SHISCS RN CHNENE IN HET EUROPA VAN 1992

sorraaltg

INTERNATIONAAL KONGRES
VAN NETWERK VLAANDEREN
BRUSSEL, 28 APRIL 1990

CONGRESTEKSTEN



















6. THREE
OBJECTIONS
CONCERNING THE
¢ NEUTRAL MONEY
. EconoMy

Indiscussions concerning neutral money
peopleregularly have certain objections
which are quite convincing as long as
one thinks within the patterns of practi-
cal behavior and within the correspond-
ing theoretical concepts of the tradi-
tional money economy. It is, and it was
for me, impossible toswitch one’s whole
thinking from the world of traditional
money over to the new world of the
neutral money economy at once. As has
been said above, it is difficult to cast
doubts on current money’sefficiency. It
is even more difficult to understand the
inefficiencies of current money and to
constructtheoretically amonetary trans-
action technique which avoids those
inefficiencies. However, even then one
is not yet at home in the new world of
neutral money. The traditional modes of
seeing, expecting and behaving are still
at work inducing doubts upon doubts
about the new concepts based on single-
experiences ar theories which have origi-
nated in the environment of the tradi-
tional money economy.

6.1. Saving without Interest

One of these familiar objectionsis: “Who
is going to save if he does not eamn
interest anymore?”

The answer is simple: everybody who
cares minimally for his future has the
incentive to distribute his life-time in-
come optimally in a way so that he can
maintain his expected standard of living
also in times when he is no longer gain-
fully employed. If, however, these care-
ful individuals receive interest rewards
for postponing consumption, then they
are motivated and induced to consume
less in the present and more in the future
than is actually optimal according to
their own “real” preference schedules,
not to speak of the others who have to
finance that increment of future income
by being forced to consume less at that
time. “Interest” does not push forward
productionby rewarding “saving”; rather
it counteracts present activities because
it rewards the present inactivity of the

“saver” and, at the same time, punishes
the entrepreneur with costs for his trans-
action and, thus, for his production ac-
tivities. Moreover, allinvestments which
are modestly profitable “in real terms”
but which do not render returns that
match the value of money’s yield are
blocked because of too high pecuniary
transaction costs called “interest for
financial capital”.

Bomrowers who no longer give away
money to meet their interest liabilites
will use it for other purposes. They can
“save” itand buy claims to future money.
They can spend it on present or future
goods. Since individuals who take out
loansusually need that money for goods,
they will predominantly use their saved
interest to purchase goods. Consumers
will demand more consumptive and
producers will demand more productive
goods than today. On the other hand,
wealth holders who do no longer earn
interest can spend less money. They will
reduce their demand either for real goods
or for assets. Since lenders typically
dispose of dispensable money they will
still intend tp “save™ more real goods
would render to them shrinking mar-
ginal utility but burden them with rising
marginal cost. Therefore it can be quite
profitable for them to avoid the cost of
additional riches by holding costfree
bonds, even if the bonds yield not inter-
est.

6.2. Enough “Capital”
without Interest

Another objection, closely related to the
first, is: “There will be a lack of financial
capital and, hence, less productivity if
capital does notearn interestany longer.”

As has just been said, “capital” stands
for returns on loan money which do not
increase but disturb and decrease the
efficiency of money as the transaction
catalyst in our economy. (The same is
true for “capital” in so far as this term
stands for returns on real goods which
are let out or leased or used by others in
evenother ways: the active users will not
be able to bring to life these goods’
efficiency unless they finance returns
that, roughly speaking, correspond to
the interest which they would have to
pay if they bought the goods instead of
being allowed in other ways to use the
goods of the others.)
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Itis part of the “‘resistance in our minds”
that we believe in the “productivity of
capital” whereas, in fact, this alleged
productivity of financial or other “capi-
tal” exhausts itself in incentives for
abstaining from real activities on the
supply side and in punishments for
engaging in activities on the demand
side of ““capital”. Hence “financial capi-
tal” is virtually nothing but, first, the
term which is given to the embodiment
of a conceptual self-deceit and, second,
the term for the ideological legitimation
of present money’s inefficiency and of
the social injustice springing from it.
We suffer from a fatal capitalistic delu-
sion which lets counterproductive
“capital” be considered something pro-
ductive!

6.3. Pricing and Allocation without
Interest

Another objection is: “When credit
incurs no interest costs, then individuals
can acquire infinite amounts of money.
This is absurd and shows the absurdity
of the idea of neutral money. Interest is,
and must always be, the price which
allocates financial resources.” The an-
swers, again, are simple, though I admit
that it might require some exercise in
clementary economics to understand
them:

If the present demand for transactions is
no longer constrained for needy bor-
rowers by interest costs, then the prices
tobe paid in the course of these transac-
tions respond more adequately to the
real present demand of these transac-
tors. And, correspondingly, if the pres-
ent demand for transactions is no longer
subsidized for wealthy lenders by inter-
est income, then, once more, the real
needs of both lenders and borrowers are
more adequately reflected in the spot
prices, and this holds true, in particular,
regarding the present prices of future
goods. Hence, instead of the price of
money falsifying the price of goods,
making them cheaper for the rich and
more expensive for the poor, neutral
money is transparent and reflects the
real necds in an unfalsified way, giving
the poor a chance to acquire goods at
costs similarto those at whichrich people
can acquire them and giving the rich the
chancetoexperiencealife withoutbeing
artificially subsidized. With the prices
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reflecting the real needs more adequately,
allocation of funds will be improved.
Prices will respond to these changes in
demand. Therefore the counterproduc-
tive allocation by the price of money
(interest) will be substituted for by the
more efficient allocation by the prices of
the goods themselves.

With the subsidies for the wealth holders
tending to zero, the accumulation of real
goods becomes costly instead of being
profitable because the increasing mar-
ginal costof goods overcompensates their
declining marginal utility. Hence, the
real costs of goods limit the mass of
goods which are worthwhile holding.
Then, individuals will not be so irra-
tional to take out unlimited amounts of
neutral money credits (which must be

spent to avoid liquidity costs!) if addi-
tional goods only bring to them more
(marginal) cost than benefit. The ab-
surdity, thus, is not with neutral money,
but with the present system which moti-
vates and induces wealth holders to hold
goods which they do not need and, at the
same time, to prevent others, who need
the goods, from using them. Neutral
money is both destined and suited to
abolish these deficiencies in the alloca-
tion of goods.

Besides, who or which bank will be
ready to credit to a borrower more than
heisablerorepay? Even today, loans are
limited not only by their (pure) interest
cost but also by the costs of the default
risk. Indced, this should be the “real”

limit on credits., S ——e————
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