 1 1 1 115

2009 10 11 12 13 14 15 16 17 18 19 20



